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REFORMING THE AMERICAN 
BANKING SYSTEM 


FOREWORD 


Tue function of an editor is twofold in the preparation of a volume 
. dealing with current problems of vital interest. In the first place he 
must, be sure that all phases of the problem are comprehensively treated 
by competent authorities, and in the second, he must be sure that both 
sides of the case are presented when there are important differences of 
opinion. The articles in the following pages themselves testify to the 
performance of the first function, and it is hoped that adequate expres- 
sion has been given to both sides where marked differences of opinion 
exist. 

When the volume was planned in the summer of 1933, the only basic 
problem of monetary policy was concerned with the suspension and 
possible restoration of the gold standard. Since that time the ques- 
tions of inflation and stabilization have come into prominence, and the 


_ . editor-in-chief has decided to include here the addresses given on those 


subjects at a meeting of the Academy on November 22. No apology 
is needed for the inclusion of these papers in a volume on banking re- 
form, save that it perforce places the editor in the position of including 
two of his own articles instead of one as originally planned. 

F. CYR JAMES 


The American Banking Problem 
By F. CYRIL James 


ONCISELY stated, the problem 
before us at the present time is to 
develop a sound banking system in the 
United States. Experience shows a 
sound banking system to be vital to 
economic activity: the experience of 
other countries demonstrates that it 
is attainable. In view of these facts, 
why has the United States not found a 
satisfactory solution to its banking 
problems during the long period of 
agitation and reform that stretches 
back to 1836? Perhaps the chief rea- 
son is our habit of palliation—of being 
content with immediate remedies for 
pressing problems. Such an approach 
is demonstrably inadequate. To find 
a permanent solution we must first 
analyze the fundamental bases of the 
problem-—not merely its superficial 
inconveniences. 

Fundamentally, a sound banking 
system should perform two functions. 
On the one hand it should provide a 
- mechanism to facilitate the making of 
payments and the settlement of debts. 
On the other, it should distribute the 
available funds of the community 
among would-be borrowers in such a 
way that it maintains a liquid position 
and husbands the capital of the nation. 
To these two, some writers would add 
a third, suggesting that the banking 
system should distribute funds in such 
a way as to maximize the economic and 
social well-being of the nation. ‘This 
contention, however, raises questions 
too large to be discussed here, so we 
must omit it and confine our analysis 
to the two functions that are univer- 
sally recognized as the minimum cri- 
teria by which to measure banking 
_ soundness. 


WEAKNESS OF BANKING SYSTEM 


Turning back to the period before 
1929, it would seem that the American 
banking system provided a reasonably 
efficient mezhanism for the making of 
payments—although even here the 
maximum of efficiency was not at- 
tained. The existence of thousands of 
unit banks, a majority of which were 
not members of the Reserve System, 
meant that unnecessary delays still ex- 
isted in some cases when distant pay- 
ments had to be made. Much im- 
provement had occurred since 1913, 
however, ard since the performance of 
this function was much superior to 
that of the other, we can pass on with- 
out further comment. 

It was in regard to the administra- 
tion of the nation’s capital and credit 
funds that the weaknesses of the bank- 
ing system were most glaringly demon- 
strated. To begin with, it would ap- 
pear necessary to have some definite 
policy as to quantity of funds available 
for distribution; but there is no indi- 
cation of any such policy during the 
decade preceding the panic of 1933. 
The Federal Reserve Board and the 
twelve Reserve banks, which are 
charged with the duty of formulating 
and administering credit policy, seem 
to have made very little effort to con- 
trol the financial situation during the 
years of inflationary activity from 
1923 to 1929. When they did take 
definite action it was usually in order 
to create easier credit conditions, so 
that some temporary recession might 
be surmounted, and throughout the 
period an easy-money policy was tri- 
umphant. 
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Left free of all control by the central 
banking mechanism, the commercial 
banks took full advantage of the op- 
portunity offered them. A commer- 
cial bank earns its profit by making 
loans or investments, and profits are 
the goal and motive force of all busi- 
ness enterprises. Since the gold re- 
serves of the country were ample 
throughout the period, and since the 
Reserve System was willing to increase 
the volume of its credit by both redis- 
count and open-market operations, the 
commercial banker was assured of 
adequate reserve funds. His only task 
was to find borrowers who were in need 
of funds. 


‘Unpun Crenit EXPANSION 


In such circumstances it was natural 
that the needs of business for short- 
term working capital should soon be 
fully supplied, particularly since these 
needs had themselves been reduced by 
the practice of carrying lower inven- 
tories. The banker had to look around 
for new borrowers, and as a result of 
his search, the portfolios of the com- 
mercial banking system began to be 
filled to an increasing extent with in- 
vestment securities and paper repre- 
senting loans for the purchase or de- 
velopment of real estate. Perhaps 
rural banks accepted more real-estate 
loans than did those in the financial 
centers, while the latter were more in- 
terested in securities, but in all cases 
the result was the same. Fixed capi- 
tal funds were being advanced to in- 
dustry, and the banks were growing in- 
creasingly less liquid as a result. This 
tendency, particularly in regard to in- 
vestment securities, was facilitated by 
the existence of the affiliates of com- 
mercial banks—affiliates that were 
able to draw upon the resources of the 
parent banks to finance their own op- 
erations, 

‘But the investment bankers as a 


whole—even those who had no direct 
connection with commercial banks— 
bear some share of the responsibility 
for the orgy of security issues. Anx- 
ious to make a maximum profit by the 
sale of new issues to investors who 
were avidly clamoring for them, the 
investment bankers appear to have 
been less strict in their analysis of the 
borrowing corporations and states 
than sound banking practice would re- 
quire. Either they were in the throes 
of an unwarranted optimism regarding 
the future financial condition of the 
borrowers, or else they were con- 
sciously sacrificing the investor who 
bought their issues, in an effort to reap 
the largest possible financial profit for 
themselves. Whichever hypothesis be 
correct, it is apparent that the opera- 
tions of the investment banks during 
this period leave much to be desired. 

But the lavish creation of commer- 
cial bank credit did more than under- 
mine the investment banking system: 
it seriously weakened the security mar- 
kets. By means of margin accounts 
(financed through brokers loans) and 
bank loans secured by stocks and 
bonds, thousands of individuals were 
able to purchase securities. Since in- 
creasing quantities of bank funds were 
made available for this purpose year 
by year, the prices of securities soared 
steadily until prices were so much out 
of touch with the reality of present and ° 
prospective corporate earnings that it 
became necessary to justify quotations 
upon the basis of nebulous future in- 
creases in the value of equities. That 
was the quintessence of financial in- 
toxication, and the end was near. 

By the spring of 1929 the Reserve 
authorities showed serious concern, but 
the collapse was inevitable. Commer- 
cial banks were in no position to lend 
any more, the Reserve System was dis- 
couraging “speculative” expansion of 
credit, and funds were being drawn off 
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froin New York to finance business in 
Europe. The Hatry crash in England 
and a certain skepticism in the minds 
of investors were enough to push over 
the whole house of cards. Certainly 
from 1923 to 1929 the American bank- 
ing system had not demonstrated its 
ability to function efficiently. 


EFFORTS TOWARD RECOVERY 


What of the aftermath? Unfortu- 
nately we find little evidence of in- 
creasing efficiency during the past four 
years: if anything, the reverse is the 
case. As with most other sections of 
‘our economic organism, little was done 
to solve the problems of banking dur- 
ing 1930. Since the crisis was re- 
garded as temporary, there was obvi- 
ously no need for any thorough-going 
reorganization. To be sure, some 1,345 
commercial banks failed, and several 
investment banks closed their doors or 
were absorbed by competitors; but 
bank failures had been fairly common 
during the years of prosperity, there 
having been as many as 956 in the year 
1926. Despite bank failures and fall- 
ing stock prices, 1930 appears to have 
been comparatively quiescent. 

Not so 1931. By the beginning of 
that year the banks were making some 
efforts to strengthen their portfolios 
and to liquefy their position. More- 
over, the prices of both bonds and real 
estate had fallen to such a point that 
a large portion of the banking capital 
of the United States would have been 
wiped out if book values had been writ- 
ten down to a point where they corre- 
sponded with market values. Natu- 
rally the banks were reluctant to write 
down the values of their assets, and 
both Federal and state banking offi- 
cials relaxed existing regulations in 
order to permit book values higher 
than market values. But unemploy- 
ment and a growing lack of confidence 
were causing depositors to withdraw 


funds from banks in all parts of the 
country, and during the latter months 
of the year the departure of England 
from the gold standard caused foreign 
funds to be drawn off heavily from the 
United States. Faced with such de- 
mands for repayment, banks had to 
liquidate some of their assets, and the 
unsatisfactory nature of the assets was 
one of the ~easons for the 2,298 bank 
failures that have given the United 
States a world record in banking in- 
solvency that no other country is likely 
to take away from her. 

In the light of conditions toward the 
end of 1931, no theoretical arguments 
were needed to demonstrate the un- 
satisfactory nature of American bank- 
ing and the seriousness of the banking 
problem. Yet in the face of this situ- 
ation nothing was done except the 
passing by Congress of two emergency 
measures: one to enlarge the issue of 
Reserve notes, and the other to enable 
banks to obtain funds from the newly 
created Reconstruction Finance Cor- 
poration. These were nothing but 
palliatives, but that would be no con- 
demnation of them if advantage had 
been taken of the respite they gave to 
deal with the problem in more satis- 
factory fashion. Throughout the 
middle months of 1932 the panic had 
been allayed and constructive meas- 
ures could have been undertaken; but 
unfortunately a Presidential election 
had to be fought and there was not 
time for anything else. As a result, 
the country was to have another dem- 
onstration af the inherent unsoundness 
of its banking system, since by the end 
of the year the system was performing 
neither of its fundamental functions 
efficiently. Hoarding of currency was 
on the increase, bank failures’ were ris- 
ing, and in one part of the country 
after another further failures were pre- 
vented only by legal moratoria of vari- 
ous kinds. Finally the whole financial 
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organization collapsed, and the first 
official act of the incoming President 
was to declare a national moratorium. 

Since last March much legislation 


has been written upon the statute 


books, and a good deal of it concerns 
our banking system. The articles that 
follow analyze the more important pro- 
visions of these acts, so we need not 
discuss them here except to point out 
one important consideration. Since 
the present measures of reform were 
born out of a crisis, it is to be expected 
that some of them will be measures of 
expediency designed to meet the pres- 
ent emergency, while others will be of 
more far-reaching importance. These 


two types of enactment differ radically’ 


from each other, and in considering 
them care must be taken to test each 
by appropriate criteria. ‘To do other- 
wise would be to court disaster. 


Ture MONETARY STANDARD 


This brief analysis of the general na- 
ture of our banking problem has 
brought out the necessity for reforms 
. of structure and policy in regard to 
commercial banks, investment banks, 
and the Federal Reserve System. 
There remains, however, the question 
of the underlying monetary standard 
upon which the whole financial system 
rests. Without doubt, the abandon- 
ment of the gold standard by the 
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United States was voluntary: it was a 
matter of policy rather than of neces- 
sity. Nevertheless, the fact that the 
dollar has since depreciated to a point 
below its old gold parity means that a 
return to gold cannot well be the auto- 
matic process it was in 1919. We 
must therefore consider the decision as 
to the future monetary standard of the 
United States as a fourth subdivision 
of the banking problem. 

That this decision cannot be made 
automatically is amply apparent from 
two considerations. In the first place, 
the final decision as to the nature of the 
monetary standard.will necessarily in-' 
fluence the future credit policy of the 
Reserve authorities and the commer- 
cial banking system, so that a credit 
policy can be termed appropriate or 
inappropriate only in the light of 
the decision regarding the monetary 
standard. In the second place, the 
breakdown of the gold standard in 
1931 must be attributed in part to the 
earlier financial policies of this country 
as ‘well as to those of other nations, so 
that the decisions as to future mone- 
tary policy must be made in the light 
of a clear understanding of the causes 
that produced that breakdown, and of 
the implications—both domestic and 


. international—of the decision as to 


the future monetary policy of the 
United States. 


is assistant polder of 


finance and in charge of graduate work in the field of 
banking and finance at the University of Pennsyl- 


vania. 


He has served as consulting economist for 


various business enterprises and associations, and 
has had banking experience in London and Phila- 
delphia. He is author of “Cyclical Fluctuations in 
the Shipping and Shipbuilding Industries” (1926); 
“The Economics of Money, Credit and Banking” 
(1930); “The Road to Revival” (1932); and “ Eng- 


land Today y” (1932). 


The Lessons of Foreign Experience 
e By A. S. J. BASTER 


S A result of the world depression, 
banks in all countries in the last 
few years have had to face a series, of 
financial troubles of unusually formi- 
dable proportions. These difficulties, 
wherever they are met in the advanced 
countries, seem to have something in 
common, and it is tempting to argue, 
from experience of the various efforts 
made to meet them, that there is some 
general formula, some ideal arrange- 
ment of the banking structure, which 
can be applied successfully and uni- 
versally to them all. , But this is of 
course a very risky proceeding. The 
fundamental differences of economic 
history and present economic situà- 
tion among different nations have 
molded a peculiar economic and politi- 
cal framework within which each 
banking system must find its own way 
out of its own difficulties. 

At the same tirne, there are a few 
broad fundamental principles apply- 
ing to banking operations in all 
Western countries, and it is the ob- 
ject of this paper to suggest how these 
principles have been vindicated, by 
summarizing recent financial history 
against the background of two great 
banking -systems, and’ to draw the 
moral for the student of American 
banking problems. Space limits the 
analysis to the main facts about the 
English and Canadian systems. 


ENGLAND 


A small country, old in the political 
sense, socially stable, highly inte- 
grated, thickly settled, which houses 
three quarters of its population in 
towns, which is dependent for 60 per 
cent of its food supply on imports, and 


dependent for the means of payment 
on a flourishing export trade in manu- 
factured articles and on a huge mass 
of revenue-producing assets abroad, 
will naturally build up a banking sys- 
tem with the characteristics demanded 
by a highly industrialized economic 
structure and intimate and extensive 
economic contacts abroad. 

The main facts about the English 
banking system have become compar- 
atively wel: known since the publica- 
tion of the Macmillan Report on Fi- 
nance and Industry in 1931.1. The 
system consists primarily of a few very 
large commercial joint-stock banks, 
controlled from the central money 
market in London and supported by 
a network of branches all over the 
country. (Table J.) The present 
stage has been reached by a sweeping 
and fairly recent amalgamation move- 
ment that culminated in a series of 
very large mergers just after the war. 
The process enthroned the present 
“Big Five” in their position of pre- 
eminence, but swallowed up most of 
the private bankers typical of a quieter 
age, in whom Bagehot, writing in 1873, 
approvingly noted a “certain union of 
pecuniary sagacity and educated re- 
finement which was scarcely to be 
found in any other part of society.” 

Bank amalgamations are of course 
common in the recent history of all 
advanced countries, but it is relevant 
to note that in England they have been 
carried f¢r enough to produce public 
apprehension of insufficient competi- 
tion in the end, and authority is defi- 
nitely set against any further extension 


1 Cd. 3897, 1931, and Evidence (2 vols.) for 
further extended reference. 
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TABLE I~~Posrrion or tun “Bie Five” Eneuiss Jornr Stock Bangs, DecemMBer 19382 (£1,000’s) 








Investments 

Dis- Ad- 

eounts | vances 
Barclays.......-0e000. 381,846 | 62,344 81,555 66,289 | 153,158 
Lloyds.. ..sesrasaases. 382,142 | 54,475 74,176 76,788 | 152,219 
Midland., 2... cen eee 419,282 | 43,007 91,865 88,505 | 170,230 
National Provincial... 291,822 | 39,884 54,336 58,928 | 122,231 
Westminster......... 298,182 | 41,360 70,495 66,865 | 105,747 
of them. The Amalgamations Com- there is normally no agreement, ex- 


mittee of 1918? in fact advised that 


the possible dangers resulting from further 
large amalgamations are material enough 
to outweigh the arguments against Govern- 
ment interference, and that in view of the 
exceptional extent to which the interests 
of the whole community depend on bank- 
ing arrangements, some measure of Gov- 
ernment control is essential. 


The present position has thus been 
stable for some years, and, in surviving 
the worst storms of the postwar de- 
pression, has given grounds for belief 
in its continuance. It would be very 
difficult indeed to start a new bank in 
England with any prospect of its ul- 
timate success, and further mergers are 
very unlikely. 

There is evidence, however, that 
competition among the existing banks 
is still very keen indeed. It is true 
that various directors of the banks 
meet for common purposes on the Lon- 
don Clearing Bankers’ Committee, 
where they fix the rate for 7-day de- 
posits, and also at the British Bankers’ 
Association, and on the boards of cer- 
tam British overseas banks; but 
common experience, in support of their 
own assertions? makes it plain that 


2 Cmd. 9052, 1918. 

? There is no reason to qualify the statement, 
eg, of Dr. Leaf, late chairfnan of the West- 
minster Bank, that “it can be confidently said 
that there is no understanding, secret or other, 
between the banks; there is nothing of the 


press or implied, amongst the bankers 
in restraint of competition. 


Branch banking, pro and con 


The branch organization of the 
banks is old and well developed, and 
has been found in England to possess 
many distinct advantages. It is un- 
doubtedly a very economical way of 
providing a given degree of banking 
service over a given area, and its im- 
portant effect is to economize banking 
reserves and to make them more 
readily available at affected places in 
times of trouble. In addition, funds 
have been easily and quickly moved 
from the saving areas of the South to 
the active debtor districts of the Mid- 
lands and the North, and the smallest 
branch in the most remote country dis- 
trict has offered the whole comprehen- 
sive range of services of a great metro- 
politan bank. Unquestionably the 
standard of banking practice through- 
out the country has been considerably 
raised by insistence on the best Lon- 
don practice at all the branches. 

But in spite of these very real ad- 
vantages, the system has been said to 
be defective at several points. Com- 
petition among the big banks to buy 
up smaller concerns and turn them into 
branches inevitably led to criticisms 


nature of a ‘money trust” or combination to 
exploit the public.” Banking, London, 1926, 
p. 116. 
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that bank stock was being watered and 
boards of directors overloaded with 
small private bankers; and the great 
expansion of branches in the last 
twenty years has led to the accusation 
that many of them are redundant. 
Probably many hundreds of the ex- 
isting branches are “redundant” at the 
present time; that is, they will not be- 
gin to pay their way for several years,* 
and this is almost certainly connected 
with the recent noticeable rise in bank 
operating expenses? and the develop- 
ment of a rather wild competition in 
certain areas between new branch 
banks. 

A more popular line of criticism is 
to charge the branch managers with 
lack of the personal understanding of 
local business conditions and local in- 
terests which the old private bankers 
used to possess. One could sometimes 
wish that this had been true in certain 
of the depressed industrial areas in 
England, where large local interests 
have been maintained by the banks in 
the twilight of an uncertain solvency 
throughout the depression, instead of 
being allowed to proceed to an orderly 
reconstruction. Although the close 
personal relationships of the old days 
with their obvious advantages but 
equally obvious defects, have gone, 
there is no doubt that the branch sys- 
tem, supported by local boards in vari- 
ous parts of the country, has produced 
a degree of economy and safety in the 
banking machinery which would 
otherwise have been practically un- 
attainable. 

The size of the commercial banks, 
their stable traditions, and the variety 
of aptitudes that their business re- 

* Before the war a new branch was expected 
to pay its way in three to five years. Since the 
war, “the time before the paying stage may be 
taken to have doubled.” Leaf, op. cit, p. 115. 

5 Cf. Sykes, “Effect of English Bank Amal- 


gamations on Working Expenses,” Economic 
Journal, Dec. 1926, p. 588. 


quires, make banking in England a 
comparatively well-regulated and well- 
recognized career. Transfers of staff 
from bank to bank are extremely rare, 
and dismissals except for gross mis- 
conduct almost unknown. There is 
thus a certain stability about a bank- 
ing career which brings out the es- 
sential and useful economic virtues of 
integrity and institutional loyalty 
amongst the officials. 


Specialization 

A striking characteristic of the bank- 
ing system and of the London money 
market, which is of importance from 
the present point of view, is its extreme 
specialization. Functions which in 
some countries would be performed by 
one institution are m London the con- 
cern of several separate ones. ‘There 
are thus the big commercial banks, 
attracting mainly short-term deposits 
and lending only for short periods. 
There are the accepting houses, lend- 
ing their credit to finance foreign trade, 
and the discount brokers dealing in the 
many bills drawn upon London from 
abroad. Again, the long-term capital 
market has a group of special institu- 
tions peculiar to itself—issue houses, 
underwriters, brokers, promoters, m- 
vestment trusts; and the commercial 
banks have always rigidly abstained 
from interesting themselves directly in 
it. It is fair to add that this attitude 
has been maintained unshaken by the 
severe criticisms which have been 
made of it in recent years, and that 
while minor modifications may have 
been found necessary,® the basic 


‘Cf. Faringdon Committee Report (Cmd. 
8346, 1916) urging the creation of a “British 
Trade Bank” actually chartered (Cd. 9227, 
1918) under the name of the British Trade 
Corporation. Alsq references in the Macmillan 
Committee Evidence to the Bank of England 
connection with the Securities Management 
Trust and the Bankers’ Industrial Development 
Company. 
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principle of extreme specialization of 
the banking structure has been most 
handsomely vindicated in recent 
times. 


Independence of banks 


Partly due to the individualistic 
tradition of English business life; to 
the prudence, generally speaking, of 
bank administration (which has pre- 
served the country from epidemics of 
bank failures for nearly a century), and 
to the degree of popular ignorance, not 
to say awe, of banking and monetary 
affairs, the commercial banks in Eng- 
land are remarkably free from any 
form of state control. They are in- 
corporated under the general Com- 
panies’ Acts, file no important statu- 
tory returns as bankers, are subject to 
no special restrictions on the scope of 
their business, and, most important, 
obey no legal rules as to the propor- 
tions of the several items in their bal- 
ance sheets. 

But tradition, in accord with the 
English custom, has shaped for the 
banks tolerably certain and recog- 
nizable norms, particularly as to the 
amount of cash and easily realizable 
assets which they keep as reserve 
against withdrawals on deposit and 
current account. In fact, the London 
banks have in the last dozen years 
maintained remarkably steady propor- 
tions between their “Cash in Hand” 
and “Balances at the Bank of Eng- 
land” and their “Deposit and Current 
Accounts,” of about 6 per cent and 5 
per cent respectively. Now, of the 
two sorts of “bank cash” which the 
banks use as a base for the creation of 
credit, their balances at the Bank of 
England are normally the more elastic 
and may be extended or contracted at 
the will of the Bank. ,It is this most 
important form of control over their 
activities that subordinates the power 
of the commercial banks to create 


credit (and so inflate or deflate the 
currency) entirely to the policy of the 
Bank of England, and turns the Lon- 
don money market and the banks into 
a fully integrated system dominated 
by the Central Bank. . 


External complications 


Recent experience well illustrates 
the characteristic virtues and short- 
comings of this system. Notably, the 
typical dilemma of the Central Bank, 
charged with the maintenance of sta- 
bility in both domestic and external 
trade, is presented in almost painful 
clarity. In view of the international 
responsibilities of the London money 
market,” external considerations have 
often been allowed to shape one clear 
line of banking policy, notwithstand- 
ing that the internal situation called 
urgently for a diametrically opposite 
one; and, in short, the extremely 
touchy state of the money market 
since 1928 is to be explained largely by 
the attempts of the Bank of England 
to reconcile a policy designed to ease 
an industrial depression at home with 
the clamorous necessities of a precari- 
ous external position. 

The reactions of the banking system 
to the dilemma were illustrated in 
1929, when, due to the flight of short- 
term funds from Europe to the New 
York stock market, the Bank of Eng- 
land began ‘to lose gold. Ordinarily, 
this would have reduced the cash 
“base” at the Bank available for the 
creation of credit by the commercial 
banks, and so brought about deflation 
and a falling price level. Actually, the 
Bank did not permit this threat to an 
incipient industrial revival at home to 
materialize. As the gold went out 
and the “base” contracted, so the 


™See tables of Deposits and Sterling Bills 
Held, and Acceptances Outstanding on Account 
of Foreign Customers, for the London banks, 
given in App. 1, Maemillan Report. 
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Bank began to enlarge it again by 
open-market operations, presumably 
in the hope that the gold drain was 
temporary. Ultimately, in October, 
bank rate was raised one per cent, but 
only as a final expedient; as soon as 
the Stock Exchange boom was over, 
the rate was reduced by quick succes- 
sive stages from 644 per cent to 3 per 
cent in May 1930. 

But for an illustration on a grand 
scale of the intractable nature of the 
problem in its most violent form, the 
events of 1931 must be investigated. 
By this time the nerves of the interna- 
tional financial community had been 
thoroughly shaken. The Central 
European banking crisis “froze” large 
quantities of short-term debts due to 
London against her known large lia- 
bilities; the May Report, giving a 
somewhat alarmist view of budget 
prospects, threw suspicion on British 
public finance; and a steady drain of 
funds from London began, which no 
political re-shuffle or international 
credit could stem. Over £200 millions 
is stated to have left London at the 
rate of £20 millions a week from the 
middle of July until September 21, 
when the gold standard was sus- 
pended.® 

From the present point of view, cer- 
tain aspects of the British crisis are 
worth emphasis. In the first case, 
there was not a single bank failure or 
suspension, no run on the banks, and 
no proclamation of a moratorium or 
bank holiday. Bank deposits fell to 


some extent, and the banks allowed 
some of their bills to run off and re- 
duced their loans to the money market. 
But the movement was largely ac- 
counted for by holiday currency with- 
drawals, and there was nothing at all 
which could -be called monetary strin- 
gency. The crisis in fact was an ex- 
ternal and not a domestic one. 

The domestic banks were unaffected 
by the drain from abroad, but the 
policy of the Bank of England, which 
had been severely criticized for some 
time, now came under very heavy fire.® 
Ever since 1925, when Great Britain 
returned to the gold standard with an 
“over-valued” pound, the tendency 
had been for the New York exchange 
to be depressed below the gold points, 
and the situation was in fact saved 
only by a series of fortunate accidents; 
e.g. in.1927, the enormous sales of 
francs against sterling by the Bank of 
France, and the “cheap money” policy 
of the Federal Reserve authorities. 
The under.ying disruptive force was, 
however, not monetary at all, but the 
unstable equilibrium of British eco- 
nomic life, characterized by an unduly 
high level cf money incomes and costs, 
a consequential intractable unemploy- 
ment problem, and an export price- 
level out of adjustment with world 
conditions. Was the time-honored 
remedy, namely, a rising bank rate, 
not applied by the Central Bank 
(Table IL) for fear of unpleasant en- 
counters with “rigidities” in the price 
structure? 


TABLE IJ-—Banxk Rate ann Monrary AverAGE DotuaR Excnance Rats Sept, 1980-Sepr. 1931 









Bank Rate (%).....--eee08. 


3 3 3 3 3 3 | 234 | 234 | 4% | 4% 
Exchange ($ per £1)........ 4.861/4. 859/4. 857/4. 857/4.855/4.85714., 859 4.860 4.864/4. 865/4. 857/4. 85714. 542 


8 Official statement quoted in Economist, Oct. 
10, 1931. 
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°Cf. especially Benham, British Monetary 
Policy, Londcn, 1932. 
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Criticism thus points at the policy 
of the banking system rather than at 
the system itself. In normal times, 
the banks perform their allotted func- 
_ tions with reasonable economy and 
safety, and they have borne the strains 
of deep-seated economic disequilib- 
rium for several years without a failure 
and without outside help. If the 
policy of the Bank of England has been 
at fault, the international relationships 
of the British economic structure 
(which it would be impracticable and 
undesirable to sever) must be admitted 
as a complicating factor of extraordi- 
nary difficulty. 


CANADA 


The analogies between Canada and 
the United States which one would ex- 
pect to produce similarities in the 
banking structure seem at first sight 
well founded. The two countries are 
near enough, both historically and 
geographically, to have had similar 
problems and to have developed simi- 
lar attitudes toward them; in both, 
agriculture is of paramount impor- 
tance over the major part of a huge 
continental area; both, judged. by 
European standards, are underde- 
veloped, and settlement in some re- 
gions is so comparatively recent that 
the typical outlook and the typical 
needs are those of a pioneer commu- 
nity. 

But from the economic point of 
view, these resemblances are rather 
deceptive and misleading. Canada is 
a financially subordinate country, tied 
fast, and probably for many genera- 
tions yet, to the uncertainties of the 
world markets in several of the great 
agricultural staples. Despite ¢some 
signs to the contrary, after the war, 
when Canada became a net exporter 
of capital, the continuing economic 
progress of the country will probably 
depend for some time upon the occa- 


sionally capricious appetites of foreign 
capital markets for Canadian securi- 
ties. These essential distinctions are 
alone sufficient to leave a characteris- 
tic impress upon the banking system, 
and subject any comparisons to im- 
portant qualifications; and other 
fundamental differences will appear 
below. 

The Canadian system is regulated 
by Federal legislation—the Bank Act 
of 1871 (the only comprehensive bank 
act in any country of the British Em- 
pire) and its subsequent amendments. 
The form of this legislation was un- 
doubtedly derived from the British 
Colonial Banking Regulations of 
1844,1° and has undergone remarkably 
few essential changes since pioneer 
days. The system is characterized at 
present by a small group of large banks 
separately chartered, which are dom- 
inated by a “Big Four” group on the 
English model, and which have 
reached their present size partly 
through amalgamations in recent 
years. Their headquarters are sit- 
uated in Montreal or Toronto, the two 
chief commercial centers of the Do- 
minion, and they are supported by a 
large number of branches and agencies 
throughout the country. (Table IIT.) 

The strict legal regulation of bank- 
ing activities in Canada suggests ideas 
of importance from the present point 
of view. The chartering of each bank 
by the Federal Government is, in the 
first case, by no means a formal mat- 
ter, and together with the onerous 
statutory conditions of incorporation 
(including a minimum capital of $500,- 
000 in each case), presents a formida- 
ble obstacle to any increase in the 
number of the banks except on the 
initiative of some group of undoubted 


See Baster, The Imperial Banks, London, 
1929, c. 2. The useful “double liability” clause 
in Canadian bank charters takes its origin from 
these Regulations. 
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TABLE III—-Posıtion or THE CANADIAN CHARTERED Banks, May 21, 1983 ($1,000’s) 4 





Paid- Loans | Short 
up Canadian; Other | Gold andi Public in Loans 

Branches|Capitalj Reserve! Notes (Deposits) De- |Dominion| Se- |Canadai outside 

posits Notes | curities Canada 

Montreal. .......+.. 605 36,000] 38,000] 33,472] 530,524 63,943] 62,022 | 286,089 | 265,688) 29,056 
Nova Scotia........ 330 12,000; 24,000) 10,881) 167,277; 35,817] 22,610 73,287 | 109,887) 1,822 
DOPONt soos Sees 191 6,000; 9,000; 6826; 96,038) .......) 11,977 43,666 | 46,828 ..... 
Banque Provinciale., 141 4,000; 1,500) 3,872; 35,575) ....... 657 14,831 | 20,389) ..... 

Canadian of Com- 

MEFCO.. ee vevene 720 30,000} 30,000) 23,353) 401,238) 38,8€3] 42,532 | 146,725 | 245,903) 18,476 
Royal Bank........ 881 85,000] 35,000} 29,124] 387,387! 165,4€0) 35,537 | 118,807 | 273,549] 38,977 
Barclayg.....c.e06- 2 500 500 261 2,447) poranna 256 919 | 1,409] ..... ; 
Dominion Bank....| 1388 7,000} 9,000} 6,018] 84,507 1,888] 4,252 83,424 | 59,002) 1,868 
Banque Canadian 

Nationale........ 272 7,000; 7,000} 8,236) 86,805 1,195] 2,179 40,878 | 70,010; ..... 
Imperial Bank...... 226 7,000; 8,000; 7,816; 99,930) ....... 4,182 $5,010 | 73,7538) ..... 





means and first-class reputation.” 
The intention to discourage the crea- 
tion of banks except by substantial 
capitalists has thus been carried out; 
but the unexpected effect in arousing 
suspicion—subsequently exacerbated 
by the postwar mergers—of a “money 
trust” among the existing well-estab- 
lished banks is noteworthy. The sus- 
picion is supported by the existence of 
a legally recognized and extremely 
influential Bankers’ Association, of 
which all the chartered banks are 
members, and upon which some criti- 
cism has been directed in recent years 
for an almost fanatical conservatism, 
especially in relation to such issues as 
Government inspection of the banks, 
and the Canadian Central Bank 
project. 


Branch expansion 


Canadian banks are remarkable for 
the use they have made of branches in 
carrying banking facilities all over the 
country. In a number of places they 
have even preceded the railways, set- 
ting up their original business in a tent, 


t Monthly Return, Canada Gazette, July 1, 
1933. 

2 Barclays Bank (Canada) is the only new 
Canadian bank to be chartered in the last 
twenty years. It is sponsored by Barclays 
Bank, one of the “Big Five” in London. 


which would serve both as an office and 
as a residence for the staff,}* and offer- 
ing therefrom all the facilities of a great 
metropolitan bank. Their incursions 
into foreign countries have also been 
numerous, and were originally due to 
their successful financing of a large 
part of the foreign trade of the United 
States befcre the Federal Reserve Act 
permitted national banks to open 
branches abroad. 

Canada has now more banking offi- 
ces relative to her population than 
either the United States or England, 
and the expansion of the branches has 
fully kept pace with the westerly 
movement of the population, some 
offices bemg conducted for six or 
seven years before making any net 
profit for the banks.1* Criticisms are 
consequently heard that the unproduc- 
tive expenditure thereby incurred, and 
the wastes of the competition which 
provides such facilities, increase bank 


= E.g., as in the case of the original branch of 
the Canadian Bank of Commerce at Cobalt. 
Patterson, Canadian Banking, Toronto, 1932, 
p. 20. The great mining districts of Kootenay 
and Grang Forks, and Dawson City in the Yu- 
kon, had banking facilities before they were 
reached by tie railways. 

“Sir Edmund eWalker in evidence before the 
Banking Committee in 1918, quoted by Beck- 
hart, Foreign Banking Systems, Willis and Beck- 
hart, London, 1929, p. 366. 
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charges to an exorbitant amount. It 
is probably true that the profitable 
Eastern business has been taxed by the 


` banks to some extent to make up losses ` 


on their Western expansion;© but as 
these losses have increased in recent 
years, the number of bank.branches 
has been cut down. The relevant in- 
ference is thus that the branch’system 
can be expanded and contracted with 
a complete absence, in the latter case, 
of the local losses and failures inevita- 
ble under a unit bank system. 


Lending policies 


Canadian bankers are always careful 
to point out that the branch system 
would be hamstrung without the 
present note-issuing facilities. By the 
provisions of the Bank Act, each char- 
tered bank is allowed to issue notes up 
to the amount of its paid-up capital, 
and to make an excess issue of 15 per 
cent more during the crop-moving sea~ 
son from September to February. 
There is no specific cover for these 
notes except a kind of mutual guar- 
antee fund supported by all the banks, 
called the Bank Circulation Redemp- 
tion Fund, which is used to redeem the 
notes of failed banks. But any issues 
over the 15 per cent limit must be fully 
covered by the deposit of gold or Do- 
minion notes in the so-called Central 
Gold Reserves. 

Until the issuing bank reaches the 
15 per cent limit, therefore, its notes 
form a cheap and elastic method of 
financing its branches all over Canada. 
When this limit is reached, as it fre- 


Of. statement of the General Manager of 
the Canadian Bank of Commerce at Annual 


Meeting, Jan. 10, 1933: “The profit on our - 


loans to farmers in the West is now and has 
been in many former years, insufficient to meet 
the cost of the service we have provided and 
the losses on loans, which, because of the ex- 
treme weather hazards, lack of diversified agri- 
culture, and constantly changing market con- 
ditions, are much higher than in the Eest.” ` 


quently is in practice, the issue be- 


comes uncomfortably rigid, especially 
in times of financial emergency; and 
to relieve this, the Treasury Board is 
permitted, by an amendment to the 
Finance Act of 1914, to make short- 
term advances to the banks in Do- 
minion notes, against the deposit of 
approved securities. The rate of in- 
terest charged has not varied greatly 
in the past, and has admittedly not 
been used to force any particular lend- 
ing policy on the banks. 

It is fair to add that the banks have 
not used the system to make profits on 
the many occasions when funds could 
have been borrowed from the Cana- 
dian Government and lent at a much 
higher rate on the New York call mar- 
ket. As a result, this famous piece of 
legislation, designed to give Canada 
the advantages of a central banking 
mechanism without the expense of a 
central bank, has had small effect. 
The Canadian banks are in any case 
much too interested in the New York 
call market as a convenient second line 
of reserve, to pay great heed to a Jocal 
central bank even if there were one.™®2 
The saying that Canada is merely a 
thirteenth Federal Reserve district has 
considerably more truth in it than ap- 
pears at first sight. 

The necessities of the economic sit- 
uation have imposed upon the Cana- 
dian banks an unusually broad lending 
policy, which finds reflection in the 
celebrated Section 88 of the Bank Act. 
Thus, the banks may lend to persons 
engaged in buying, selling, or shipping 
the staple products of agriculture and 
in the lumber, mining, and fishing in- 

=a The Macmillan Commission on Canadian 
Banking reported in November 1938 (after the 
above statement was written) testifying in 
favor of the general excellence of the Canadian 
system, but suggesting the creation of a central 
bank. The view expressed above contains the 


fundamental objection to the practical effective- 
ness of any such institution. 
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dustries, and to wholesale manufac- 
turers in general, on the security of the 
products, the bank acquiring a prior 
lien over the goods thus pledged. 

The utility of this provision in the 
early days, both to the banks and to 
the pioneers, is beyond dispute; and 
its value at the present time in giving 
the banks, as the chief suppliers of 
credit, a privileged position as against 
all other creditors is unquestionably 
great. At the same time, certain safe- 
guards have also been incorporated in 
the Act in order to prevent the catas- 
trophes which British and early colo- 
nial experience showed as the results 
of unrestricted freedom in the banking 
business. Canadian banks may not 
buy or sell goods or engage in trade, 
they may not lend on the security of 
their own stock or the stock of any 
bank, and they may not lend on the 
security of mortgages or lands and im- 
movable property (Section 75). 

Provided with this extra protection 
and these legal safeguards, the banks 
are still subjected to the familiar eriti- 
cism that they neglect the small, 
agrarian borrowers of the Western 
Provinces. But the various Bank Act 
inquiries have failed to substantiate 
these criticisms very solidly, and cer- 
tainly the support which the banks 


gave to the Western Canadian Wheat 
Pool during the difficult year 1929-30, 


_when the Pool withheld the 1929 crop 


in the vain hope of better prices, is a 
strong point in their favor, even allow- 
ing for the various promises of financial 
support from the three Prairie Govern- 
ments concerned. ‘The recent publi- 
cation of the loan position of the 
Canadian Bank of Commerce (one of 
the “Big Four”) shed some light on 
the controversy. It certainly does 
not sugges: neglect of the agricultural 
group at a time when this might be 
condoned as an act of mere business 
prudence (Table IV); and the dangers 
of over-extension of credit by small 
umt banks m agricultural areas are by 
now surely sufficiently well realized. 


Stability of banking structure 


On the whole, the Canadian banking 
system represents a successful adapta- 
tion of well-tried principles to unusual- 
ly restricted local conditions. There is 
no large security market in Canada, 
and the kanks have no connections 
with security affihates, though they are 
supposed to have close connections 
with some of the leading Canadian 
trust companies doing a fiduciary busi- 
ness. There is no local bill market 
and no skort money market of any 


TABLE IV—DISTRIBUTION or tHE ADVANCES OF THE CANADIAN BANK or Commercr ($1,000,000’s) 





November 1929 | February 1932 

Governments and municipalities.......... 0.0.00 eee anus 43 55 
Public Utility, insurance, trust and finance Companies...... 24 22 
Farmers and ranchers.......... 2.00 ccs ence cceeeeeeenas 32 26 
Grain, flour, meats, etc....... 000. c cee cee ee een eee een 78 87 
Manufactures and mining............0-. cece er ec ecseuaee 41 80 
Stores, wholesalers and retailers.....2...00 cc cece ee ceeeeee 29 17 
Lumber, pulp, and paper......... ETER E E T est aes 13 9 
Building and contracting........... 0. cece ecee er eeeees 14 10 
Call loans, loans on securities. 0.0... cee e er cece cece eevee 55 83 
Sundry dealers, traders and individual eustomers........... 63 42 
Discounts, and sterling and foreign bills of exchange........ * 21 10 

OLE ug teen ene a Wer cok GNA eee Oe 413 291 
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consequence,!§ so the banks are forced 
to rely on New York and London for 
many essential facilities, including the 
issue of sterling'and dollar acceptance 
credits for the financing of Canadian 
foreign trade. 

Since 1929 the thoroughness of this 
adaptation has been severely tested. 
In that year the pressure on the ster- 
ling exchange from New York began 
to be reflected in Canada in the same 
form and from the same source. But 
in view of the absence of a short money 
market in Canada the tactics of the 
Bank of England were not open to the 
authorities there, and the simple al- 
ternative remained of allowing gold 
exports to deflate the bank note cur- 
rency in the usual way, or of suspend- 
ing the gold standard. Canada chose 
the latter, though it is difficult to say 
where the responsibility for the deci- 
sion rests. 

Early in the year, rates dropped be- 
low the gold points, but the large gold 
exports which then begam were soon 
afterwards effectively stopped by close 
coöperation between the Treasury and 
the small number of banks. In finan- 
cial circles, the “mysterious absence” 
of gold shipments from Canada with 
the rate at $4.98—$5.00 became a by- 
word.” Late in the year the banks 
met the repercussions of the New York 
stock market crash. A portion of 
their short loans in New York were 
quickly called, additional advances 
were secured under the Finance Act, 
and the crisis was passed without any 
bank failures or suspensions. By the 
time of the British abandonment of the 
gold standard in 1931, the “gentle- 
man’s agreement” with the banks to 
stop gold exports was again in force, 


18 The banks report a small amount of “Short 
Loans in Canada” in the Monthly Returns, 
but it would be impossible to call these up at 
short notice in practice. 

27 See, e.g, Economist, Dec. 7, 1929. 


but in October the situation was le- 
gally recognized by an Order in Coun- 
cil prohibiting such exports except un- 
der license.1® 

Canada had thus cut herself adrift 
from the vagaries of the American 
price-level?® long before the banking 
erisis of March 1933, and, since the 
exchange market was closed during 
the moratorium at that time, there was 
no large drain upon the foreign (prin- 
cipally United States) deposits of her 
banks. (Table V.) Even after the 
crisis the rapid restoration of internal 
confidence prevented much change, 
and there was not even any appreci- 
able dumping of securities upon the 
Canadian stock exchanges (which was 
greatly feared at the time), these being 
kept open throughout the crisis. Thus. 
the steadiness of the Canadian finan- 
cial structure in face of a first-class 
panic almost at the very doors of the 
banks evoked admiration in all coun- 
tries, and not least in the United 
States. From the facts given in the 
short survey above, suggestive ex- 
planations of this steadiness should be 
apparent. 


Lessons oF VALUE TO THE 
UNITED STATES 


What lessons does all this‘ experi- 
ence hold for students of the Ameri- 
can banking problem? First, that in 
the banking world there is an advan- 
tage in “mere bigness.” The bank 


1 By an amendment to the Dominion Notes 
Act, Dominion Notes were made inconvertible 
for a year from April 10, 1933. 

Without, however, deciding on a definite 
currency policy of her own. Cf. the moderate 
dose of inflation in Nov. 1982, when the banks 
issued $35,000,000 of currency against Treas- 
ury Bills discounted with (and specifically pro- 
vided by) the Government, and the efforts to 
check the declining value of the Canadian dol- 
lar by transactions in the New York money 
market. This uncertainty was no doubt due 
to a desire to await the results of the London 
Conference. 
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\ 
TABLE V—SELECTED ITEMS FROM tHe MONTHLY RETURNS or THE CHARTERED Banxs IN 1933 
($1,000’s) 
January February March April 
Notes in Circulation.. ee 116,868 121,140 130,135 - 134,272 
Advances under the Finance Act... 46,744 41,944 48,444 39,344 
Demand Deposits in Canada........... 445,991 445,859 453,358 434,223 
Savings Deposits in Canada............ 1,382,474 1,397,033 1,889,114 1,390,541 - 
Foreign Deposits. .........600ee cece ees 316,227 300,736 ` 300,386 308,585 
Short Loans outside Canada............ 83,770 76,287 78,574 82,221 





This table starts at the end of the crop-moving period. The decrease in Foreign Deposits was 


remarkably small and soon made up again. 


staffs are better trained and more re- 
sponsible, the administration is more 
efficient and economical, coöperation is 
infinitely easier and therefore more 


effective, and the banks can and do` 


enforce higher standards of business 
upon their customers and can and do 
refuse to be played off against one an- 
other.?? Branch systems in the two 
countries selected have undoubtedly 
been a most potent factor in the ab- 
sence of epidemics of bank failures. 
The conclusion is difficult to resist that 
in refusing to adopt big, branch bank 
systems, the United States has pre- 
served economic sectionalism at a stag- 
gering cost. 

Second, the incorporation of banks 
in the two countries is carried out by 
the Central Government—not by 
forty-nine competing legislative au- 
thorities, whose systems are periodi- 
cally relaxed to attract promoters. 
In Canada it is illegal for the banks to 
lend on real estate, and thus, so far as 
the legal system can preserve them 
from folly,” they are unlikely to find 


7°In Canada and England the banks them- 
selves strongly and effectively discourage cus- 
tomers from opening accounts at more than one 
bank. 

2 Of course, no one would impute all the vir- 
tues which a banking system may possess to 
che legal framework in which it operates, or to 
the degree of direct control which the state ex- 
ercises over it. In Canada this control is con- 


themselves in the position of some 
banks in the Middle West of the 
United States with 50 per cent of their 
earning assets In real-estate mortgages. 
In England, although there is no spe- 
cific law on the subject, the standard 
practice is to refuse mortgages as 
primary security. 

The banking structure is much more 
specialized in both countries. “De- 
partment store banking” is avoided, 
and in particular, commercial and in- 
vestment banks are kept rigidly sep- 
arate. Investment affiliates are un- 
known, even interlocking directorates 
are exceptional, and there is no control 
of the commercial banks by great in- 
vestment Louses like the Morgan firm 
in New York. In England the divorce 
between the banks and the Stock Ex- 
change goes even further, for the banks 
lend at shcrt notice to the bill market 
and not to the Stock Exchange. 

Finally, the Central Bank in Eng- 
land, which is in close touch with each 
one of the few commercial banks, yet 


undisputed leader of them all, is un- 


hampered by any direct association 
with Treasury officials or politicians, 
and is assured of the willing codpera- 


fined to the rights of inspection of the recently 
appointed Inspecfor-General of Banks; in Eng- 
land it is completely absent. A significant 
point is that in neither case does the law pre- 
scribe a fixed ratio of cash against deposits. 
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tion of all elements in the banking sys- 
tem in the application of its policy. 
Its record suggests that while British 
financial difficulties have been more 
acute since the war, the Bank of Eng- 
Jand has been a more effective mecha- 
nism for dealing with them. An 
increase in the comprehensiveness and 
independence of the Federal Reserve 
System could not but increase its effec- 
tiveness along the same lines. 


With all the qualifications men- 
tioned in the first part of this paper, 
the broad significance of these sugges- 
tions cannot be missed. Foreign ex- 
perience was heavily drawn upon once 
before by the United States, in the in- 
vestigations which led to the creation 
of the Federal Reserve System; it 
will prove to be no less valuable in 
the solution of the present banking 
problem. 


A. 8. J. Baster is lecturer on economics at the 
University College of Southwestern England. He 
was formerly on the staff of the Barclays Bank 
in London. He is author of “The Imperial Banks” 
and “International Banks.” 


National versus State Banks 


By Ray B. WESTERFIELD 


ROM our traditional banking 
thought, attitude, and structure, a 
shift to a conception more consonant 


with present-day needs and conditions - 


is absolutely necessary. The old has 
run amuck, has put us into an awful 
mess; our financial system has broken 
down, from Wall Street to “Main 
Street,” in both commercial and in- 
vestment banking. The inordinate 
failures of brokerage and bond houses, 
the recent nauseating revelations of 
the piratical conduct of Wall Street 
bankers, pilfering and speculating with 
funds of depositors, the high-pressure 
and callous selling of worthless securi- 
ties and the pollution of bank portfolios 
therewith, the prostitution of banks by 
security and other affiliates, the con- 
traction of stock and bond values, as 
well as the contraction of the volume of 
sales and new issues of these, to mini- 
mal amounts—these are a few of the in- 
dications how investment banking has 
gone to pot. But I shall consider only 
commercial banking. 

From 1921 to March 1, 1933, twelve 
years and two months, 11,071 of our 
30,003 state and national banks failed 
-the worst holocaust of bank failures 
in the world’s history, and m a coun- 
try the richest and ablest on earth! 
Whereas in Canada, a country with 
quite similar development and re- 
sources, but subject to much harder 
conditions, only one bank failed in this 
period (that was in 1924, and the loss 
to depositors was a pittance), and 
whereas in England not a single 
failure occurred, although she has 
been unremittingly for the thirteen 
years in a worse economic depression 
than we have had the last three! Four- 
teen hundred and fifty-three banks 
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failed in 1932, and 385 in January and 
February of 1933, in spite of the fact 
that the failure rate had been held 
down to what President Hoover, in 
self-congratulatory mood, called the 
“normal” rate, by his creatures the 
National Credit Corporation and the 
Reconstruction Finance Corporation; 
and his administration closed in one of 
the most disgraceful episodes in bank- 
ing history, the “National Banking 
Holiday”! , 

Statistics indicate that after nearly 
six months of spirited efforts of the 
Comptroller of the Currency, the 
United States Treasury officials, the 
Reconstruction Finance Corporation, 
and the state banking departments to 
reopen the banks closed on March 4, 
the situation is still disgraceful, for 
2,713 banks (exclusive of the mutual 
savings banks) with deposits of $1,919 
millions were reported by the Govern- 
ment as closed or operating on a re- 
stricted basis! 

To the outright losses of depositors 
must be added those of the stockhold- 
ers and all of the indirect losses to the 
community that flow from the tie-up 
of funds and impairing of the normal 
flow of financial and business activity. 
The present situation brings us face to 
face with the fact that the American 
banking system is unsatisfactory. Its 
evolution has not kept pace with that 
of the economic system as a whole, and 
the theories underlying bank operation 
are sadly in need of restatement in the 
light of modern conditions. 


BANKING STRUCTURE BASICALLY 
Wrone 


For the first time in a century, the 
United States now has an opportunity 


18 THE ANNALS oF THE AMERICAN ACADEMY 


to get a sound banking system., Our 
unit banking system has ignominiously 
failed us and ruined us. The bankers, 
both big and small, have lost caste. 
The people have little reason longer to 
regard them as demigods, omniscient, 
or expert. Even the capable bankers 
are caught and devoured by a system 
` that inherently lacks the fundamental 
elements of stability. The basic trou- 
ble lies in the banking structure and 
the philosophy which supports it, and 
no effective remedy can come except 
by changing that structure and phi- 
losophy. 

Commercial banking is not a local 
business. If the recent nation-wide 
“bank holiday” did no other good, it 
surely drove home the fact that the 
banks of one city or state have vital re- 
lations to the banks of every other city 
and state, and that moratoria on bank- 
ing services must be interdicted for the 
good of all. 

Banking rests on confidence of credi- 
. tor in debtor, of lender in borrower, of 
depositor in banker. By confidence 
banks are bound to their local and dis- 
tant depositors, borrowers are bound 
to their local and distant banks, corre- 
spondent banks are bound to corre- 
spondent banks. Confidence is the all- 
permeating and absolutely essential 
element of modern finance, industry, 
and commerce. But confidence is a 
psychological thing, easily shaken, vio- 
lently epidemic, and utterly regardless 
- of geographical boundary lines. Ap- 
prehension flies with the wings of ru- 
mor and is driven by the righteous 
egoistic desire to save one’s own before 
the crash. The banking structure 
should, above all things else, he such as 
will promote confidence through stabil- 
ity and dependability. 

Our system of small, independent, ir- 
responsible, competitive banks devoted 
to a community, divided among forty- 
nine jurisdictions, isthe epitome of what 


a banking structure should not be. 
Banking, like all public or quasi-public 
service, should be competitive only to 
the extent that the public convenience 
or advantage is promoted thereby. 
Banks must be organized and con- 
ducted in the manner that will give to 
the public the best service and the best 
protection. Service that costs the fall- 
ure of eleven thousand banks in a 
dozen years, with the train of losses in- 
volved, is really not service; the best 
service is 100 per cent protection. 


An “American” SYSTEM 


The apologists for the system boast 
that it is “American,” just as if that 
made it best and sacrosanct and invio- 
late against reform. Recent history 
surely indicates that it is a very poor 
adjustment to American conditions. 
If there ever was warrant for regarding 
it the best adjustment to our condi- 
tions and ideals, that time has passed. 
In fact, the system before the Civil 
War was one of state-wide and nation- 
wide branch banking. Moreover, in- 
side one generation the “American” 
system of small transportation and in- 
dustrial unns has been abandoned and 
public policy completely reversed as to 
the desirability of maintaining compe- 
tition therein. 

The present banking system is 
“American” in the sense that it gives 
opportunity to every one to enter the 
banking business, regardless of train- 
ing or experience, and without very 
much money; but this is indeed a - 
doubtful virtue. It has also promoted 
the feverish, hasty exploitation of our 
natural resources and the propensity 
of the people for speculation. This is 
also a doubtful virtue, for it involved 
a waste of capital so prodigious that 
even our rich land could ill afford it. 
It is questionable whether this waste 
through misdirected energy and capi- 
tal did not retard development about 
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as much as free banking stimulated it. 

Our system is “American,” too, in 
the fact that it preserves the spirit of 
opposition between the states and the 
National Government; the delegation 
of powers by the states to the central 
government was jealously done in 1787 
when the Constitution was made, and 
the demarcation of powers of these 
units, particularly with respect to com- 
merce and finance, has kept our Su- 
preme Court busy and supplied us with 
a Civil War or two. The trend of our 
Constitutional history has been the ag- 
grandizement of authority of the Na- 
tional Government over the states, but 
there has been singularly and unwar- 
rantably small gain in central author- 
ity over commercial banking. 


-ARGUMENTS FOR DECENTRALIZED 
BANKING 


The other virtues claimed for the de- 
centralization of banking are: 

1. That it preserves our country 
against monopolistic control of our 
finances by a limited few capitalists — 
a “money trust.’ Our people have al- 
ways been apprehensive of a drift into 
a state of plutocracy, financial feudal- 
ism, or economic vassalage to Wall 
Street; control of banks by the states 
has been regarded as an essential bul- 
wark against such possibility. State 
law has greatly impeded the growth of 
large banks through holding compa- 
nies, mergers, and branch banking, 
for banking has given evidence of an 
inclination to follow “big business” 
in this respect. The price we pay for 
this exaggerated traditional notion 
undoubtedly outweighs the gain it 
brings. 

2. That it preserves our country 
against a bureaucratic political central- 
ization of control of banking in Wash- 
ington. It is alleged that it would be 
unwise to do away with state control 
of banks because “that would place 


all of the banking resources under 
bureaucratic control in Washington, 
where it would be subject to changes in 
administration and to the pull and ava- 
rice of politicians.” 

Such claims, of course, ignore the 
fact that political control of banking 
always has been and will be much 
worse in stete capitals than in Wash- 
ington. The argument that “one of 
the greatest safety features, particu- 
larly for the national banks, has been 
the check which the state banking de- 
partments have been able to give to 
unwise policies” also contradicts the 
above position, for it means that if 
politicians cannot get what they want 
from Congress or the Comptroller of 
the Currency, they can try the state 
legislature cr the bank superintendent, 
and, by pitting political interest 
against political interest and national 
bank supervision against state bank 
supervision, can break down effective 
supervision by either authority. Un- 
doubtedly, undesirable political influ- 
ence on bank supervision can be re- 
duced more through centralization 
than through decentralization. 

8. That “our country is too large, 
too widely diversified, to expect one 
banking system to be so versatile as to 
deal with so complex a situation efi- 
ciently.” According to this argument, 
each state can determine what bank- 
ing structure and practices are most 
fitting to the situation within its 
boundartes, whereas Congress and the 
Comptroller of the Currency, in pass- 
ing laws and devising regulations, must 
make them general for the Nation as a 
whole and therefore not adapted to 
specific exc2ptional conditions of any 
state. This is a strong argument, con- 
sonant with the American tradition of 
self-government. There are several 
criticisms, however, to the application 
of the doctrine to banking: 

(a) It ignores the fact that com- 
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mercial banking is not local or intra- 
state business. 

(b) It induces state legislatures to 
set requirements lower, scarcely ever 
higher, for their respective state banks 
than for national banks, as regards 
loans to one person, loans on real es- 
tate, reserves, capitalization, and so 
forth. This gives state banks a com- 
petitive advantage over national 
banks and tends to multiply state 
banks faster than national banks, to 
weaken the hand of national supervi- 
sion, to cause national banks to de- 
mand amendment of the National 
Bank Act downward, and to make the 
state banks ineligible for membership 
in or unwilling to become members of 
the Federal Reserve. 

(c) It fails to attain the strength 
that comes by diversification of assets 
and liabilities, because it allows the 
banks to overload themselves with lo- 
cal loans, single-industry paper, and 
too large individual, real-estate, and 
capital loans, and fosters the danger- 
ous philosophy of the “duty of the 
bank to the community.” 

(d) In the name of service to the 
community, it provides for smaller 
and smaller banks and more and more 
competitive units per town or city, 
and thus divides the banking capital 
and deposits of the region among too 
many banks. This makes it impos- 
sible for banks to earn a fair income at 
all, or except by high interest rates on 
local loans and by high yields on sec- 
ond-rate securities and speculative 
ventures. It makes it impossible for 
them to pay salaries which will attract 
competent men, to refrain from com- 
petitive practices that should beforeign 
to banking, or to accumuldte capital 
and surplus sufficient to protect deposi- 
tors. There is no question that the lo- 
cal adaptation by the forty-eight states 
is a basic cause of our banking troubles 
and that we pay too much for it. 


4. A prominent Wall Street bank- 
ing economist in 1929 condemned the 
growing concentration of banking 
through mergers and branches and 
holding companies, on the ground that 
it defeated economic flexibility. He 
ingeniously argued that it would en- 
able the fewer banks by concerted ac- 
tion “to stop a necessary liquidation 
and to carry over stale positions for 
protracted periods.” He explained 
that the comparative ease and speed 
with which the crisis of 1920-21-was 
liquidated in the United States as 
compared with that in Japan was due 
to the existence of “our many thou- 
sands of independent banks”; whereas 
in Japan, 


concerted action by a few great banks, a 
few great industries, and the Japanese 
Government, choked off the crisis and the 
liquidation early in 1920, and the stale 
position, unliquidated, was carried over 
. .. [and] Japan endured seven years of 
business stagnation in the vain effort to 
avert losses which our system of banking 
compelled us to take in 1920 and 1921. 


Prr-pepression UNsouNDNESS 


This picture is untrue. The agri- 
cultural situation, for instance, was 
not liquidated in 1920 and 1921, but 
was in process to 1933, and involved 
the failure of more than one third of 
our banks in agricultural areas. The 
liquidation in industrial lines was also 
not completed in these years, as the 
record of chronic depression in copper, 
rubber, textiles, and other lines will 
show from 1922 to 1929, The depres- 
sion of 1929-33 represents the final 
liquidation of war-puffed industries 
that were supported from 1922 to 1929 
against due liquidation by inordinate 


` sales on credit abroad. 


The whole argument, strangely 
emanating from the largest bank in 
the world, is not only incongruous with 
the facts of the case, but also runs 
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counter to the objectives of the fram- 
ers of the Federal Reserve and to the 
repeated actions of the clearing houses 
in times of crisis when they sought to 
provide, through concerted action of 
banks, against speedy liquidation. It 
seems that the economist rejoiced in 
the fact that a large part of the liqui- 
dation transpired in multiplied thou- 
sands of communities throughout the 
country and out of sight, far from 
Wall Street, and that it was not 
concentrated in a few banks like 
his own! It is a smgular argument 
for the perpetuation of a weak 


banking structure that it disperses’ 


well the losses it is so instrumental in 
creating! : 

The necessity for unification in our 
banking structure was driven home 
with irresistible logic by the events of 


last March, when the prolific bank 


failures, in mounting figures during the 
past dozen years, climaxed in a uni- 
versal moratorium of bank services. 
Even the most stupid dullard and the 
most jingoistic patriot came to recog- 
nize that this record was one abso- 
lutely without excuse in any country, 
especially ours. 

The depression of 1929-33 merely 
hastened a process of decay. Most of 
the banks had portfolios choked with 
immobile and worthless loans and in- 
vestments; banking supervisors had 
been restrained for political and other 
reasonsfrom exacting obedienceto bank 
law and had ceased to require banks 
to write off losses; we had arrived at 
the anomalous point where prominent 


economists and organizations, after , 


research, publicly declared that if the 
remaining banks were to write off 
their undisputed losses they would 


not, as a group, have enough resources 


to cover their liabilities and that the 
equity of the stockholders was nil: in 
other words, that our whole banking 
system was insolvent! 


REOPENING oF BANKS 


After the moratorium the two im- 
mediate problems were to open the 
banks and to reform the bank law. In 
the reopening of banks, the problem of 
establishing tests and of determining 
the status of the individual banks was 
badly complicated by the dual system 
of state and national jurisdiction. It 
was deemec necessary that only sound 
and safe banks should be reopened; 
that weak banks should be isolated 
and be liquidated or reorganized, or 
permitted to function only on a re- 
stricted basis till they had worked 
themselves into a sound position. 

The Federal officials could carry out 
this plan as far as the banks lay under 
their jurisdiction, but unless the state 
authorities did the same, the whole 
scheme would be frustrated. And it 
is generally known that for political 
expediency it was necessary to assume 
that the states were as strict as the 
Federal authorities, if not more so, 
with: the result that innumerable 
banks were reopened which had no 
right to furction. For want of a sin- 
gle judgment in the interest of both 
the banks and the public, thousands of 
weak banks have been reinstated in 
our banking structure to plague and 
endanger it; and because millions of 
ruined or threatened depositors have 
demanded that they be protected 
against bank failure, our strong, sol- 
vent institutions are still subjected to 
continuous pressure from weak banks, 
now more directly than heretofore, by 
the positive mandate of the guaranty 
of deposits. P a a 

Rigid insistence that any bank al- 
lowed to repen should be solvent be- 
yond question would have restored 
confidence in the banks without the 
dubious insurance of deposits. And 
if this had been accompanied by a 
radical reorganization of our system, 
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with branch banking on a nation-wide 
basis, banking services could have 
been restored to communities bereft 
of banks and too poor to supply them. 


Rerorm BANKING LEGISLATION 


Criticism sufficient to cause legisla- 
tive reform of our banking system has 
come in waves occasioned by eco- 
nomic or other crises which the banks 
failed to anticipate, control, or solve. 
The panic of 1907 led to the founding 
of the Federal Reserve. From 1924 
to 1927 Congress wrestled with the 
McFadden-Pepper bills aimed at 
equalizing competitive conditions of 
national and state banks largely by 
liberalizing the National Banking Act. 
This action was due to the failure of 
the state banks to join the Federal 
Reserve, and the trend toward state 
rather than national charters. The 
delaying clause in this legislation was 
the one providing for state-wide 
branch banking, and it was rendered 
innocuous by amendment. 

. The failure of the Federal Reserve 
to stop the bull movement of 1926-29 
and to prevent the crash of 1929 and 
to relieve the depression of 1930-33 
precipitated the Glass-Steagall Act 
and other banking legislation. Mr. 
Steagall’s attitude in this legislation is 
indicated in his declaration that 

the bill was not written to please bankers 
[but] to correct a state of chaos and dis- 
organization in our banking structure 
which had its inception in the century-old 
conflict between the states and the Na- 
tional Government with forty-nine legisla- 
tive bodies regulating and granting special 
privileges to their respective banks. 


Similarly, the Federal Reserve Board 
in its memorandum on the Glass Bull 
said: 

It should be recognized that effective 
supervision of banking in this country has 
been seriously hampered by the competi- 
tion between member and non-member 


banks, and that the establishment of a 
unified system of banking under national 
supervision is essential to fundamental 
banking reform. 


Practically every foreign financial 
editor and economist, along with 
many American economists and edi- 
tors—for example, the editor of the 
New York Herald-Tribune—recom- 
mended a unification of the system. 
The time seemed ripe for change, but 
the lukewarm attitude of President 
Roosevelt and the vigorous filibuster 
of the demagogic Senator Huey Long 
allowed the branch-bank feature to be 
amended to inconsequential impor- 
tance and the basic structure of the 
system to remain unchanged. 

A number of plans have been ad- 
vanced for unification of our banking 
system. 


(1) Merrcrers, CONSOLIDATIONS, 
Group BANKING, AND 
AFFILIATES 


The notion behind the advocacy of 
these devices is that just as in the in- 
dustrial and commercial world there 
developed institutions with nation- 
wide ramifications, so should banks, 
and that they would do so if certain 
legal restrictions were removed. The 
movement was well under way until 
the crash of 1929; but since that date 
the tendency, maybe only cyclical, is 
in the other direction. The Banking 
Act of 1933 subjects group banking to 
Federal supervision, requires the sub- 
mission of reports and examination by 
state or Federal examiners, and puts a 
number of restraints ov it. Banks, 
members of the Federal Reserve, are 
required to divorce themselves from 
their securities affiliates, and to report 
the condition of all other affiliates and 
to permit their examination by the 
bank examiners. In these and other 
ways the new banking act tends to 
estop or restrain the change of struc- 
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ture which was developing through 
these devices. 

Reduction in the number of banks 
through mergers is desirable in any 
over-banked city or town, especially 
where the strong take over the weak. 
The terms of consolidation should re- 
quire the previous approval of the 
supefvisory authority, and the merger 
should spring from other motives than 
personal aggrandizement of promoters, 
speculative promotion, and the spirit 
of megalomania. 

While mergers reduce the number of 
banks and lessen the evils of competi- 
tion, they cannot be regarded as a 
solution of the banking problem unless 
the banks are authorized to establish 
branches in lieu of the absorbed banks. 
The system of group banking perpetu- 
ates the multiplicity of unit banks, but 
effects a certain uniformity of prac- 
tice and policy among the members of 
the group which may or may not be 
better than of the competing non- 
member banks. In certain respects 
group banking makes for strength, 
service, economy, and profits, but the 
scheme is susceptible of abuse by pro- 
moters and manipulators. It is not 
so economical or desirable as branch 
banking, and is likely to disappear 
when once branch banking on a trade- 
area or nationwide basis is permitted. 
In fact, in many cases it is adopted as 
a device to obviate the laws prohibit- 
ing branch banking, and is regarded as 
temporary awaiting the repeal of those 
laws. 


(2) NATIONAL CHARTER AND 
SUPERVISION 


Although the idea was not new, Mr. 
Owen D. Young two years ago re- 
ceived much publicity for his defi- 
nite recommendation that commercial 
banking be done by national banks 
only, and that state institutions be 
limited to trust-company business. 


This would eliminate state charters 
and supervision and give the Comp- 
troller of the Currency full charge of 
commercial banking in the United 
States. — 

There are obvious political difficul- 
ties, and possibly some Constitutional 
difficulties, which stand m the way of 
adopting this plan. The bankers 
would offer vigorous opposition. In 
1932 the Economic Policy Commis- 
sion of the American Bankers Associ- 
ation apprcvingly acknowledged the 
advantages of a single unified system 
for the country as a whole under Fed- 
eral Government supervision, namely: 
better supervision, more compact and 
better codrdinated banking structure, 
a higher standard of management, and 
a credit mechanism that would be sub- 
ject to better control. But it held 
that these ends could be best attained 
under the present dual system, and 
opposed the abolition of state charters 
and supervision. 

Moreover, by itself this plan is not a 
full solution, for it continues the inde- 
pendent unit bank and does not elimi- 
nate many of the inherent weaknesses 
of the system. Until the present su- 
perfluity of banks should be absorbed 
through failure, voluntary suspension, 
and consoldation, competition would 
remain much as it is today; and even 
after the stage of one-bank-per-town 
had been reached, the incompetency 
of bank officials and directors, the lack 
of diversification of risk, the prostitu- 
tion of banks for booming the commu- 
nity, and other crying evils would 
carry on. 


(3) COMPULSORY MEMBERSHIP IN 
THe FEDERAL RESERVE 


On December 31, 1932, the situation 
with respect to,Federal Reserve mem- 
bership was as shown by the table. 

The Federal Reserve authorities 
justly complain ‘that with 63 per cent 
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Bank Deposits 
Groups 
Numba Per Cent Amount Per Cent Amount Per Cent 
of Total | (in millions) | of Total | (in millions) | of Total 
All banks........... 18,390 100 $44,946 100 $41,643 100 
Members........... 6,816 37 27,469 61 24,803 60 
Non-members....... 11,574 63 17,477 39 16,840 40 


of the number of banks and 39 per 
cent of the loans and investments and 
40 per cent of the deposits of the banks 
outside of the system, any efficient 
control of national credit policies is 
impossible. In some Federal Reserve 
districts the state members are few in- 
deed; for instance, at the end of 1928 
in the Tenth District only twenty-one 
state banks were members, and in the 
big State of Oklahoma only one state 
bank was a member. It would be lit- 
tle,wonder if the Federal Reserve were 
inefficient in this district, as any con- 
trol over credit in or any help extended 
to parts having only state banks 
would have to be indirect through the 
member correspondents of the non- 
members. 

In 1921 the Federal Reserve em- 
braced 35 per cent of the commercial 
banks, but 71 per cent of the deposits 
and loans and investments. These 
figures compared with the 1932 figures 
indicate a slight relative increase in 
Federal Reserve control in the dozen 
years, caused largely by the greater 
number of failures of non-member 
banks. Even if one be disposed to 
wait till the transformation is achieved 
by this snail-paced method, he can 
scarcely wish that a unified system be 
achieved by unlimited continuance of 
this process, even if the Economic 
Policy Commission of the American 
Bankers Association dees advocate it. 

The authority of the Federal Re- 
serve over member banks is, in most 
respects, more limited than that exer- 


cised by the Comptroller of the Cur- 
rency over national banks, and it has 
had no supervisory control whatever 
over non-member state banks. The 
powers of the Federal Reserve Board 
over member banks were considerably 
increased by the Banking Act of 1933. 
Many of these extensions of authority 
deal with administrative detail and 
include prescribing regulations and 
enforcing penalties, but some are con- 
cerned with credit policy. For in- 
stance, one objective is to prevent the 
use of Federal Reserve funds in spec- 
ulation and to limit the amount of 
loans based upon stock and bond col- 
lateral. Another provision prohibits 
member banks from paying interest 
on demand deposits or more than max- 
imum. rates set by the Board on time 
deposits. Another gives the Board 
power to remove officers and directors 
of member banks. And still others 
clothe the Board with power, in its 
discretion, to issue permits to member 
banks for certain operations, for ex- 
ample: (a) to control bank stock hold- 
ing companies, (b) to act as corre- 
spondent of an investment house, and 
(c) to have interlocked managements. 
All these provisions make for greater 
control by the central bank authority 
and promote unity and consistency of 
action. 


Universal membership 
Membership in the Federal Reserve 


might be attained in three ways: (a) 
Voluntary conversion of state banks 
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to a national charter, or voluntary 
membership in the system. This 
could be attained only by grants of 
power to national banks or other mem- 
ber banks which state governments 
cannot grant to state banks. The 
only important possible grant of 
power of this order would be the privi- 
lege of establishing branches over 
areas greater than a state; but even 
this might be answered by grants of 
power to the banks of the state which 
the National Government would re- 
gard inexpedient to match. (b) 
Compulsory membership. While this 
would be bètter, it would not be alto- 
gether satisfactory, for it would leave 
the banks subject to two jurisdictions, 
and too much variety would continue 
in bank Jaw and regulation. (ec) Com- 
pulsory conversion of all state banks 
into national banks. For effective- 
ness, this is the most desirable method 
of attaining universal membership in 
the Federal Reserve and of unifying 
the supervision of banks. | 

If all banks were members of the 


Federal Reserve, there would be. 


greater uniformity of bank examina- 
tions and closer ‘supervision over 
banking standards and practices; all 
reserves would be lodged with the 
Federal Reserve, and such pooling 
would strengthen the Reserve Banks 


as well as the member banks, on ac-: 


count of the larger size and availabil- 
ity of the reserves; and in times of 
emergency it would not be necessary, 
as it was on February 27, 1932, to pass 
special legislation permitting non- 


member banks to borrow from the 


Federal Reserve, albeit on a restricted 
basis. 

Contrary to first expectations, rela- 
tively few banks rushed for admission 
to the Federal Reserve after the bank- 
ing holiday; even this catastrophe did 
not teach non-members the necessity 
of a unified system and persuade them 


to shoulder their part of the load. 
Toward the end of March, The New 
York State Banking Board memori- 
alized Congress in favor of compul- 
sory membership of all banks and 
trust companies of that State in the 
Federal Reserve. 

The Glass-Steagall bill, which was 
under consideration at the time of the 
bank holiday and which became law 
on June 16, contained no provisions 
for compulsory membership; but 
after its passage several spokesmen 
for the Administration, including the 
Comptroller of the Currency, san- 
guinely forecast that its provisions for 
branch banking and for deposit insur- 
ance would issue in a “single system of 
banks constituting the finest financial 
structure tne United States has ever 
had.” The pulling power of these 
features will be considered below. It 
suffices to say at this point that the 
record of conversions to date does not 
validate the forecast, and a more com- 
plete catalogue of the provisions of 
the Bankirg Act of 1933 might even 
lead one to forecast the opposite result. 


(4) Branca BANKING 


In England, France, Germany, 
Canada, Italy, Holland, Sweden, and 
every othar important commercial 
country ol the world, a system of na- 
tion-wide branch banking exists. In 
most cases the system is the result 
of an evolutionary process wherein, 
through failures and amalgamations, 
the number of banks grew smaller and 
smaller and the number of branches of 
the survivors grew larger and larger. 
A similar evolution in the United 
States has been prevented by the false 
doctrine ‘of “service to the commu- 
nity,” by the popular local jealousy 
and exaggerated apprehension of dis- 
tant control “by Wall Street and 
Washington, and by the prohibitive 
legislation in which these ideas have 
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expressed themselves. Our country 
“is still using localized banking of the 
stage-coach pioneer days.” 

Tt is a safe bet that if anti-branch- 
bank legislation, both of Congress and 
the state legislatures, were repealed, 
the United States would have in short 
order a nation-wide system of branch 
banking. If it be feared that the 
transition would be too fast, the pace 
could be lessened by successive grants 
of authority to establish and operate 
branches on a state-wide, trade-area- 
wide, and nation-wide basis. The 
amount of capital required by the 
parent bank should be increased as the 
number of branches and the area cov- 
ered mecrease. To stop at less than 
nation-wide distribution of branches 
would not only continue the agitation 
against restrictive legislation and add 
inconsistency to difficulty of enforce- 
ment, but would also mean partial 
sacrifice of the virtues of branch 
banking. 

Space does not permit an adequate 
outline of the advantages of nation- 
wide branch banking. Let it suffice 
to catalogue a few of those most per- 
‘tinent to the foregoing discussion of 
the weaknesses of our system. 

(a) Branch banking would achieve 
a complete change of structure in our 
system. ‘The thousands of unit banks 


would become branches of big banks - 


in the financial centers of the country, 
and undoubtedly thousands of new 
branches would be founded to supply 
areas bereft of banks by recent fail- 
ures, and to give small towns, suburbs, 
and sections of cities a banking service 
never yet supplied. Since the cost of 
operating a branch is so much less 
than that of a unit bank, thtre would 
be a greater permeation of the country 
by banks than the unit system 
achieved in its heyday of 1920. Cities 
the size of New Haven (175.000 pop- 
ulation) would have-no banks, but 
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merely branches of New York, Boston, 
and other banks. Probably from 
twelve to twenty banks are altogether 
sufficient for the United States. Such 
a change in the number of banks 
would mean radical change in the or- 
ganization and function of the Federal 
Reserve, the bankers’ associations, 
and clearing houses. 

(b) The parent bank and its 
branches would be managed and their 
policies determined by a single board 
of directors, sitting at the main office. 
With the exception of small loans 
which the branch manager might be 
authorized to make, the granting of 
loans would be done at a distance from 
the borrower and would by necessity 
be made more than now on the basis of 
scientific credit appraisals. Similarly, 
all investments would be made at the | 
main office, and the aggregated fund 
would permit good diversification as 
to area, industry, borrower, maturity, 
and rating. Moreover, the big insti- 
tution could afford large expert staffs 
of credit and investment analysts. 
On account of their location in a di- 
versified fund, the big institution 
could with safety make loans and in- 
vestments which no small unit bank 
dare now make. It could also with 
safety utilize to a higher degree the 
funds under its command. 

For these and other reasons there 
is little likelihood that its careful 
policy would mean that less total capi- 
tal would be supplied to industry and 
commerce than under our present sys- 
tem. The local promotion of un- 
economic ventures “to boom the 
town” would find little response from 
the distant directorate, and the cycles 
of real-estate speculation which have 
proved so wasteful of local capital and 
so destructive of banks would flatten 
out. Viewed from almost every 
angle, and supported by Canadian and 
foreign experience, it is safe to con- 
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clude that the assets of the branch- 
bank system would be sounder than 
' under our unit system. 

(c) The deposits made at every 
branch would be obligations of the 
parent bank and would be protected 
by its aggregate assets. The proba- 
bility of a simultaneous run on a 
bank’s branches scattered over the na- 
tion is low, and the parent bank could 
shift funds from area to area and from 
branch to branch to anticipate or stem 
a run. It is almost impossible to fail 
a branch-bank system by runs of de- 
positors. Moratoria have not been 
necessary in Canada at any time in 
recent years; whereas in the United 
States, local, state, and national bank 
holidays have been common. 

Branches could be started in com- 
munities too young and poor to sup- 
` port a branch, and might be run at a 
loss perhaps for years while the region 
developed; the citizens could mean- 
while deposit their moneys with 
safety in the branch. This is in con- 
trast with the unit bank system, for 
the unit bank is late in coming, de- 
pends upon local capital (from share- 
holders and depositors), and ties its 
whole fortune to that of the virgin 
town. If the branch was ultimately 
closed for want of business, no de- 
positors would lose; but a unit bank 
closing under such conditions would 
cost depositors heavily. , 

(d) The total cost of operating the 
branch system would be less than for 
a unit-bank system. In the light of 
the functions they are to perform, the 
marble palaces which occupy the most 
expensive sites and house our unit 
banks in every Pedunkville of the 
country are grotesque and represent 
a conversion of commercial capital to 
fixed capital and a waste thereof that 
is pitiful. Similarly, the staffing and 
equipping of our unit banks are rank 
extravagances. ‘They serve as monu- 


ments to the builders and supply 
pleasant offces and sinecures to vice- 
presidents, but they have little rela- 
tion to the services banks should per- 
form. The receipt of deposits and the 
cashing of checks, which constitute . 
nine tenths of the operation of a 
branch, have been found not to re- 
quire marble pillars, bronze fittings, 
fifty-ton steel vaults, five vice-presi- 
dents, and a legion of lackeys! 

(e) Under branch banking, charters 
are restricted to units with adequate 
capital, Whereas banks in the United 
States are chartered with capital as 
low as $10,000, in Canada the mini- 
mum is $250,000. So big a require- 
ment cuts the number of banks to a 
small figure. The capital proper to a 
bank is, however, relative to the 
amount and character of the deposits, 
the stability and stage of development 
of the community, and the amount of 
illiquid assets. Measured by these 
criteria the Canadian banks are better 
capitalized than our unit banks, in 
spite of the fact that the total paid-in 
capital and surplus in Canadian banks 
in 1929 was 10 cents per dollar of de- 
posits and that of the United States 
17 cents per dollar of.deposits. 

The Senate Committee on Banking 
and Currency in preparing the Glass 
Bill recommended that national banks 
be permitted to establish branches 
anywhere in their domiciling state or 
within fifty miles of the parent bank, 
regardless cf any state law which pro- 
hibited stale banks to have branches 
anywhere in the state. The Federal 
Reserve Beard favored this measure. 
It was stcbbornly and successfully 
fought in Congress, and amended to. 
the effect® that a national bank may 
have branches in its domiciling state 
on the same terms and conditions as 
the state accords to state banks. This 
shifts the contest for branch-bank 
legislation to the state legislatures, 
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where undoubtedly its advocates will 
redouble their efforts. There is little 
in the Act of 1933 to warrant the san- 
guine expressions of some Administra- 
tion leaders that before long we shall 
have a national system of branch 
banks. 


(5) Guaranty OF DEPOSITS 


The cumulated universal distress 
caused by twelve years of prolific bank 
failures and the final nation-wide bank 
holiday created a profound demand 
for protection to depositors; and as a 
result, a large majority of both 
branches of Congress supported the 
Steagall amendment to the Glass Bill 
providing for the insurance of deposits. 
It is not necessary for the purposes of 
this article to describe the scheme in 
detail. Briefly, it is provided that a 
temporary plan shall be put into effect 
on January 1, 1934 as an intermediate 
measure, but that the permanent plan 
shall commence operation on July 1 of 
that year. Under the plan the Fed- 
eral Deposit Insurance Corporation, 
as is pointed out in a subsequent ar- 
ticle, has the responsibility for man- 
aging the scheme. It regulates the 
admission of banks and provides the 
conditions under which the insurance 
is effected. 

How general the guaranty becomes 
depends partly upon the principles 
and severity adopted by the newly 
created Federal Deposit Insurance 
Corporation in its examinations and 
in its interpretation of the ability of 
the member bank to meet all of its 
liabilities. If the Corporation is strict 
and enforces the law honestly and 
without political or personal favorit- 
ism, it is estimated by one authority 
that it will certainly exclude 75 or 80 
per cent, if not more, of the banks. 
The banks that qualify will be strong 


1! Robb, T. Bruce, “Safeguarding the Deposi- 
tor,” in this volume. 
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and solvent and few in number, and 
will guarantee one another at small 
cost and risk. Maybe the state banks 
that do not qualify can survive with- 
out guaranteeing their deposits at all, 
or by guaranteeing them in a system 
of their own on a state-wide or nation- 
wide basis. Some forecast that banks 
which cannot qualify cannot stay 
open, and that therefore a few years 
hence all banks will be members of a 
unified national system. 


Lenrent REQUIREMENTS PROBABLE 


It is probably folly to expect rigidity 
and severity in the Corporation’s pass- 
ing upon applications. The closing of 
a goodly proportion of our banks 
would deprive large areas of banking 
service, and the survival of state banks 
outside the guaranty plan would mean 
a failure of the law to provide the guar- 
anty of deposits as contemplated. 
Either alternative is too harsh to be 
expected. The national banks which 
fail to qualify would undoubtedly be 
reorganized as state banks, and this 
would mean a decimated Federal Re- 
serve. The only way in which such a 
policy could be carried out would be 
to authorize state-wide or trade-area- 
wide or nation-wide branch banking 
and to allow the few large solvent 
banks remaining m the guaranty sys- 
tem to populate the nation with 
branches. This would be an excellent 


procedure toward a desirable end, but 


until the existing laws restricting or 
prohibiting branch banking are re- 
pealed, many areas would be deprived 
of banking service. 

The Corporation has already de- 
clared itself in sympathy with the 
position taken by the American Bank- 
ers Association at its Chicago Conven- 
tion “that the object of the insurance 
provisions of the new Bank Act is to 
insure as many member banks as pos- 
sible.” This undoubtedly means that 
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liquidity will not be made a test of 
eligibility for membership, that the 
certifying authorities will allow over- 
valuation of assets sufficient to match 
liabilities to depositors if the disparity 
is not very great, and that there will 
be no uniform rules for judging banks, 
each bank being judged according to 
its position im the community and 
favored according to political and per- 
sonal pressure. 

Even such a liberal policy as this 
must needs leave a large number of 
banks outside the fold, among them 
many that have been permitted to re- 
open since the bank holiday. The 
policy also means that the guaranty 
fund will be loaded with insolvent 
banks from the very start, increasing 
the burden on the sound, solvent, and 
safe members, and imperiling the 
whole experiment. 

There is inconsistency in the Na- 
tional Recovery Admuinistration’s 
drive to loosen commercial credit and 
the preparation of the banks for the 
guaranty of deposits. The bankers 
are unanimously against making slow 
loans until they learn what require- 
ments of liquidity the Government 
will make for admission to the guar- 
anty fund. The Government cannot 
be hardboiled in examining and pass- 
ing on applications for membership 
and at the same time demand that the 
banks be free and easy with loans. 
The banks are in a favorable bargain- 
ing position in this respect. 

In most states the banking authori- 
ties are working hard to get the non- 
member banks that cannot qualify 
for the Insurance Fund into condition 
so they can qualify. The Reconstruc- 
tion Finance Corporation is becoming 
more liberal in buying preferred stock 
to recapitalize them and make them 
fit. The demands of the National In- 
dustrial Recovery program are that 
the deposits frozen in closed or re- 


stricted banks be released, and the 
Reconstruction Finance Corporation 
is codperatirg in their recapitalization 
and reorganization. The Govern- 
ment is becoming part owner of many 
weak banks, and possibly during the 
next few years it will use this lever to 
force the weaker ones into mergers 
with or branches of stronger banks. 


OBJECTIONS TO MEMBERSHIP IN 
FreperAu RESERVE 


After January 1, 1936, any bank to 
retain the guaranty privilege must be- 
come a member of the Federal Re- 
serve. This provision softened the 
opposition which the United States 
Treasury officials formerly showed to 
the guaranty of deposits, as they saw 
in it a big slep toward a unified com- 
mercial barking system under na- 
tional supervision. ‘There are several 
reasons for believing that the new 
Bank Act, with its deposit guaranty 
and other provisions, will disincline 
rather than incline banks to become 
or remain members. Some of these 
reasons have already been suggested: 

(a) As soon at least as the bank 
emergency 13 past and the failure rate 
declines to anything near the normal 
before 1920, the public will cease to 
demand the guaranty of their deposits; 
the experience of Oklahoma and 
Kansas convincingly proves this. 
Meanwhile, the state banks outside 
the Federal Reserve will undoubtedly 
be able to provide cheaper plans of 
guaranty that can be sold to the public 
as “as good or better.” The New 
Jersey Bankers Association has al- 
ready started a movement in that 
direction. . 

(b) Membership in the Federal Re- 
serve never has been profitable to 
small state banks, and the new Bank 
Act not only increases the burdens 
and tightens the restrictions on mem- 
bers but also makes it less possible for 
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the Reserve Banks to serve the mem- 
bers. Consider the following illustra- 
tions: The minimum capital ofa mem- 
ber bank is Jumped to $50,000; the 
time is most inopportune for this 
highly desirable change, because the 
banks under present conditions will 
have difficulty enough in merely re- 
placing the capital and surplus which 
have been wiped out in recent years 
by failures and contraction of asset 
values. Strict limitations have been 
placed on collateral loans, on corre- 
spondent relations, on affiliates, and 
on interlocked managements. The 
allocation of half of thei surplus to 
the Federal Deposit Insurance Corpo- 
ration will reduce the earnings of the 
Federal Reserve Banks and may make 
impossible some of the “free” services 
which they have been performing for 
members. 

The only new service which the sys- 
tem is undertaking is the guaranty of 
deposits, and the grand majority of 
the banks regard this as an expensive 
disservice. The member banks which 
have been accustomed to procure ad- 
vances from the Federal Reserve in 
order to cover deficiencies of reserve, 
on their notes collateraled by Govern- 
ment obligations, are prohibited here- 
after from procuring such advances if 
the Federal Reserve Board finds that 
the member banks are using the funds 
to increase their own loans on col- 
lateral to finance speculation. These 
advances have been a leading form of 
service to members, especially to the 
large city banks. 

(c) A further influence of the new 
Bank Act disinclining state banks to 
join the Federal Reserve is that unless 
the guaranty scheme is to become an 
intolerable expense to the solvent 
members and end in disaster, banking 
supervision must become stricter. 
The fact that the national banks have 
had more severe supervision than the 


state banks in some jurisdictions has 
always deterred the state banks from 
entering, and inclined the national 
banks to convert to state charters, 
Supervision of national banks must 
become more severe than in times 
past, and state banks contemplating 
membership may as well anticipate 
this fact. Moreover, the sound and 
solvent banks will have every reason 
for pressing keener supervision of their 
weaker sisters, and will themselves 
exert more restraint on the practices 
of these weaklings, with a view to 
keep down losses and assessments. 


MODIFICATIONS PROBABLE 


It is quite possible that Congress 
may, before July 1, 1936, extend the 
time, relax the universality of require- 
ment, or even repeal the requirement 
that all Federal Reserve members 
must thereafter participate in the in- 
surance scheme. A great deal de- 
pends upon the success of the system 
until that date. Organized efforts of 
bankers to have Congress postpone 
the start of the insurance plan and to 
modify its severity are very vigorous, 
and both the national and state bank 
sections of the American Bankers As- 
sociations passed resolutions at Chi- 
cago calling the attention of the 
President to the “urgent desirability 
of postponing by new legislation or 
otherwise the initiation of deposit in- 
surance until a survey can be made of 
its probable effects,’ The Federal 
Reserve Board and the Treasury were 
opposed to legislation for the guar- 
anty of deposits. 

With this background of opposition 
the following statement from a New 
York Commission is most apropos: 


It appears to be the feeling of most 
bankers that if the facts with regard to the 
permanent plan become generally known 
and if it proves to be the case that the 
operations of this plan threaten the stabil- 
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ity of the strong banks of the country, the 
common sense and fair play of the public 
and of Congress will lead to suitable modi- 
fications. 

It must be obvious that it is not the in- 
tention of the Government, or of the Con- 
gress, to ruin the banking system, but 
rather to strengthen it, and this Commis- 
sion believes that if the bankers will as- 
sume a constructive attitude, modifications 
can be obtained on this legislation. 

A number of bankers have recently been 
quoted in the public press to the effect that 
they propose withdrawing from the Fed- 
eral Reserve System as a result of the 
threats to the solvency of their institutions 
involved in the proposed permanent guar- 
anty plan. Our recommendation is 
against any such action. 

In the first place, we believe that any 
attempt on the part of a large number of 
banks to withdraw from the system might 
be met by legislation which would render it 
impossible to operate outside of the Fed- 
eral Reserve System. In the second place, 
we feel it to be self-evident that if a large 
group of banks were to withdraw from the 
system and as state non-member banks 
were successfully to oppose legislation at- 
tempting to force them back into the 
system, the resulting controversy and dis- 
cussion could not fail to upset public 
confidence in the banks as a whole and to 
produce another serious banking situation. 


The conclusion of the discussion of 
the provisions of the Bank Act of 
1933 in their relation to the unification 
of our banking system is that it is 
doubtful indeed whether any material 
progress is- made by it. The branch- 
bank provisions are of slight effect in 
that direction, and the provisions for 
the guaranty of deposits are of doubt- 
ful effect. Both were framed to per- 
petuate the dual system of independ- 
.ent unit banks, and as such, cannot 
be regarded as final reform legislation. 
The greatest criticism of the legisla- 
tion is that it failed to seize the oppor- 
tunity, while public feeling ran high 
against the old system, really to re- 


construct and unify the system. The 
guaranty of deposits merely postpones 
fundamental reform; it is no solution 
of the basic cause of our banking 
troubles. . i 


CONSTITUTIONAL DIFFICULTIES 


The use of legal compulsion in 
achieving a unified banking system 
involves both political and Constitu- 
tional difficclties, whether the method 
be exclusive national charter, univer- 
sal membership in the Federal Re- 
serve, or universal participation in a 
deposit guaranty scheme. Consonant 
with the American tradition of self- 
government and with the theory of 
states’ rights underlying our Federal 
Constitution, the states are very 
jealous of their control of their bank- 
ing institutions, and demagogic poli- 
ticians find never-failing support in 
their defense of state prerogatives 
against Federal invasion. Instance 
Senator Huey Long’s defeat of the 
branch-bank provision of the Glass 
Bill in the last Congress. It will be 
difficult indeed to muster and main- 
tain a majozity in Congress who will 
support a monopoly of bank control 
by the National Government. 

Even if it be granted that unifica- 
tion of legislative and administrative 
control of banking can be attained 
only by legal compulsion and that 
politicians can be persuaded to allow 
Congress to establish it, maybe such 
action will be found by the Supreme 
Court to be in contravention of rights 
reserved to the states in the Federal 
Constitution. Some advocates hold 
that there is ample legal authority for 
the Federal Government to take over 
control of all banking institutions, and 
that if the Supreme Court should per- 
chance hold to the contrary, the pos- 
sibility of Cdnstitutional remedy 
remains open. 

Indeed, it has been seriously argued 
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that the Constitution not merely per- 
mits but requires that the power of 
the states to charter commercial 
banks be abolished and that control 
of commercial banking be exercised by 
the Federal Government alone, be- 
cause the Constitution expressly gives 
Congress control of the monetary sys- 


tem and forbids interference with it by © 


the states, and commercial bank de- 


posits are the principal element of filré - 


monetary system. On the other 
hand, Mr. Felix McWhirter, a prom- 
ment banker of Indianapolis, in an 
address before the Executive Council 
of the American Bankers Association 
in 1932, scoffed the idea, according to 
press report, as follows: 


It has been seriously stated that because 
the states and the people give the Federal 
Government the right to coin money and 
control interstate commerce, and because 
the Federal Government requires the ag 
sistance of banks in fiscal affairs, it has the 
implied power to close the entire field of all 
banking activities to other than Federal 
institutions. The thought is so grotesque 


as to be little short of amusing, but the 


serious element is that, at a time when we 
are called upon to codperate, and, as usual, 
are doing so to our patriotic utmost, there 
is such evidence of utter lack of sober 
thought and consideration in responsible 
elements of our Government to permit 
such ill-advised and discriminatory legisla- 
tion to be advocated or proposed. 


RESTRICTION OF BUSINESS TO 
NATIONAL BANKS 


The General Counsel of the Federal 
Reserve Board, who studied the point 
in connection with recommendations 
to be made to Congress, found no Con- 
stitutional obstacle to legislation to 
force all the banks of the ceuntry into 
a national system under Federal su- 
pervision. The opinion—a lengthy 
one—bearing date ðf December 5, 
1932, appears in full in the March 
1933 issue of the Federal Reserve 


Bulletin. The remainder of this ar- 
ticle is largely a summary of his 
argument. 

It is argued that unification can be 
achieved by restricting the business of 
receiving deposits subject to with- 
drawal by check to national banks, 
and that Congress, in order to provide 
for a more effective operation of the 
National Banking System and the 
Federal Reserve System (its crea- 
tures), has power to make such re- 
striction, for the following reasons: _ 

(a) The power to create these sys- 
tems as useful instrumentalities to aid 
the Federal Government in the per- 
formance of certain important govern- 
mental functions, includes the power 
to take such action as Congress may 
deem necessary to preserve and pro- 
mote the efficiency of those systems. 

(b) Having provided the country 
with a national currency through 
these systems, Congress may consti- 
tutionally preserve the full benefits of 
such currency for the people by ap- 
propriate legislation. 

(c) The existence of a heterogene- 
ous banking structure in which there 
have been more than ten thousand 
bank failures during the past twelve 
years constitutes a burden upon and 
an obstruction to interstate com- 
merce; and Congress may enact ap- 
propriate legislation to correct this 
condition. Having the power to con- 
fine the commercial banking business 
to national banks, Congress may exer- 


' cise that power in any manner which 


it deems appropriate and adequate 
for its purposes. . 
Congress has already made two at- 


- tempts to create a unified banking sys- 


tem for the United States. When it 
enacted the National Bank Act, Con- 
gress recognized that banking is a 
matter of national public interest, and 
attempted to create a unified banking 
system under Federal supervision. 
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By the enactment of the Federal Re- 
serve Act in 1913, Congress made an- 
other attempt to create-a unified 
banking system, by compelling na- 
tional banks and inviting state banks 
to join the system. Notwithstanding 
later concessions by Congress and 
appeals by President Wilson, rela- 


tively few banks joined. Having” 


failed to accomplish fully its purposes 
- by these means, Congress may resort 
to other measures; it can prevent the 
transaction of a commercial banking 
business except by national banks, 
which must be members of the Fed- 
eral Reserve. 


CREATION OF UNIFORM CURRENCY 


Another line of argument is found 
in the measures adopted by Congress 
to provide a national currency, and 


in the decisions of the Supreme Court 


regarding the constitutionality of 
these measures. The Court sustained 
the constitutionality of the acts of 
1865 and 1866 imposing a 10 per cent 
tax on state bank note issues. The 
avowed purpose of this legislation was 
to create a uniform currency by driv- 
ing the circulating notes of state banks 
out of existence and, if necessary, by 
driving all state banks into the na- 
tional bank system. ‘In the Revenue 
Act of 1932 Congress imposed a tax of 
2 cents on each check, without making 
any distinction between checks drawn 
on state banks and those drawn on 
national banks; Congress might in- 
crease this tax to say 10 per cent of 
the amount of the check but exempt 
therefrom the checks drawn upon the 
national banks and Federal Reserve 
Banks—its instrumentalities created 
to aid the Government in the per- 
formance of important functions. 
The tax on notes having become in- 
effective as a result of the use of checks 
in lieu of currency, Congress has the 
right to bring the 1866 law up to date 


and tax checks on state banks out of 
existence. ` 

The conception of the founders of 
the Federal Reserve System was that 
the Federal Reserve note would rest 
on a basis cf commercial paper, that 
the Federal Reserve System would in- 
clude most if not all of the commercial 
banks of the country, that the Federal 
Reserve Banks would acquire this 
commercial paper from member 
banks, and that the Federal Reserve 
notes would supply an effective elastic 
currency. The actual situation is, 
however, that a material proportion of 
commercial banking business is con- 


. ducted outside the Federal Reserve 


System and contributes nothing to the 
basis for tne Federal Reserve cur- 
rency. Congress has the power to 
carry out its original conception of the 


“Federal Reserve note as supplying a 
pariona currency. 


BANKS AS ÅFFECTING INTERSTATE 
COMMERCE 


No transaction in interstate com- 
merce is consummated until payment 
has been received for the goods which 
have been sold and shipped. In many 
instances, the very act of shipping 
goods in mterstate commerce is in- 
separably connected with the forward- 
ing, through a series of banks, of bills 
of lading attached to bills of exchange 
which must be paid or accepted before 
the goods are released. The ultimate 
payment waich constitutes the object 
and final act of nearly every transac- 
tion in interstate commerce is made by 
means of a check drawn upon a bank 
in one state in favor of a payee in an- 
other state: and such checks are for- 
warded for collection through a. series 
of banks scattered over two or more 
states. a 

Banks, therefore, are essential in- 
struments of interstate commerce. 
Bank failures delay or prevent the 
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consummation of numerous transac- 
tions in interstate commerce. Con- 
gress has the right to remove the 
obstruction and burden to interstate 
commerce resulting from the existence 
of forty-eight different state banking 
systems. Moreover, it is right, meet, 
and proper for Congress to do so, since 
the object is a national one, which can 
be effectively dealt with only by the 
national legislature. 

This conclusion is not based upon 
the theory that the banking business is 
itself commerce, but upon the fact that 
banks are instrumentalities of inter- 
state commerce. The effective regu- 
lation of interstate commerce requires 
the regulation of some matters which 
in and of themselves are not interstate 
commerce, but which have a direct 
relationship to such commerce. 


~ CONGRESSIONAL POWERS oF 
REGULATION 


Among the Constitutional means 
which Congress could adopt in order 
to accomplish these objects or to aid 
in their accomplishment are the fol- 
lowing: 

(a) forbiddance of the receipt of 
deposits subject to withdrawal by 
check by any but national banks; 

(b) imposition of a prohibitive tax 
on all checks and similar documents 
drawn on, or payable at, other than 
national banks; 


(c) forbiddance of any officer of 
the United States or any institution 
with a Federal charter to receive in 


‘payment, on deposit, for exchange or 


collection, or for any other purpose, a 
check drawn on any but national 
banks; 

(d) forbiddance of any bank witha 
Federal charter to make loans or ex- 
tend credit to, or deposit funds in, or 
permit the use of any of its facilities 
by, any but national banks; 

(e) forbiddance of the deposit of 
public funds of the United States in 
any other than national banks; 

(f) exemption of all national banks 
from taxation, state or Federal, except 
taxes on real estate. 

Probably a combination of several 
of these methods would be necessary 
to make the legislation completely 
effective. In addition, Congress might 
use its more general methods of con- 
trol by denying to non-national banks 
the use of such facilities of interstate 
and foreign commerce as the tele- 
phone, telegraph, railroad, airplane, 
steamship, and the mails. 

Since Congress can rely upon its 
commerce power, currency power, 
depository power, taxing power, 
and postal power, or all of them 
or any combination of them, it seems 
that its power to unify commercial 
banking in a national system is as- 
sured. 
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Branch Banks versus Unit Banks 


By Games T. CARTINHOUE 


MERICAN banking is facing revo- 
lutionary changes in its structure. 
Our unit system has been subjected to 
relentless pressure from all sides, and 
the unit banker is now standing at the 
crossroads, confronted with the alter- 
native of being submerged or facing a 
lingering struggle for existence against 
growing odds. The time has come for 
a very material reduction in the total 
number of banking institutions with- 
out reducing banking facilities. Par- 
ticularly if greater uniformity of 
operation can be secured In some 
satisfactory fashion, it is unwise to 
attempt to operate the large number of 
independent banks that are still in ex- 
istence. The arguments for and 
against unit banking are so obvious 
and well known that they hardly need 
comment. 


WEAKNESSES or Unir STRUCTURE 


The theory behind unit banking has 
been that each bank should be a local 
institution, locally financed and man- 
aged, drawing funds from local deposi- 
tors, and using its resources to develop 
local enterprises. Those who defend 
it maintain that it is consistent with 
the American ideal of free enterprise, 
and that the personal element in bank- 
ing is retained. But the unit struc- 
ture, ideal as it seemed, began to show 
serious weaknesses after 1920. Over 
thirty thousand banks had grown up 
by this date because of the competitive 
liberalization of bank laws by forty- 
nine different jurisdictional authori- 
ties; too many were non-members of 
the Federal Reserve System, therefore 
not subject to regulation or aid from 
Reserve authorities; sufficient diversi- 


fication could not be secured; cost of 


operations was high; and earnings were 
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insufficient to justify the capital in- 
vestment. 

The remedy most frequently 
suggested has been better bank 


management. This argument sounds | 


plausible theoretically, but it lacks per- 
spective, sixce the small bank cannot 
afford to pay the salaries necessary to 


secure the services of capable bank ` 


officers. Country banks have been 
left largely with real estate and small 
local loans because of their inability to 
make the necessary adjustments to 
economic forces that have been condu- 
cive to more and more geopraphic 
integration of commerce, manufacture, 
communication, and transportation. 


In short, through a combination of . 


one or more of the above factors with 
public psychology, there have been 
more bank failures in the United States 
than in any other country in the world, 
even in fairly normal and prosperous 
times (with rising prices) , which imdi- 
cates that there are some fundamental 
and organic defects in our banking 
structure that require correction. 


During the period from January 1921 ` 


to March 1933, a total of 11,130 banks 
suspended operations, involving de- 
posits of $5,201,414,000. There were 


more bank failures during 1932 than — 


in any similar period except 1931. 
Failures in 1932 numbered 1,456 as 
compared with 2,298 in 1931, involving 
deposits of $715,626,000 and $1,691,- 
510,000 respectively. 

Additional statistics will not be pre- 
sented, bui an*analysis indicate that 


failures are greatest among state’ 


banks, particularly non-members, with 


~ 


- ures. 
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a capitalization of $25;000 or less, and 
located in small towns and cities. 

The panic of last March also closed 
a large number of banks in the class 
which has supplied a majority of fail- 
Statistics published by the 
Treasury Department show about 
14,500 institutions now operating with- 
out restrictions, in comparison with 
30,000 in 1920. Banks now unre- 
stricted are, on the whole, larger 
institutions. -It is significant that 
four fifths of the closings since 1920 
have occurred in states that either 
have prohibited branch banking or 
have no legislation on the subject. 

The problem of the small unit bank 
_ in the large city is essentially different 
_ from that of the crossroads bank, but 
it is no less serious on that account. 
Its problem is to compete with strongly 
capitalized institutions, and to do so 
under the added handicap of high city 
costs. Few of these banks are able to 
grow to million-dollar size, which bars 
them from handling the larger and 
better aceounts. It is clear that 
theories and practices of unit banking 
_ must undergo great change. A recog- 
nition of the great need for further 
modification of the banking structure 
is necessary. 

In order to correct structural de- 
fects, all commercial banks should be 
nationalized and brought within the 
Federal Reserve System, minimum 
capitalization limits should be raised, 
and legislation provided for a substan- 
tial extension of branch banking. 
: The previous article has discussed 
unification. Since deposit insurance is 
analyzed in the following article, con- 
sideration will now be given to the 
branch banking problem. 


Branca BANKING LEGISLATION 


Recent legislation in the form of the 
Banking Act of 1933 has somewhat en- 
larged branch banking possibilities for 


national banks. The Act permits 
them to establish state-wide branches 
in any state that gives similar permis- 
sion to rts own banks, provided the 
paid-in and unimpaired capital is at 
least $500,000. In states with a pop- 
ulation of less than 1,000,000 but with 
no cities located therein with a popula- 
tion exceeding- 100,000, the capital may 
be as low as $250,000. The way is thus 
opened to the broadening of branch 
privileges in the several states, with the 
knowledge that national banks will 
automatically enjoy the same privi- 
leges. 

Proposals for further branch bank- 
ing were sponsored in almost every 
state legislature that was in session. 
Such proposals were defeated or side- 
tracked in New York, Pennsylvania, 
Tennessee, Illinois, and a number of 
other states. The enactment of the 
Act’s new branch privileges, however, . 
finds eleven states in which some form 
of further branch banking legislation 
has been adopted since 1932. In 
Idaho, Maine, Nevada, Oregon, Utah, 
Washington, Michigan, South Dakota, 
and Connecticut, some form of state- 
wide branches has been made possible. 
Seven other States have had such leg- 
islation for some time. They are 
Arizona, California, Maryland, North 
Carolina, South Carolina, Rhode Is- 
land, and Vermont. In Virginia and 
Delaware the form of state-wide legis- 
lation previously existing has been 
modified. In Indiana and New Jer- 
sey, branches over limited areas have 
been approved. Undoubtedly more 
states will sanction state-wide 
branches in the near future. There 
are sixteen states that now permit 
branches within limited areas, twelve 
that prohibit it, and four that have no 
legislation on the subject. 

It is understood on good authority 
that the Transamerica Corporation, 
which controls important banks in 
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Washington and Oregon, has an ambi- 
tious program outlined for these states 
and will cover them with branches. 
The Transamerica plans are said to be 
having a decided effect in stimulating 
other bankers to push branch banking. 
The most rapid development will be on 
the Pacific Coast, where the public is 
already familiar with this type of bank- 
ing. The people are naturally pro- 
gressive, and responsible institutions 
are now in possession of experience in 
branch banking both in prosperity and 
in depression. 

Any attempt to weigh the merits 
and the shortcomings of a branch sys- 
tem must necessarily involve consider- 
ation of a number of factors. The 
most immediate aspects of the prob- 
lem may be grouped under the follow- 
ing heads: safety, mobility of funds, 
and availability of credits. 


SAFETY 


The most logical way to provide a 
safe depository is through the medium 
of an extensive branch system. By 
virtue of its size and strength, a large 
branch organization is in a position to 
diversify its loans and interests. 
Hence it is much better equipped than 
is a unit bank to withstand a complete 
or partial agricultural or industrial 
failure in any given section during one 
or more years. A study of failures in 
branch-banking countries shows that 
the branch system cannot be regarded 
as a positive guarantee against failures, 
but that branch banks are much less 
likely to fail than are independent unit 
banks. Branch systems have been 
safe without question in Canada and 
England. It is likely that if all Cana- 
dian banks had been unit institutions 
during the past decade, 80 per cent of 
those situated west of the Great Lakes 
and 40 per cent of those in the east 
would have failed. 

Tt is generally recognized that the 


veritable housecleaning among the 
small neighborhood banks of Chicago 
would not have occurred if the leading 
banks had been permitted to operate 
branches. This affair has already 
strengthened the position of adherents 
of branch banking and renewed agita- 
tion for branch legislation in Illinois. 

It is allegad that large branch organ- 
izations have failed as well as unit 
banks. An analysis of the list of 
branch closings during the depression 
of the past four years discloses the fact 
that more than two thirds of the 
“branches” are inside city limits, city 
offices of such banks as the First Na- 
tional and the Guardian of Detroit, the 
Union Trust of Cleveland, the Canal 
Bank and the Hibernia Bank and 
Trust Company of New Orleans, the 
Baltimore Trust and the Union Trust 
of Baltimore, and so forth. This is 
not what the writer means by a large 
and powerful branch banking system. 
Such city offices as are referred to are 
a convenience similar to branch post 
offices, but generally add nothing to 
diversification of banking assets. It 
is interesting to note that when the 
bank panic broke out in Detroit, its 
neighbor, Windsor, Ontario, Just across 
the river, was unscathed and suffered 
no lack of confidence. Canadian 
branch banks there gained millions of 
deposits of American money. 


Mosnary or FUNDS 


It is one of the marked advantages 
of large branch systems that a shifting 
of funds may take place from those 
parts where there is an excess of de- 
posits, where deposits are not entirely 
absorbed by local credit needs, to other 
sections that need credit and are not 
able to finance themselves. This has 
meant much asa factor in the develop- 
ment of the grain provinces in Canada. 
To some extent funds are shifted about 
in the United States, but in a relatively 
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crude fashion when comipared with the 
ease In the mobility of funds in large 
branch systems, - 

Uniformity of interest rates is also 
facilitated by the mobility of capital. 
Rates and- charges have tended to 
become more uniform and to be re- 
duced in England. The Scottish 
branch banks maintain uniform rates 
throughout the country, both for de- 
posits and for loans. Branch banking 
has also lowered the rate of interest in 
some leading agricultural communities 
in California. Canadian banks have 
for many years been able to finance the 
immense seasonal money demands of 
the Dominion without fluctuation of 
rates such as occur in the United 
States. 

Another important advantage aris- 
ing from mobility of capital is that the 
amount of actual reserves can be 
safely reduced to a smaller margin in 
proportion to the total volume of busi- 
ness than would be possible in the 
case of unit banks. Lending power is 
thereby increased. 


AVAILABILITY OF CREDITS 


From the point of view of avail- 
_ ability of credits, an extensive branch 
system would be superior to the unit 
system. While it may be contended 
that branch banking would lead to a 
restriction of local loans, it is unreason- 
able to suppose that banks would make 
substantial investments in branches 
without any expectation of developing 
the business of the branch. It has also 
been urged as a criticism of branch 
systems that delays must occur in 
passing upon applications for loans by 
customers, owing to the supposed 
necessity for referring such applica- 
tions to the head office for approval. 
The fact is that in Canada over 90 per 
cent of the total number of loans in any 
year are dealt with by branch man- 
agers, and there is no Serious délay in 


. dealing with loans for amounts beyond 


the limits of local managerial author- 
ity. 

Another argument which is often 
heard is that where branch banking 
exists, there is no sympathy with local 
needs. However, it is possible for a 
banker to be too responsive to local 
applications and too much under the 
influence of local and personal appeals. 
This danger is accentuated because of 
competition. The fact that a local 
banker is under greater pressure from 
local borrowers than a branch man- 
ager, supervised by an outside au- 
thority, may cause the interests of 
depositors to be imperiled for the ac- 
commodation of borrowers. As has 
been pointed out, the record of bank 
failures in small communities has fre- 
quently proved this to be the case. 
While a branch manager may not be 
a permanent resident, he is interested 
in the advancement of the community 
upon which the success of the branch 
and his own future in the bank de- 
pends. He is just as desirous to make 
his branch pay as Is the officer of a 
local bank. 

Bearing further on the availability 
of credit is the question of a banking 
monopoly. The development of 
branch banking will not result in credit 
monopoly, particularly in the United 
States under the plan of branches to be 
discussed shortly. There would be 
severe competition in getting business, 
establishing branches, and securing de- 
posits through better service and con- 
venience of location. There is severe 
competition in Canada and England to 
obtain deposits and advance credits. 
Since one per cent of the banks (nu- 
merically) in the United States control 
over half of the banking resources, it is 
evident that unit banking does not 
prevent concentration. If a banking 
monopoly exists in Canada, it does not 
redound to the pecuniary advantage 
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of the banks. 
reasonable and dividends paid are 
lower than those of national banks in 
the United States. 

The above discussion indicates that 
branch banking is the banking counter- 
part of the integration of commerce 
and industry, and that it permits an 
approximate uniformity in interest 
rates and the ability to shift funds to 
where they are most needed, facilitates 
stability through diversification of 
risks, makes for higher standards of 
bank management in small communi- 
ties, makes available to country towns 
services now available only to custom- 
ers of city banks, and possibly per- 
mits of smaller overhead cost. 
Whatever may be the arguments 
against branch banking, the economic 
worth of the system as a means toward 
betterment of banking facilities is un- 
questioned. A broader viewpoint 
should be taken by all concerned—one 
- that is national in scope. 

It. is impossible to discuss branch 
banking without some reference, how- 
ever slight, to group banking. As is 
well known, group banking is simply 
indirect branch banking. The Bank- 
ing Act of 1933 includes a number of 
. provisions that give bank holding 
companies a measure of Federal super- 
vision comparable to that given to 
national banks. While some group 
systems have been a great help to their 
territories during the depression, the 
Detroit experience clearly indicates the 
desirability of branch banking as 
against the type of combination ex- 
emplified by the group system. 
Space limitations will not permit fur- 
ther attention to this type of banking 
concentration. 


FEDERAL SUPERVISION 
Branch banking systems should be 


operated under national charter and > 


regulated by the Federal Government 


Interest charges are 


in order to make possible well-devel- 
oped, unified, codrdinated systems. 
Federal régulation would make pos- 
sible a more efficient system of regula- 
tion and eliminate state supervision, 
which in the majority of .cases is far 
from satisfactory. Federal supervi- 
sion need not be over-centralized. 
There could be a regional system of 
supervisory machinery worked out by 
Federal Reserve districts. 

Obviously, numerous practical ob- 
stacles attend the adequate and 
thoroughgoing examination of a large 
branch system. However, if the staff 
of examiners is thoroughly trained and 
fully codrdinated, there should be no 
insurmountable difficulty in making a 
proper examination. It was the opin- 
ion of a recent Comptroller of ‘the 
Currency, Hon. John W. Pole, that it - 
was simpler and easier to examine 
branch banking systems of reasonable 
size than to examine a number of unit 
banks equal to the number of branches 
in such a system. Investment secur- 
ities are kept at the head office and the 
latter has an account of all loans made 
by the branches. The examination of 
such systems does not necessitate 
simultaneous entry of examiners into 
the head office and all branches. In 
examining a branch system of some 
size, only the head office and the prin- 
cipal branches would be simultane- 
ously entered, and the cash on hand at 
the various branches could be later 
verified, and the accounts kept at the 
head office could be later checked with 
the local accounts at the branches. 
By such a system the examiners could 
give more attention to policy, person- 
nel, and management, and less to the 
petty detail which occupies so much of 
their time in examining independent 
unit banks. 

Since the Bank of America, N. T. & 
S. A. (National Trust and Savings As- 
sociation), is the largest branch 
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organization in the country, with close 
to 350 branches in California and with 
resources of about $900,000,000, it 
would appear that the methods em- 
ployed in this institution would prob- 
ably suffice for other branch systems of 
equal or greater importance. With a 
force of only forty men, a comprehen- 
sive examination can be made. The 
procedure has been to examine first the 
head office and a number of the larger 
branches representing about 60 per 
cent of the bank’s total assets. Space 
does not permit a detailed explanation. 
At all events, the element of the geo- 
graphical extent of a branch system 
should not have an important bearing 
upon the problem of examination 
(under Federal authorities), but 
rather the size and number of branches 
. included. 


Srate-Wips System 


Advocates of branch banking differ 
as to whether it should be permitted 
on a state-wide basis, within trade 
areas, within Federal Reserve districts, 
or even on a nation-wide basis. State- 
. wide branches would undoubtedly be a 
great improvement over the present 
system. Diversification of risk would 
be secured in states like California, but 
all states do not possess such diversi- 
fication. Some of the smaller states 
hardly provide adequate diversifica- 
tion against such natural hazards as 
drought, flood, and so forth. Such 
' states as North and South Dakota fail 
to provide proper diversification be- 
tween industries. The group of grain 
states in the West and the cotton states 
in the South would be in a weak posi- 
tion in the event of a crop failure or 
other business disturbance.» Further- 
more, our banking and commercial 
centers are in a number of cases very 
close to the borders of a state. This 
fact would prevent the development of 
well-balanced branch.systems around 


the commercial and financial centers of 
the country. 

Using the state as a unit in the bank- 
ing business as though it constituted 
an entirely independent unit with no 
outside relations is artificial and con- 
trary to the true status of the banking 
business. Every bank of deposit is 
actually engaged in a national busi- 
ness, and therefore should be governed 
by Federal law. 

The branch issue is especially per- 
tinent in New York State. The Super- 
intendent of Banking has recom- 
mended that the law be modified to 
permit county-wide branches by all 
State-chartered institutions and State- 
wide branches by State banks and 
trust companies having capital and 
surplus of $25,000,000 or more. To 
prevent harmful competition by open- 
ing new offices, it is recommended that 
no branches shall be established except 
through the process of merging with or 
purchasing the assets of an existing 
institution, or the assets of an institu- 
tion that may hereafter be closed, or in 
a city or town not having any banking 
facilities. Dr. B. M. Anderson, econ- 
omist of the Chase National Bank, 
believes that banks of certain mini- 
mum capital should be permitted to 
establish branches in any part of the 
State in cities of a certain maximum 
population, the maximum being set 
low enough to prevent a competition of 
New York City banks for control of 
other important financial centers in the 
State. Banks of smaller capitaliza- 
tion should be permitted to take over, 
as branches, other banks within their 
own county or within two adjoining 
counties. l 

Former Comptroller Pole, through- 
out the entire period of his incum- 
bency, actively urged an extension of 
branches throughout the “trade areas” 
of the places of operation of national 
banks. It has been considered im- 
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practicable, and the American Bank- 
ers Association strongly opposed it. 
The arguments against this type of 
branch system are so well known that 
they hardly need comment. 


FEDERAL RESERVE DISTRICT SYSTEMS 


Whether nation-wide branch bank- 
ing will ever be necessary in the United 
States is an open question. As yet, we 
do not need it. Moreover, it is doubt- 
ful if our strong agrarian complex will 
ever mature sufficiently politically to 
tolerate it. The fear of a money 
monopoly and of taking orders from 
Wall Street will certainly not be over- 
come in the near future. Federal Re- 
serve district branch systems, on the 
other hand, would develop strong 
financial institutions in many metro- 
politan centers that would be practi- 
cally independent of Wall Street. 

Banking can never be carried on 
safely and successfully in an atmos- 
phere of controversy, and nation-wide 
branch systems would surely excite 
continual controversy. However, 
since the enactment of the Glass- 
Steagall Act, requiring banks in the 
financial centers to be responsible for 
the deposits of banks all over the 
country, it might seem that they 
should also be responsible for man- 
agement and policies. This consider- 
ation would involve a very widespread 
application of branch banking. How- 
ever, the immediate question is not 
involved with nation-wide branch 
banking, but state-wide, inasmuch as 
the former is not permitted by the 
above-mentioned Act. 

While political expediency plays an 
unfortunately large part in determin- 
ing whether branch systems are to be 
permitted in the future to operate 
within Federal Reserve districts, it 
would be preferable from a sound 
banking point of view for Congress to 
enact legislation permitting branches 
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throughout these districts. The fol- 
lowing recommendations are also 
made: a 

1. That discretion over the estab- 
lishment and over the removal of 
every branch be vested in a commit- 
tee composed of five officers of each 
Federal Reserve Bank, who are thor- 
oughly familiar with conditions in 
their respective districts. 

2. That this committee be ap- 
pointed by the board of directors of 
each Federal Reserve Bank, subject 
to the appraval of the Federal Reserve 
Board. 

8. That national banks situated in 
each district be permitted, with the 
approval of a two-thirds vote of the 
respective committee, to establish 
branches within the limits of such 
districts. 

4. That the paid-in capital stock of 
such a national bank be not less than 
one million dollars, and that the ratio 
of capital and surplus to deposits be 
maintained at not less than 1 to 10. 
The Comptroller of the Currency in 
his discretion could require a larger 
capitalizaticn. . | 

5. That the National Bank Act be 
amended tc facilitate consolidations, 
especially Sections 505, 506, and 239 
(5155 R.5.), with the approval of the 
Comptroller, but he shall be specifi- 
cally empowered to disapprove any 
such consolidation upon the ground 
that it might result in an undue con- 
centration of banking capital within 
the Federal Reserve district. 

Such legislation would permit 
branch banking over an area large 
enough to obtain sufficient diversifica- 
tion in all districts. Furthermore, as 
indicated above, confinement of 
branches within such units would 
make possible a somewhat decentral- 
ized and mere efficient national super- 
vision within each district. With this 
type of branch banking we would not 
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, have greater concentration of banking 
power in New York City. Much of 
the business that now goes to New 
York would be retained in the region 
where it originated. Many strong 
commercial centers would have banks 
able to exist independent of New 
York. Theré would be extensive sys- 
tems with head offices in Minneapolis, 
San Francisco, Detroit, Chicago, 
Buffalo, Cleveland, Philadelphia, At- 
lanta, New Orleans, and so on. 

Our bankers as a whole, of course, 
are not trained as branch bankers, but 
certainly in a great many cities they 
have had branch experience and 
should be able to develop into efficient 
district-wide branch bankers if they 
go about it sanely, limiting the acquisi- 
tions and the territory to what they 
can handle. The New York banker 
understands pretty thoroughly the 
problems that are facing the people 
in New York State; the Boston banker 
understands New England thor- 
oughly; the Atlanta banker knows his 
country pretty well from Nashville 
to New Orleans; while the Minneap- 
olis banker knows the Northwest in 
the same way. On the other hand, 
the Boston, New York, Atlanta, or 
Minneapolis banker does not at pres- 
ent thoroughly understand all the 
necessary details about the situation 
in the other man’s territory, and 
therefore it would take years of train- 
ing to develop branch bankers who 
could efficiently cover nation-wide 
systems. No individual or group of 
individuals has had sufficient experi- 
ence in operating branch systems in 
this country to inaugurate immedi- 
ately a nation-wide system, conserva- 
tively and capably managed. 


SECURITY OF Existine Banks 
e 
If governmental supervision were 
extended and intensified, as recom- 
mended above, it is “unlikely that a 
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unit bank would be forced into re- 
celvership because of the establish- 
ment de novo of a branch, for the 
reason that the district committee 
would not sanction it. Competition 
with an existing unit bank could also 
be largely eliminated by a rule pre- 
venting the establishment of a branch 
in any community having a bank, 
without the acquisition by the branch 
system of the independent institution. 
Even where a town has two banks 
and one should become a branch of a 
large system, it is doubtful if the re- 
maining institution would be harmed 
by competition. Where this sttuation 
already exists, the branch usually 
takes the lead in reducing interest 
rates paid upon deposits. Small banks 
have usually followed the unwise 
policy of paying excessive interest 
rates. Furthermore, if the branch in- 
stitution should be. less liberal in ex- 
tending loans, as is alleged, what 
competition would the unit bank in a 
given community have to face in this 
respect? The branch bank would 
have no competitive advantage un- 
less public confidence in the unit in- 
stitution had already been seriously 
shaken. 

Under our present laws the develop- 
ment of branch banking will be a slow 
process, since the Comptroller of the 
Currency and the Federal Reserve 
Board are going to be very strict in 
admitting assets into branch systems 
through the taking over of existing 
banks. They are doing this now in 
those states where branch banking is 
permitted, according to unofficial re- 
ports from Washington. Neverthe- 
less, considered in connection with 
other provisions of the Glass-Steagall 
Act which are discussed elsewhere in 
this study of the American banking 
problem, it is clear that the coming of 
branch banking is economically in- 
evitable. 
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DISCRETION OF Branca MANAGERS 


Of the broad problems of internal 
branch-bank administration which 
would have to be met, the most im- 
portant would be concerned with the 
grant of discretion to branch managers 
and the development of an internal 
auditing or examining system, as well 
as a system of reports to the head 
office. The chief problem would be 
the amount of discretion to be granted 
branch managers. It is very likely 
that considerable guidance in this lme 
would be taken from the Canadian 
system, which bases discretion on the 
size and importance of the branches 
and on the competency and experience 
of the managers. The local managers 
should be allowed discretion in respect 
to loans up to a certain amount, be- 
yond which up to another certain 
amount they should refer to district 

supervisors, who in turn in matters of 
greater importance would fall back on 
the head office. As mdicated above, 
loans in practically all Canadian banks 
are within the branch manager’s au- 
thorized discretionary limit in over 
90 per cent of the cases. These of 
course are dealt with immediately. 

Exceptionally large transactions 
‘should be passed upon by the board 
of directors. Details of all transac- 
tions, as well as periodical lists of out- 
standing loans, with full reports on 
borrowers, should be forwarded to dis- 
trict supervisors or superintendents. 
Head office should be in possession at 
all times of full information regarding 
all loans of $1,000 and over. 

In California and a few other states 
we have developed a considerable 
volume of experience in administering 
branches, and some of our branch 
barking systems have already drawn 
upon the experience of Canada. 
Where branches have been obtained 
(chiefly by consolidation) in Cali- 


fornia, it has been usual to leave the 
old management of the unit banks in 
control, and in many cases they have 
been given too much latitude, and 
there has been very little moving of 
managers from one place to another 
such as generally prevails in Canada. 

The policy of the Bank of America, 
N. T. & S. A., with regard to loans 
made by its branches indicates how 
satisfactorily this large branch system 
operates in this respect. Loans are 
made direct by the branches except in 
instances where the amount is un- 
usually large or the branch manager 
wishes to secure the advice of the head 
office credit department. The cus- 
tomers of the branch deal with the 
local officers, and only in extraordi- 
nary circumstances are they brought 
into contact with the head-office de- 
partments. Space limitations do not 
permit more detailed attention to the 
lending experience of this interesting. 
institution. Oe 


ÅUDITING AND EXECUTIVES 


The problem of constructing an in- 
ternal auditing system for large 
branch systems has already received 
considerable attention. It is under- 
stood that the Irving Trust Company 
over a period of years has made very 
detailed technological studies of the 
set-up of bookkeeping and operating 
routine for a branch system. The 
Bank of America, N. T. & 5. A., has 
also worked out a very satisfactory 
system for its situation. “Generally 
speaking, the chief auditor, who is 
located at head office, should maintain 
a running audit of the consolidated 
bookkeeping of a branch system. A 
corps of inspectors under him should 
see that each branch is inspected an- 
nually (or more often and at uncertain 
intervals if this is considered neces- 
sary), the books audited, and a de- 
tailed report made on all loans. These 
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reports should then be brought to the 
attention of the general manager. 

In addition to the president, general 
manager, and assistant general man- 
agers, there should be stationed at the 
head office the chief superintendent of 
branches, chief auditor, and the man- 
agers of various departments such as 
foreign exchange, securities, personnel, 
new business, research, bank premises, 
- et cetera. 


PROFESSIONALIZED BANK 
MANAGEMENT 


The development of large branch 
systems very logically raises the ques- 
tion as to whether banking should be 
a profession, as it is in Canada. Ob- 
viously, it would stand a better chance 
of becoming professionalized if it were 
made up of such organizations. Our 
trouble has been to a large extent 
what Professor Berle referred to in an 
interesting address presented before 
the New York State Bankers Associa- 
tion when he said that bankers must 
be exclusively bankers. The fact that 
England, Canada, and other countries 
have done so well in branch banking 
can be attributed not only to the fact 
_ that the system is good but also to the 
fact that their bankers are exclusively 
bankers. 

Banking is already regarded as a 
business, but it should be more than 
a business. It should be a profession, 
just as law, medicine, and engineering. 
The modern banker must have a thor- 
ough knowledge of the principles of 
banking, and yet, as Mr. Francis H. 
Sisson, former President of the Amer- 
ican Bankers Association, said last 
spring: “Banks in some cases have 
been operated by former circus acro- 
bats, barkeepers, retired village gro- 
cery men, and others, wholly estimable 
in their calling, but hardly properly 
trained to be bankers.” There is 
more reason for emphasizing the pro- 


fessional aspect of banking at the 
present time than ever before. Not 
only has banking increased in magni- 
tude, but also in complexity. 

The American Bankers Association 
and large branch systems could pro- 
fessionalize banking and emphasize 
the three qualities of technical com- 
petence, economic understanding, and 
conscientious responsibility. The ac- 
tivities of the Bank Management 
Commission and the American In- 
stitute of Banking (both of the Amer- 
ican Bankers Association) should be 
developed to their full potentialities, 
and employees who are so inclined 
should be permitted to follow pre- 
scribed and approved banking and 
finance curriculums in the colleges of 
commerce of reputable universities. 
Successful progress in the educational 
aspects of banking should be made a 
definite prerequisite to promotion. 

Educational facilities in Canada 
along this line are provided by the 
Canadian Bankers Association in the 
form of a junior and senior course, fees 
for which are usually advanced by the 
banks, repayable in small monthly 
payments without interest. To all 
who pass the examination the banks 
refund the fees in full, and in addition 
pay a bonus. The Canadian Bankers 
Association has no facilities such as 
the American Bankers Association, 
but has arranged for these courses as 
well as supplementary courses to be 
given under the direction of Queen’s 
University. 

Banking in Canada has grown up 
under the fostering care of experienced 
bankers and 1s distinctly a profession, 
because general managers and man- 
agers of branches have almost in- 
variably been engaged in it since their 
early youth. This training and ex- 
perience makes for greater safety for 
depositors. The President of the 
Canadian Bankers Association said 
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recently: “The stability of our bank- 
ing system is greatly facilitated by the 
systematic and progressive training of 
bank executives.” 

The banker is a semipublic servant. 
He is charged with the heaviest of 
responsibilities and obligations that 
occur in our economic life. Hon: J. 
W. Pole, addressing the Ohio Bankers 
Association about three years ago, said 
that modern banking is so highly com- 
plicated and technical that the crying 
. need of the hour is professionalized 
bank management, and that unless the 
unit bankers took to training and rose 
to meet that need, it would inevitably 
be met by a branch-bank system sup- 
planting them. The present Comp- 
troller of the Currency, J. E. T. O’Con- 
nor, says that “bankers have not been 
properly trained ... it is necessary 
to build a banking profession.” ‘The 
development of powerful branch sys- 
tems could bring about a new banking 
era in which only men competent to 
pass upon the many-sided legal and eco- 
nomic questions incident to managing 
a sound banking institution would be 
permitted to serve as bank executives. 


Errect on FEDERAL Reserve SYSTEM 


A very important question arises in 
connection with the potential influ- 
ence upon the powers and the policies 
of the Federal Reserve System that 
might be exercised by large branch 
systems. The idea exists that such 
organizations might overshadow or 
dominate the Federal Reserve Banks. 
At the present time it seems to the 
writer that this idea is chiefly aca- 
demic. As indicated above, there 
will not be any very rapid develop- 
ment, and the result of gradual absorp- 
tion of the smaller banks and their 
consolidation into branch organiza- 
tions will be generally beneficial to 
the Federal Reserve System. 

The Federal Reserve Banks, partic- 
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ularly in the financial centers, have 
been called upon to transact two very 
different classes of business: first, a 
genuine central banking business with 
their large banks; and second, a cor- 
respondent banking business of a very 
different character with the small 
country banks. The Reserve Banks 
would be saved an enormous amount 
of detail and, in some districts, a lot 
of rescue work or nursing, if the small 
banks could be eliminated and con- 
solidated into groups with larger 
banks. Jn short, it is believed the 
Federal Reserve System has been con- 
siderably hampered in its work þe- 
cause it has had to deal with such a 
large number of small units and such 
a great variety of local conditions. 
Branch banking carefully developed 
would enable it to function much more 
efficiently in this respect. 

The Federal Reserve would then be 
in a far better position to exert control 
over the supply of money and credit 
than at present. Central banks re- 
quire the codperation of the banks of 
their respective countries, and it is far 
easier to secure the coöperation of a 
limited number of large banks than of 
many thousand small ones. English 
experience would seem to offer ample 
confirmation of this conclusion. Un- 
der no circumstances should this re- 
sponsibility and also the protection of 
the gold reserve be left in the hands of 
ordinary commercial banks. The ex- 
ercise of these functions demands a 
central banking system in which safe- 
guarding the national welfare is para- 
mount and earnings are secondary. 
Furthermore, such a system is always 
desirable as an agency of the govern- 
ment in financial matters.. 

since the existence of a large num- 
ber of banking- units with no definite 


_source of help during emergencies was 


one of the main reasons for organizing 
a Reserve system, the development of 
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powerful branch organizations would 
seem to Jessen the usefulness of the 
Federal Reserve. However, it will al- 
ways be necessary to have the Federal 
Reserve during periods of stringency, 
regardless of how large such systems 
become. While seasonal dependence 
of many independent small banks 
would give way to a system-wide mo- 
bilization and redistribution of funds, 
to a large extent emergency aid will 
always have to be secured by utilizing 
the rediscount facilities of the Federal 
Reserve. 

Of course, clearing and collection 
services of the Federal Reserve would 
not be utilized so much, because a sub- 
stantial part of this work could be 
done within large branch systems. 


CENTRAL CONTROL 


Commercial banks will have less 
‘and less influence upon the powers 
and the policies of the Federal Reserve 
System as time goes on, unless it can 
be definitely shown that their influ- 
ence is constructive. The temper of 
the Roosevelt Administration is such 
that no. group of banks or banking 
system could be strong enough to have 
any appreciable influence to divert the 
Government from its policy of ade- 
quate control. In fact it may be said 
that the banks have less influence with 
this Administration than any other 
since the days of Andrew Jackson. 
What the future may hold in this 
respect is problematical, but it has 
been demonstrated that it is possible 
for the Government to be stronger 
than any given economic group. 


With respect to group banking or- 
ganizations, undue influence in the 
Federal Reserve Banks was con- 
celvable, but this situation has been 
taken care of by the Glass-Steagall 
Act, 

Canada has no central bank, but a 
thorough investigation has been made 
by the Royal Commission on Banking 
and Currency under Lord Macmillan. 
Tt is recommended that Canada should 
have an institution which could take 
part in international coöperation in 
monetary policy; that some of the 
functions of a central bank now being 
performed by the Department of Fi- 
nance, and the Treasury Board under 
the Finance Act should not be left 
permanently in the hands of a govern- 
ment department and a board made 
up of ministers in the Government of 
the day; that an agency is necessary 
to provide a mechanism for the raising . 
of rates and to deal with the gold ex- 
port problem, foreign exchange rates, 
and the money market as a whole. 
English experience- has shown that 
there is a real place for a central bank 
m a country made up almost exclu- 
sively of large and powerful branch- 
banking organizations. 

Branch banking is of vital impor- 
tance. Literally thousands of com- 
munities all over the country are 
destitute of banking facilities. It is 
obvious that our banking system is 
in need of overhauling. Regardless of 
the difficulties along the road, it seems 
reasonable to forecast that the coun- 
try is facing a genuine development in 
banking concentration. 


Gaines T. Cartinhour, B.S., M.B.A., Ph.D., is 
assistant professor of finance at the School of Commerce, 
Accounts and Finance, New York Universtiy. He is 
author of “Branch, Group and Chain Banking,” and 
contributor to banking and financial magazines in 
Canada, England, and the United States. 


Better Bank Management: An Analysis of Fifty 
Bank Failures 


By Ropert WEIDENHAMMER 


HE purpose of this analysis of 

fifty failed banks was to ascertain 
the typical causes of bank failures m 
Minnesota during the period from 
January 1, 1920 to July 1, 1932. Out 
of a total of 479 closed State banks, 
these fifty were selected as representa- 
tive. Four criteria of diversification 
were used: (1) geographical diversi- 
fication; (2) date of failure; (3) size of 
bank; and (4) size of community in 
` which bank was located. 

Through the courtesy of Mr. John N. 
Peyton, Chairman of the Board of the 
Federal Reserve Bank of the Ninth 
District, then Commissioner of Banks 
for Minnesota, the following material 
on the selected banks was put at our 
disposal: (1) the call statements, of 
which there were four each year, from 
February 1920 until the date of the 
failure; (2) the complete lists of the 
bonds held by these banks, as sub- 
mitted to the State Banking Depart- 
ment twice a year; and (8) the pro- 
ceeds of the liquidation as paid out to 
depositors up to July 1, 1932. 

In contrast with an unpublished 
study of bank failures made by the 
Federal Reserve Board, no access was 
had to the reports and criticisms of the 
examiners. The lack of this informa- 
tion precluded any classifications of 
the banks’ loans into the traditional 
groups, namely: liquid, slow, doubtful, 
and losses, and made it impossible to 
use the solvency ratio in the form in 
which it was applied by the Federal 
Reserve study. 


Laxiry or EXAMINERS 


The analysis of the fifty failed Min- 
nesota banks, when compared with the 
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findings of the Federal Reserve Board 
study and with certain other data on 
all bank failures in this country, pro- 
vides ample evidence to substantiate 
the contention that the failure to use 
certain objective tests caused the bank 
examiners to allow banks to carry on 
when they should, m the interest of 
their depositors as well as of their 
creditors and stockholders, have been 
closed long before. 

To illustrate the inadequacy of the 
examinations, we quote from the Fed- 
eral Reserve Board study the report of 
a bank examiner somewhat as follows: 
“This bank isin safe hands. The loan 
liquidation has made good progress 
since last report.” At the time of this 
audit, loans were more than twice as 
large as ceposits, and borrowings 
were two thirds of loans. Borrowed 
money was therefore in excess of de- 
posits, and more than three times as 
large as the dank’s capital, surplus, and 
undivided profits. ‘The liquidation of 
loans referred to as a favorable devel- 
opment represented a small reduction 
from $353,000 to $347,000. 

The use of objective tests or stand- 
ards would obviously have prevented 
such complacency on the part of the 
examiners, The analysis of the condi- 
tion of a bank on any given date may 
be greatly facilitated by the use of 
ratios which are comparable to such 
standards. Any deviation from the 
standard requires explanation, and if 
such deviation is below the standard, 
immediate action to remedy this defi- 
ciency should be taken. The ratios 
and standards wsed in the study of the 
fifty failed Minnesota banks are the 
following: 
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I. Liquidity Ratios: Cash and sec- 
ondary reserve should amount to at 
least 35 per cent of the deposits. 


{ay Cash: 15 per cent of deposits; 
(b) Secondary Reserve: 20 per 
cent of deposits. 


Il. Solvency Ratios and Standards: 
Solvent assets should exceed deposits 
by at least 5 per cent. l 
l (a) Bank Building: should not 
exceed 3 per cent of deposits. 

(b) Other Real Estate: should 
be zero, 

(c) Index of Loan Portfolio: 
should satisfy standards (see be- 
low). 

(d) Index of Bond Portfolio: 
should satisfy standards (see be- 
low). 

ITI. Ratio of Capital Funds to De- 
posits: should be 1:10. 


IV. Ratio of Loans to Deposits: 
should be 60 per cent. 


V. Ratio of Borrowed Money to De- 
posits: should be zero. 

Because of limited space, the discus- 
sion of these ratios and standards can 
only be sketchy. 


I. Liqguinrry Ratios provide a test 
of a bank’s ability to meet the with- 
drawal of deposits, either by the use of 
its actual cash on hand and deposited 
with correspondent banks, or by the 
conversion of those assets that are nor- 
mally convertible into cash at immedi- 
ate notice and without loss. 

(a) Primary reserve to deposits: 
This ratio often indicates the immedi- 
ate, but seldom the fundamental cause 
of a bank failure. Should the man- 
agement fail to maintain even the legal 
minimum of cash required, then one 
should look upon this evidence more as 
a danger signal of trauble caused by 
other factors. This ratio is best com- 
parable to a fever thermometer. 
People die from ailments caused by 
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germs or accident, but the fever may 
indicate the degree of severity of the 
patient’s condition. 

(b) Secondary reserve to deposits: 
The secondary reserve meets the pur- 
pose of combining earning power with 
absolute liquidity. Cash does not earn 
interest, while loans and long-term 
bonds, other than the highest grade, 
cannot be converted into cash with ab- 
solute certainty and without risk of 
losses. For seasonal cash require- 
ments, which may be predictable, and 
for emergency cash requirements, 
which of course are not, the secondary 
reserve provides the protection of the 
bank’s liquidity. 

Composition of secondary reserve: 
Every item in the secondary reserve 
should be selected to meet liquidity re- 
quirements, not in one but in two or 
three forms, such as: marketability, 
with the assurance of the minimum de- 
preciation; acceptability as collateral 
for loans from other banks; and eligi- 
bility for rediscounting at the Federal 
Reserve Bank. [If all items in the sec- 
ondary reserve accounts are meeting at 
least two of these requirements, the 
bank’s liquidity is assured through a 
diversification of liquidity itself. 

These standards of liquidity can be 
met by the following types of short- 
term investments: (1) call loans, 
bankers’ acceptances, and commercial 
paper; (2) United States Government 
securities and highest grade municipal 
or corporate bonds, maturing in less 
than two years and having a ready 
market (spread between bid and ask 
price of less than two points). No 
item in the secondary reserve should 
be pledged for public deposits or bor- 
rowed money. 


Ii. Sounvency Rattos AND STAND- 
ARDS: These tests measure the ulti- 
mate ability of a bank to pay out its 
deposits after all preferred claims (bor- 
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rowed money) have been -honored. 
Five tests may be used: l 

(a) Solvency ratio: This test com- 
pares the stockholders equity in the 
bank with the amount of assets that 
are not available for the payment of 
deposits, because they either are part 
of the equipment of the bank or repre- 
sent frozen loans or unrealized losses 
on bonds. 

(b) Ratio of bank building to de- 
posits: À common weakness found in 
the analysis of the fifty failed banks is 
the fact that a pretentiously inclined 
management tied up too heavy a per- 
centage of the bank’s capital in the 
construction of a Greek temple. One 
bank built an $85,000 palace when its 
total capital funds were only $70,000, 
and thus used $15,000 of its deposits to 
invest in a real-estate proposition. 

(c) Ratio of other real estate to de- 
posits: “Other real estate” is usually 
acquired through the foreclosure of 
mortgages, and represents a typical 
frozen asset. The accumulation of 
this item in a bank’s statement is a 
danger signal because it testifies to 
loans that were not paid and to assets 
that are not readily convertible into 
cash. 

(d) The Index of the loan portfolio 
measures the average age of the ad- 
vances to customers and thus provides 
a fairly reliable indication of their 
quality. 

(e) The Indez of the bond portfolio 
classifies the bank’s holdings of invest- 
ment bonds as to their relative quality. 
Next to the customary ratings, special 
emphasis should be laid on marketa- 
bility and maturity dates. 


UI. Tae Ratio or Caprran Founps 
to Drrosrrs provides an indication of 
the degree of protection that is avail- 
able to depositors through the assets 
in which the bank’s own funds are in- 
vested. A ratio of 1:1, as was the cus- 


tom with the typical American bank 
until 1870, meant that every dollar of 
deposits was backed by two dollars of 
assets available for its repayment. ` 
The adequacy of the ratio of capital 
funds to deposits depends on a variety 
of factors, but most of all on the risks a 
bank incurs in the conversion of its 
liabilities into earning assets. 


IV. A Ratio or Loans to Deposits 
of 100 per cent would indicate that 
the bank had all of its earning assets 
loaned out to local customers. This 
would imply that no secondary reserve 
would exist and that the diversification 
in the loan account would in all proba- 
bility leave much to be desired. A 
ratio In excess of 100 per cent shows 
that not only all the deposits have been 
loaned out, but also the bank’s capital 
and, in some cases, even borrowed 
money. | 


V. Ratio or Borrowrep Money to 
Derosits: Banks borrow to provide 
funds for the payment of deposits or 
the making of loans. The bank’s in- 
ability to meet such demands from its 
own resources Is usually due to the fact 
that its own capital funds are insuffi- 
cient to maintain the volume of depos- 
its and loans. This situation should 
be met by an increase in capital funds 
or a reduction of the loan account. 
Banks should never borrow for any 
other purpose than to satisfy demands 
of a strictly seasonal nature. 


Merrxop anp RESULTS or ANALYSIS 


These tests were applied to the call 
statements of the fifty failed banks and 
the ratios charted. With the help of 
the absolute figures from the state- 
ments and information obtained from 
field work (locad gossip), a case history 
of each bank was traced back from the 
date of suspension to 1920. In addi- 
tion to charting the ratios, profile 
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charts were made showing the condi- 
tion of the bank in one composite pic- 
ture at various periods in the bank’s 
history, as follows: (1) as of February 
1920; (2) as of the call date preceding 
failure by two years; and (3) as of the 
date of failure. The profile charts used 
the above standard ratios and indi- 
cated any deviations from the norm by 
‘ bars, going to the left in case of poor 
performance and to the right in case 
of better than standard figures. An 
accumulation of bars on the left side 
of the chart as time went on indicated 


provides convincing evidence that the 
great majority of these unsuccessful 
institutions suffered from the same ail- 
ments. A tabulation of these ailments 
was made by listing the objective tests 
by which these ailments are measur- 
able, namely, the ratios, and by indi- 
cating the number of banks that were 
sick (or very sick) at the time of the 
first call statements, the date of sus- 
pension, and the date two years pre- 
ceding. 

The results of this tabulation are 
given below: 


CAUSES or THE SUSPENSION or Fiery Faruep Moinnesora State BANKS 








First Statement 
(February 1920) 


Number of Banks 





Two Years Statement at Date 
Before Failing of Suspension 
Number of Banks Number of Banks 


Main | Contributing) Main | Contributing) Main | Contributing 
Cause Cause Cause Cause 
Overextension of loan portfolios 
(a) Loans in excess of deposits........--: 9 3 
(b) Loans in excess of 60.per cent of de- 
DOM bob eeieia su wes wae ees ecas 47 47 
Insufficient secondary reserve 
(a) No secondary reserve... ....seeenes 35 46 
(b) Secondary reserve less than 20 percent} 50 50 
Insufficient primary reserve... ...eeeeeens 89 
Solvency ratio unsatisfactory..........0-. 17 
Banking house, furniture and fixtures ex- 
ceeding 3 per cent of deposits........... 
Other real estate... 2. ck eee eee eee eee 23 
Borrowed Money ......sssessseseersesaso 47 44 
(a) Not exceeding 3 per cent of deposits.. 6 5 
(b) Exceeding 3 per cent of deposits..... 41 39 


the approaching failure and its specific 
causes. 

After the analysis of the statements, 
a study of the bond portfolios was 
made to ascertain what classes of bonds 
were most responsible for the depreci- 
ation that occurred, whether or not the 
banks bought and sold their bonds 
at an inopportune time, and whether 
there was evidence that bond salesmen 
traded the banks out of,seasoned issues 
to put them into new offerings with 
higher yields and less security. 

A survey of the fifty failed banks 





The tabulation indicates that all 
banks failed for well-defined reasons 
that were the reflection of poor 
management methods. Overextended 
loan portfolios and no secondary re- 
serves, these two main evidences of 
faulty operating policies, are after all 
only the result of the same managerial 
sin. If more than 60 per cent, or even 


` more than 100 per cent of the deposits 


are advanced to customers, then, obvi- 
ously, no secondary reserve can be 
built up to maintain the bank in a 
liquid position. The fact that the 60 
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per cent limit has been exceeded is by 
itself probably an indication that the 
quality of loans leaves something to be 
desired. If the banker is unable to 
guage properly the liquidity require- 
ments of his own bank, if he is unable 
to say “No” when 60 per cent of his 
deposits are already tied up in local 
loans, one cannot help doubting his 
sagacity in regard to the liquidity of 
the loans granted. 


CONCLUSIONS 


To the contention, heard quite fre- 
quently today, that many banks dur- 
ing the last three years have suffered 
far greater losses from their bond hold- 
ings than from ther advances to 
customers (a statement which may or 
may not be correct), one can answer, 
these fifty banks failed because too 
high a percentage of their resources 
had been tied up in loans. Even if 
the failure of some of these banks can 
be attributed partly to losses suffered 
from the depreciation of the bond ac- 
count, no conclusion can be drawn 
that loans proved to be better than 
bonds. The fact that almost none of 
the bonds held by the fifty banks ever 
qualified for our requirements of a 
secondary reserve indicates that it was 
the buying of poor bonds, not the buy- 
ing of bonds in general, that caused the 
depreciation of the bank’s earning 
assets. 

The first definite recommendation 
based on the experience of these fifty 
banks is that through legislation or at 
least through the channels of supervi- 
sion, banks should be compelled to 
carry an approved secondary reserve 
equal to at least 20 per cent of their 
deposits. l 

The second definite recommenda- 
tion addresses itself not to the manage- 
ment of the banks but to the exam- 
iners. The great majority of the fifty 
banks were allowed to carry on their 


painful careers long after the need for 
a drastic overhauling of the existing 
practices should have been evident. 
There may obviously be two explana- 
tions for this laxity on the part of the 
supervising authorities: 

1. There is evidence (compare case 
above) that the examiners failed to 
recognize the fundamental defects in 
the bank’s management because their 
schooling in banking was not superior 
to that of the bankers they reported 
on. 
2. The examiners may have realized 
the precarious situation of the bank 
but they were hesitant to place before 
the management the alternative of a 
radical change in operating policies 
and an assessment if necessary, or the 
closing of tke institution. 

It is felt that the adoption of operat- 
ing standards as criteria for bank ex- 
amination would greatly facilitate the 
task of the supervising authorities. 
Such standards would help to over- 
come the often fatal “personal equa- 
tion.” 

These two recommendations are 
merely the most obvious conclusions 
from the analysis of the fifty failed 
Minnesota banks. They will have to 
be supplemented by several others 
that were reached from the experience 
of our general study of bank manage- 
ment, of which the analysis of the fifty 
banks was only a part. 


RECOMMENDATIONS 


The study of the causes of bank 
failures has suggested certain improve- 
ments upon existing conditions, both 
in regard to bank management and 
bank supervision. 


BANK MANAGEMENT 


Minimum capital requirements: An 
overwhelming evidence supports the 
contention zhat banks below a certain 
size cannot be expected to be success- 
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ful and thus represent secure deposi- 
tories for the funds of the public. 
Minimum capital requirements of 
$50,000 would eliminate the submar- 
ginal banks. 

Minimum requirements for the ratio 
of capital funds to deposits: As dis- 
cussed above, a bank’s capital should 
be deemed to have been impaired as 
soon as capital funds have fallen be- 
low 10 per cent of the bank’s liabilities 
(deposits and borrowed funds). In 
case of granting a charter for a new 
bank little opportunity presents itself 
to require a minimum ratio, because 
the amount of deposits to be received 
by the proposed institution is as yet 
an unknown quantity. Should an es- 
timate exist, however, the capital 
funds to be raised should amount to at 
least 1244 per cent of the estimated 
deposits. 

Minimum requirements for the 
primary reserve: The adequacy of the 
primary reserve depends very much on 
the nature of the deposits held by the 
. bank. As a general norm, however, 
we recommend the proposal of the 
Federal Reserve Board, namely, to 
base the cash-reserve requirements on 
the velocity of the turnover of the 
deposits. 

Minimum requirements for the sec- 
ondary reserve: Very emphatically we 
recommend the maintenance of a sec- 
ondary reserve of at least 20 per cent 
of the deposits. The composition of 
such secondary reserve as has already 
been discussed should be strictly ad- 
hered to. 

Minimum requirements for the loan 
account: The loan account should be 
managed with proper regard for the 
maintenance of diversification and 
turnover. The objective tests to be 
used have also been digcussed. 

Minimum requirements for the in- 
vestment account: The suitability of 
bonds for a bank’s portfolio might be 


determined by minimum ratios for 
average “fixed charges times earned 
during last ten years” and “working 
capital to funded debt.” 

Limitation on borrowing by bank 
officers and directors: The provisions 
of the Banking Act of 1933 appear 
satisfactory in regard to this point. 

Responsibility for the condition of 
the bank placed on its -directors: The 
present widespread habit of having our 
country banks run by a cashier while 
the officers and directors are “inac- 
tive” should be discouraged by the 
placing of full liability for losses to 
depositors on the latter. If a bank 
should prove to be too small to have 
an “active” officer, it should be made 
a mere agent of another bank. 

Quarterly publication of more de- 
tailed and truthful bank statements: 
An example of a bank statement that 
is readily understandable by the pub- 
lic at large and thus should foster con- 
fidence in the bank, is given by the 
First National Bank of Englewood, 
Illinois. 

Minimum experience and educa- 
tional requirements for bank officers: 
The trustee function of the banking 
business as the investor of the public’s 
money, and the considerable technical 
knowledge that is required for the suc- 
cessful management of a bank make it 
advisable to consider the establish- 
ment of an examination for qualifica- 
tion as banking officers. Such exam- 
ination should be comparable to the 
present method of admitting certified 
public accountants to the profession. 


BANE SUPERVISION 


Development and use of standard 
ratios: The development of standard 
ratios of banking operations should be 
pursued on a national as well as re- 
gional basis. These objective tests 
would provide definite criteria for the 
evaluation of a bank’s liquidity and 
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solvency and of the ability of its man- 
agement to meet adequately the ex- 
isting conditions. 

Capital impairment: In case of capi- 
tal impairment an assessment should 
be levied or the bank should be closed 
for the purpose of liquidation or of sale 
to a stronger institution. The present 
practice of permitting banks to bor- 
row heavily and to remain open makes 
them a trap for unwary depositors. 

Elimination of doubtful assets: The 
examiners should insist on immediate 
elimination of doubtful assets instead 
of relying on the management’s hope 
for possible appreciation. 

Removal of oficers: The authorities 
should have the right to remove offi- 
cers that are found to be objectionable, 
be it on account of having purposely 
violated banking laws or be it on ac- 
count of obvious lack of competency. 


Compensation of examiners: Exam- 
iners should be paid salaries equivalent 
to the remuneration received by re- 
sponsible bank officers. Only in this 
way will it be possible to secure mature 
and competent examiners who com- 
mand the raspect of the bankers and 
whose advice will therefore carry 
weight. : As long as bank officers are 
paid substantially better than exam- 
iners, the temptation exists for the ex- 
aminers to “play ball” with certain 
banks in the hope of an offer of a posi- 
tion, even in spite of the present safe- 
guards against this practice. 

Removai of examiners: The failure 
of a bank should be sufficient cause for 
the discharge of an examiner for not 
having taken the necessary steps in 
due time to remedy the situation or to 


have the authorities liquidate or sell 
the bank. 


Dr. Robert Weidenhammer is assistant professor 
of economics at the University of Minnesota. In 
1930-31 he was connected with the New York Office 
of The Foreman-State Corporation, the investment 
affiliate of The Foreman-State National Bank of 
Chicago, which failed in June 1931. For the last 
two years he was in charge of a “Banking Survey” 
conducted by the Unwersity of Minnesota through 
tts Employment Stabilization Institute. During the 
summer of 1983 he was retained by Harold E. Wood 
& Company, investment bankers in St. Paul. 


Safeguarding the Depositor 
By T. Bruce Rose 


HE guaranty of bank deposits as 

found in the Banking Act of 1933 
may become the world’s classic exam- 
ple of the violent extremes through 
, which public opinion can oscillate. At 
the beginning of 1933 every state bank 
guaranty law was dead: the break- 
down had been complete. Scarcely 
any one attempted to defend the de- 
parted mstitution, and its opponents 
insisted on burying the putrid carcass 
under a mountain of scorn. It would 
be difficult to find in human annals a 
more discredited experiment. Yet at 
the moment when the eclipse seemed 
most complete, a Federal bank guar- 
anty law was placed upon the statute 
books amid widespread acclaim and 
feeble opposition. In the bewilder- 
ment incident to such kaleidoscopic 
changes in public feeling, the dangers 
involved in any appraisal of this legis- 
lation are patent. 

The guaranty of bank deposits in its 
present general form dates back to the 
Populist movement of forty years ago. 
Then, as now, it was the direct result 
of a concentration of bank failures. 
Rising prices, general prosperity, and 
an absence of bank failures at the turn 
of the century caused the agitation for 
- such legislation to subside for the time 
being. To the man in the street the 
panic of 1907 seemed nothing but the 
result of a temporary loss of confidence, 
and the guaranty of bank deposits was 
the obvious remedy. Eight states— 
Oklahoma, Texas, Kansas,’ Nebraska, 
South Dakota, North Dakota, Wash- 
ington, and Mississippi—passed guar- 
anty laws under the “stimulus of the 
1907 episode. Then followed a decade 
of further rising prices, culminating in 
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the great inflation incident to war ac- 
tivity, increased gold holdings, and the 
radical reduction in reserve require- 
ments of the Federal Reserve System. 
This first decade was the fair-weather 
test of the guaranty laws. Prices rose, 
bank deposits increased wonderfully, 
and profit margins of both the banks 
and their customers widened. Under 
such conditions bank failures were of 
little consequence, and the guaranty 
laws a complete success. 

It was the backwash from this great 
inflation that wiped out the guaranty 
laws. This inflation “established a 
level of values which as people became 
accustomed to it seemed to be real and 
permanent, and a great volume of in- 
debtedness was created upon the basis 
of those values. When it turned out 
they were inflated, the decline in prices 
and in property and investment values 
left the new indebtedness without ade- 
quate support.” 1 The bank failures 
followed in the wake of the great defla- 
tion, and the obituary of the state 
guaranty laws, in brief, is the story of 
this short period of license and revelry 
with its inevitable day of reckoning. 


OpsectrivEs or BANK GUARANTY 


The guaranty of bank deposits has a 
dual purpose: one is to protect the de- 
positor who leaves his funds with the 
bank; the other is to give greater sta- 
bility to bank credit and deposit cur- 
rency. These two functions cannot be 
separated, as the recent breakdown of 
bank credit very well shows. A com- 
mercial bank holds itself out as a pub- 
lic depository; its success in large part 


1The National City Bank Letter, March 
1933. 
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depends upon its ability to reach out 
and attract, through the influence of 
its officers and friends, the communi- 
ty’s cash funds that are temporarily 
idle. Because of the use of bank 
checks the deposit and withdrawal of 
funds tend in normal times to be off- 
setting transactions, if not for the 
individual bank, certainly through 
the clearance of checks for the bank- 
ing system. Since the community’s 
cash deposits thus tend to remain con- 
stant, these funds play an important 
part in the process of bank-credit 
expansion. 

Confronted with such a situation, a 
bank is enabled to make advances to 
its customers, placing the amount to 
their credit on its books. The use of 
bank checks again makes the with- 
drawal of these deposits created by 
loans largely a system of offsetting 
transactions for the banking system as 
a whole. The.deposit of cash funds 
and the checking system thus greatly 
enlarge the ability of the banking sys- 
tem to create bank credit. ‘The bank 
checks drawn against these deposits of 
all kinds transact in normal times 
probably 90 per cent of the business of 
the country. Deposit currency there- 
fore is our real medium of exchange, 
and its stability is consequently a mat- 
ter of transcendent importance. The 
point we wish to emphasize is the close 
relation existing between the commu- 
nity’s deposit of cash funds in the 
banks and the system of bank credit 
which, represented by bank checks, 
has become the real currency of the 
country. | 

Our recent banking experience illus- 
trates the dangers of the situation we 
have developed in this country. The 
public has been deeply impressed with 
two things regarding the banking sys- 
tem: one Is the appalling loss to depos- 
itors of failed banks; the other is the 
mability or the unwillingness of banks 
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to extend credit to what are claimed to 
be deserving borrowers. 


HAZARDS TO THE MEDIUM 
or EXCHANGE 


Let us examine the train of events 
leading to this situation. The banks 
entered the depression with a volume 
of loans and investments based upon 
what is now commonly believed to 
have been an inflated price level. 
When the decline in prices picked up 
new momentum after the summer of 
1929, the volume of credit necessary to 
finance a given physical volume of 
business decreased correspondingly. 
The fall in prices not only permitted 
a smaller volume of credit in use by 
solvent firms, but also, by reducing 
property values and prospective prof- 
its, greatly narrowed the credit base 
and brought about forced liquidation. 
Forced liquidation initiated further 
liquidation until a point was reached 
where the equity of stockholders in 
many banks was more than wiped out, 
and wholesale bank failures caused de- 
positors to take fright. The growing 
inability of banks to liquidate out- 
standing loans and investments greatly 
crippled them in extending new credit 
to worthy borrowers, and the whole- 
sale withdrawal of cash funds by the 
public removed the very base upon 
which the inverted pyramid of bank 
credit rested. 

Between 1930 and 1933 the total 
bank deposits of the country declined 
approximately sixteen billion dollars, 
or more than 25 per cent. In the same 
time the velocity of the deposit cur- 
rency represented by these bank de- 
posits declined sharply. These figures 
show vividly the violent fluctuations to 
which this medium of exchange is sub- 
ject. These hagards to our medium of 
exchange are particularly marked in 
this country, for so-called free banking 
has given us a decentralized system 
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of unit banks with its accompanying 
curse of bank failures, and the Ameri- 
can people have been foremost in de- 
veloping deposit banking and the bank 
check as a substitute for other forms 
of ‘currency. 

Such is the situation to which it is 
claimed the guaranty of bank deposits 
has much to contribute. It is claimed 


that an effective guaranty would re-. 


store to the banks much of the cash 
funds that has been withdrawn and 
hoarded. With these funds back in 
the banks and the frayed nerves of the 
depositing public once more restored 
to health, it is felt that the remaining 
banks would soon lose their liquidity 
complex, return to normal lending 
_ operations, and in so doing rebuild, in 
part at least, our former system of bank 
credit. 


FACTORS IN STATE GUARANTY FAILURE 


Before considering the nature of the 
new law and the probable results of its 
operation, surely something more must 
be said regarding the defunct state 
guaranty systems. The humiliating 
failures of these state bank guaranty 
laws certainly create a presumption 
against the new law. Here was an ex- 
periment on a large scale, and we wish 
to know more definitely what was 
attempted and why the experiment 
failed. 

For the key to the bank guaranty 
debacle, the most important thing to 
remember is that the scheme was es- 
sentially a matter of insurance. Inno 
sense was there any guaranty by the 
state. On the contrary, it was an in- 
surance arrangement, under political 
control, in most cases compylsory, im- 
posed upon the banks by thestate. In 
any matter of insurance the nature of 
the hazard insured, itseontrol, and the 
concentration of risk are the prime fac- 
tors involved. These things caused 
the downfall of the guaranty laws. 


Excessive number of banks ' 


The first quarter of the present cen- 
tury was a period of rapid growth in 
the number of state banks in the West 
Central states. . The situation in Ne- 
braska was typical. In 1910 there 
were 664 State banks in that State, 
but by 1920 this number had increased 
to 1,012. At that time the responsible 
officials of that State had no power 
to deny a charter to any group of 
would-be bankers. The result was an 
absurd multiplication of banks. In 
one state with a guaranty law, not 
Nebraska, it is said on high authority 
that where bankers showed antagonism 
to the new political thought the poli- 
ticians hazed them by imspiring and 
assisting others to organize new banks 
in theircommunities. ‘This mushroom 
growth of new banks certainly repre- 
sented free banking gone to seed, and 
it was the hazard created by this folly 
over which the guaranty laws threw a 
blanket insurance. 


Incompetent bank management 


Equally important with the exces- 
sive number of banks was the weak- 
ness in management. No serious ef- 
fort could be made to select competent 
management for this multitude of new 
banks, for a trained bank management 
In any genuine sense did not exist. 
The managing officers were recruited 
from retired farmers or business men 
of means who had an ambition to be 
“bankers.” In the main, these men 
were persons of ability and integrity, 
but they were entirely innocent of the 
instincts of the profession that had 
come down through centuries of bank- 
ing in older countries. Many of these 
men had little realization of the fact 
that a bank’s first obligation is to its 
depositors, or of the cognate rule that 
the borrower, not the bank, should 
carry the hazards of business. A 
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The dangers inherent in this inex- 
' perienced and incompetent manage- 
ment were accentuated by the exces- 
sive and often cutthroat competition 
resulting from the superfluity of banks. 
Five per cent was commonly paid for 
time deposits, and loans grossly lack- 
ing in security were made through fear 
that the business would be lost to a 
competitor. 

One of the great curses of a decen- 
tralized system of unit banks as devel- 
oped in this country is the opportunity 
it affords to men of affairs to enter 
the banking business and use the com- 
_ munity’s deposits to lubricate their 
private ventures. No man can suc- 
cessfully serve two masters, and the 
spectacle of a banker in the rôle of a 
credit man making loans to his own 
enterprises is grotesque. The period 
of rapid growth in the number of banks 
was especially productive of this type 
of banker. It was a period of rising 
prices and speculative excesses,and the 
banking business was disgraced by 
bankers who were using their institu- 
tions to finance their own mercantile 
operations or the tenants on their 
farms, or as a dumping ground for the 
paper collected by their automobile 
agencies or that growing out of their 
cattle transactions. Almost without 
exception, the losses following in the 
train of this kind of banking were ap- 
palling. 


Banking laws unenforced 


In addition to the overproduction of 
banks and their incompetent manage- 
ment, the next most important factor 
increasing the hazard of bank failures 
was the lax enforcement of the banking 
laws. Asa general rule the states that 
provided for the guaranty of bank de- 
posits had excellent banking laws, but 
the experience demonstrates beyond 
cavil that it is the enforcement of a 
law, not its excellence, that is of prime 


importance. In 1930 the State of Ne- 
braska provided one hundred and fifty 
thousand dollars for an audit of failed 
banks. One hundred and sixteen de- 
funct.institutions were selected as typi- 
cal, and their records were audited by 
competent accountants. These audits 
furnish a wealth of information on the 
state supervision of banks. 

The state law placed a rigid limi- 
tation on tae real-estate holdings of 
banks. This is the way it worked. 
The trouble invariably started with an 
unsecured Ican. When the loan began 
to go sour, the banker took a second 
mortgage on real estate and often 
deemed it wise to assume the first 
mortgage. This process was repeated, 
and when the bank started to foreclose, 
it soon found itself loaded to the gun- 
wales with real estate. 

The amotnt that can be lent to any 
one person is limited to 20 per cent of 
the capital and surplus of the bank. 
This is a liberal figure, as the corre- 
sponding limit for national banks is 10 
per cent; yet there was scarcely a bank 
among those audited that did not vio- 
late this rule—many of them flagrantly 
and brazenly. - These violations were 
faithfully reported by the bank exam- 
iners and czlled forth warning letters 
from the bureau of banking, but in- 
variably the offending banks ignored 
them. The losses sustained on these 
excess loans and real-estate holdings 
were almost unbelievable. 

These audits show that banks oper- 
ated for years with inadequate reserves 
-~often for long periods of time with 
less than one half that stipulated by 
law. There were cases where banks 
remained open for two years after the 
bank exanimers reported they were 
hopelessly insolvent. There is no in- 
tention of singling out Nebraska as a 
special sinner in this respect; on the 
contrary, conditions in that State were 
probably above’ the average. This 
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certainly was true of the early pe- 
riod of the operation of the guaranty 
law. These facts are pointed out, 
rather, to show.a situation that pre- 
vailed generally——-a condition that had 
a profound bearing on the risk insured 
by the guaranty laws. 

We have said that the nature of the 
hazard is of prime importance in any 
matter of insurance. The preceding 
paragraphs will serve to give a general 
view of the nature of the banks whose 
deposits were insured. But there were 
other grave difficulties from an insur- 
ance standpoint. A state guaranty 
Jaw fences in a restricted district where- 
in people make their living largely by 
raising some crop such as corn, wheat, 
„or cotton. Crop failures or falling 
prices render such communities pros- 
trate, causing a great concentration of 
loss. In addition to this, when busi- 
ness depression settles over the coun- 
try, these small, poorly managed, finan- 
cially weak, isolated, unit banks die 
off like flies. Concentration of risk— 
known. in fire insurance as the confla- 
gration hazard—has wrecked many an 
insurance program, and it was con- 
centration of loss due’to lack of eco- 
' nomic diversification and the depres- 
sion phase of the business cycle that 
proved the undoing of the guaranty 
laws. i 


FEATURES OF FEDERAL GUARANTY LAW 


With this explanation of the down- 
fall of the state guaranty systems, we 
may turn our attention to the Federal 
statute. This law provides for tempo- 
rary insurance to the extent of $2,500 
on any account between January 1 and 
July 1, 1934, unless an earlier date is 
fixed by the President. Solvent na- 
tional banks must and state banks may 
operate under this teņpporary arrange- 
ment. After July 1, 1934, state banks 
not members of the Federal Reserve 
System may, by complying with the 
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permanent features of the law, con- 
tinue to insure their deposits until July 
1, 1936. After this latter date, state 
banks must be members of the Federal 
Reserve System to operate under the 
law. Banks insuring their deposits be- 
tween January 1 and July 1, 1934, are 
required to pay into the Temporary 
Federal Deposit Insurance Fund one 
half of one per cent of their deposits 
eligible for insurance, and, should this 
fund prove inadequate to meet losses, 
additional similar assessments in this 
period are limited to one. 

The permanent features of the law 
go into operation July 1, 1934, unless 
an earlier date is designated. ‘The ma- 
chinery for carrying this insurance into 
effect is the Federal Deposit Insurance 
Corporation, a corporation whose man- 
agement is vested in a board of direc- 
tors consisting of the Comptroller of 
the Currency and two persons ap- 
pointed by the President of the United 
States. The capital stock is held by 
three parties—the United States to the 
extent of $150,000,000, the Federal Re- 
serve Banks in an amount equal to one 
half of the surplus of each bank on 
January 1, 1933, and member banks to 
the extent of one half of one per cent 
of their total deposit liabilities. 

The capital stock is of two classes— 
Class A and Class B. Class A is held 
by banks whose deposits are insured, 
and Class B by the Federal Reserve 
Banks. While stock certificates are 
not issued to the United States, its sub- 
scription is on the same basis as that 
of Class A stockholders. Class A stock 
has no voting power but is entitled to 
cumulative dividends. Although not 
stated, the inference might be that 
Class B stock has voting power, but 
the value of such voting privilege would 
seem questionable, since the board of 
directors is already provided for. 

The following claims arising out of 
a “deposit liability” are insured: 100 
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per cent of the amount not exceeding 
$10,000; 75 per-cent of the amount be- 
tween $10,000 and $50,000; and 50 
per cent of the amount that exceeds 
$50,000. In the event of a bank fail- 
ure, the Federal Deposit Insurance 
Corporation will organize a new na- 
tional bank with limited banking privi- 
leges to liquidate the defunct institu- 
tion. 

The funds to meet losses are pro- 
vided by the law as follows: 


Whenever the net debit balance of the 
deposit insurance account of the Corpora- 
tion shall equal or exceed one fourth of one 
per centum of the total deposit liabilities 
of all Class A stockholders as of the date 
of the last preceding call report, the Cor- 
poration shall levy upon such stockholders 
an assessment equal to one fourth of one 
per centum of their total deposit habilities. 


As we understand this language, 
there is no limit to the demands that 
may be made in a given period upon 
banks in the event of excessive losses. 
The absence of such a safeguard must 
be an oversight, for in the case of the 
state guaranty laws it was early dis- 
covered that limits were imperative. 
The Federal Deposit Insurance Corpo- 
ration is empowered to issue its obliga- 
tions not to exceed at any one time 
three times its capital stock. 


IMMEDIATE EFFECTS or New Law 


Such, in brief, are the salient features 
of the new legislation. What may be 
expected of it? There can be little 
doubt that it was the concentration of 
bank failures and the banking crisis 
that placed the law on the statute 
books. Asan emergency measure will 
it restore confidence in banks, release 
hoarded money, stimulate the expan- 
sion of bank credit, and in so doing 
play an important part in business re- 
covery? 

There is no indication that the Presi- 
dent will put the insurance into effect 


before January 1, 1934. Even then it 
will be compulsory on less than 40 per 
cent of the banks, and involve less than 
60 per cent of the country’s deposits. 
While public opinion may tend to force 
most of the non-member banks under 
the law, ultimately this will necessitate 
membership in the Federal Reserve 
System, and banks may be expected to 
make haste slowly. The prestige of 
most of the banks that will first operate 
under the law is already such that the 
insurance feature may have little ef- 
ficacy in attracting deposits. To be 
sure, old depositors of noninsured 
banks may to a certain extent deposit 
their hoardings in insured ones, but 
this will not help the noninsured banks. 

Undoubtedly the power of a guar- 
anty law to attract deposits has been 
greatly exaggerated. Furthermore, in 
the states that had guaranty laws, the 
people who had their fingers worst 
burnt with bank failures are those who 
patronized “guaranteed” banks. For 
the most part they are thoroughly dis- 
illusioned, and it will take time to re- 
store their faith. As an emergency 
measure in business recovery, there- 
fore, this law is quite sure to be slow 
on its hinges. 


Remote Hrrects oF New Law 


The more permanent aspects of the 
law are of greater importance. What 
better chances has this undertaking to 
succeed than its defunct forebears? A 
number of things are in its favor. 
Covering the entire country, a much 
better diversification of economic ac- 
tivity is secured. Furthermore, if the 
insurance is restricted to the present 
membership of the Federal Reserve 
System, an infinitely better class of 
risks will be underwritten than was the 
case with any staje guaranty law. . 

But it is highly probable that all 
state banks may feel the necessity of 
operating under ‘the law. Herein is 
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the danger. If these state banks were 
slowly absorbed by the Federal Re- 
serveSystem over a considerable period 
of years, the outlook would be much 
less foreboding. But this is not likely 
to be the case; on the contrary, the 
argument will be used that an emer- 
gency exists and that time is of the 
essence. To be sure, the law provides 
for examinations, but even Governor 
Haskell, in his haste to get the Okla- 
homa law into operation in order to 
make a demonstration before the Presi- 
dential election of 1908, examined the 
banks. A blanket insurance thrown 
over all state banks may succeed for 
a time, but unless there is a new deal 
in state banking, periods of great liqui- 
dation are almost sure to bring a con- 
centration of loss that will shake such 
an imsurance enterprise to its founda- 
tion. 

One matter closely tied up with the 
future of this experiment is the course 
of economic affairs. The period of in- 
flation that continued in this country 
for a decade after the close of the war 
was one of the greatest in human 
experience. ‘The inevitable backwash 
from this inflation overwhelmed the 
state guaranty laws. So great and 
protracted has been the crucifying tor- 
ture of this deflation that the American 
people in sheer desperation have sought 
escape through currency debasement. 
Having once found relief through the 
anesthesia of inflation, who knows but 
that the future may be marked by even 
greater economic instability? Should 
such be the issue, the odds against this 
new guaranty experiment will be corre- 
spondingly lengthened. 

Certain inequitable features of the 
law may be expected to affect pro- 
foundly its operation. An outstand- 
ing lesson taught by the banking deba- 
cle is the overwhelming losses resulting 
from failure of small banks. While 
there have been isolated cases of large 


banks in difficulty, the great loss to the 
American public has come through the 
failure of the smaller banks. One of 
the most basic things in insurance is 
that the amount of the premium must 
be governed by the hazard; and yet 
this so-called insurance law requires 
the large city banks—many of them in 
no more danger of failure than the 
“Big Five” of London—to pay the 
same premium as the small bank that 
has lived and died and in so doing 
milked the depositor of his money. 

But this is only part of the story. 
In the small bank almost 100 per cent 
of its deposits will be insured, while in 
the very large one only a fraction over 
50 per cent will be protected; yet the 
large bank pays a premium based not 
upon the amount of its deposits cov- 
ered by the insurance but upon its total 
deposit liabilities. 

The ethics of the ‘matter aside, 
such exploitation is bad public policy. 
When it comes to banks, our great 
problem is the separation of the sheep 
from the goats. If every bank paid 
for deposit insurance according to the 
hazard the depositor runs in that par- 
ticular bank, the bank would be penal- 
ized that should be penalized; yet this 
law requires the bank that has earned 
a right to survive to subsidize the one 
that public welfare demands should 
perish. 

With such exploitation of the large 
and strong banks, little imagination is 
required to realize what will happen 
in the event of heavy losses. ‘These 
banks will simply secede from the Fed- 
eral Reserve System. The banking 
laws of the states concerned are almost 
sure to provide a haven of refuge. 
Since the Federal Reserve Bank of New 
York is the dog and the remainder of 
the system the tail, the New York 
banks have it in their power virtually 
to wreck the Federal Reserve System. 
No doubt an angry yet frightened Con- 
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gress would react to such a situation 
with rapidly shifting emotions; ‘yet ex- 
actly the same thing happened under 
the state guaranty laws when the bet- 
ter state banks sought an asylum in the 
national banking system. 


Ars Bank DEPOSITS INSURABLE? 
There remains to consider the pro- 


priety of insuring bank deposits. He | 


must be blind indeed who does not 
sense the deep feeling this question has 
aroused. Whyshould this beso? Un- 
der the free banking principle, the 
American people have developed a 
decentralized system of unit banks. 
From the standpoint of the safety of 
the depositor it has proved to be one 
of the worst systems possible, and un- 
der the stimulus of these losses there 
has been, over the years, increasing 
state interference to protect the public 
interest. But stricter banking codes 
and more elaborate supervision seem 
to have availed little. This is the great 
age of insurance. We insure every- 
thing from the most serious in life to 
the most trivial. , The moralist teaches 
the duty of insurance, and the business 
man will tell you it is good business. 
Why not insure bank deposits? It 
seems the most natural thing in the 
world that the insurance principle 
should be applied to this hazard. 
Wherein is the sacrilege? 
Insurance is not necessarily a benefi- 
cent institution; on the contrary, it 
may represent sheer exploitation. The 
increasing use of the insurance prin- 
ciple owes much to the fact that this 
service has been offered on a voluntary 
basis, under a condition where free 
competition tends to promote equity 
among policyholders and efficiency in 
the administration of funds. Probably 
the thing, about bank guaranty most 
- dreaded by the better class of banker 
is the fact that it is a compulsory ar- 
rangement under political control. It 
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is forced upon the bank by a public 
that is little interested in equity among 
banks. In a field where risks are no- 
torious for their wide variation, all 
banks pay the same rate; and under a 
law where only a fraction of the de- 
posits of the larger banks are insured, 
this further causes the premium to lose 
all touch with the risk. _ 

It must be admitted that it is a new 
doctrine in insurance that the premium 
shall be based not upon the hazard but 
upon the ability of the policyholder to 
pay. In addition to this, the banks 
that foot the bill are helpless in con- 
trolling the hazard, for the chartering 
of new banks and their regulation are 
under political control. The banks un- 
derstood better than any one else the 
folly of the absurd multiplication 
of poorly managed, financially weak 
banks in a period of inflation; yet when 
they protested, the cry of “bank mo- 
nopoly” was raised. 

Care should be taken not to Jump to 
the conclusion that bank deposits can- . 
not be insured. Surely no one doubts 
that a private Insurance company by 
selecting its risks could successfully in- 
sure bank deposits. If such a com- 
pany were ultra-conservative, it might 
operate for centuries without a single 
loss. Moreover, risks would be rated 
as in other forms of insurance and a 
degree of fairness preserved among 
banks. But voluntary insurance of 
this kind would not in the past have 
protected the public from bank fail- 
ures, for no responsible insurance com- 
pany would accept, except at prohib- 
itive rates, many of the risks that were 
chartered and operated under the name 
of banks. 


Tus Morar HAZARD 


Next in imporfance to the feeling of 
the injustice of this insurance is the 
contention that it stimulates reckless 
banking. The claim is made that by 
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reducing all banks to the same level, 
conservative banking loses its drawing 
power as a deposit-getter, and a pre- 
mium is thus placed upon unsound 
banking. 

It must be remembered that before 
a depositor of a failed bank loses a cent 
the banker loses his reputation, he loses 
his investment in the enterprise, and 


he must face his double liability. Care 


should be taken, therefore, in assum- 
ing cavalierly that this insurance re- 
moves every motive for sound bank- 
ing. There has been much pointing of 
the finger at the state guaranty laws as 
the cause of bank failures, but this is 
far from proved. Iowa had no guar- 
anty law. If anything, that State 
was more solid economically than Ne- 
braska, yet its banking situation was 
not a whit better than that of the lat- 
ter State. And as for the mania for 
granting bank charters, that folly cer- 
tainly was not confined to the guar- 
anty states. ' 

But assuming that this insurance 
tends to relax the vigilance of the 
banker, is this condition more difficult 
to control than in other lines of in- 
surance? If people could insure their 
property to any amount and then ap- 
ply the torch and collect the face value 
of their insurance policies, there can be 
little doubt that fire insurance long 
ago would have degenerated into the 
world’s greatest swindle. So success- 
ful have been the efforts to control this 
moral hazard that no one contends 
that fire insurance should be done 
away with simply because it still is 


subject to a certain amount of exploi- 
tation. If there is a real demand for 
bank-deposit insurance, does any one 
seriously believe that adequate safe- 
guards cannot be devised to control the 
moral hazard this insurance may fos- 
ter? ` 


PRINCIPLE SoUND—APPLICATION 
Poor 


The conclusion must be, therefore, 
that there is nothing unusual about 
bank deposits that places them beyond 
the pale of the insurance principle. 
The difficulty has been rather in the 
incredible crudeness of the attempts to 
apply this principle. In fact, the peo- 
ple responsible for the state guaranty 
laws had little realization that they 
were dealing with a matter of insur- 
ance, and certainly scant use was made 
of the knowledge accumulated through 
centuries of insurance experience in 
other fields. A compulsory system 
swept every type of risk within its 
folds, and a one-price policy forced the 
good bank to subsidize the poor one. 
Not content with “this deed without 
a name,” thepublic conceived the fatu- 
ous notion that what this country 
needed was easy credit and a bank at 
every crossroads. 

The guaranty laws were founded on 
the theory that the banks should pay 
for this folly, not the public who were 
responsible for it. Little wonder that 
the hearts of thoughtful people who 
witnessed the crucifixion of competent 
bankers under the state guaranty laws 
still burn. 
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The Functions of the Investment Banker 
By W. H. STEINER 


N THE broad sense of the term, in- 
vestment banking concerns itself 
withraising relatively permanent funds 
for business undertakings to use as 
fixed and working capital, for govern- 
ments which desire to undertake proj- 
ects requiring an expenditure in excess 
of their current revenues, and for the 
purchase and improvement of real es- 
tate. In each case, the borrower gen- 
erally requires large sums at a particu- 
lar time, while the community’s funds 
tend to be widely distributed, each in- 
dividual holding a sum greatly inferior 
to that needed by any but the smallest 
borrowers. A mechanism is needed to 
bridge the gap, and investment bank- 
ing provides this. 

In the narrow sense of the term, the 
investment banker is the specific inter- 
mediary introduced between buyers 
and sellers of securities in the invest- 
ment or capital market. Objectively 
viewed, he acts as a merchant in securi- 
ties, selling as rapidly as possible in 
varying amounts to other financial in- 
stitutions or individual investors the 
securities he has bought in large blocks 
from borrowers. Functionally viewed, 
he thus acts as a channel through which 
savings flow into the permanent capital 
resources of business undertakings, for 
which he raises capital. 


CLASSES oF BANKERS 


Classified on the basis of operations 
they undertake, several types of in- 
vestment banker are commonly recog- 
nized. First, wholesalers with vast 
financial resources undertake large op- 
erations. Houses such as J. P. Mor- 
gan and Company originate security 
issues, which they pass on to other 


houses having retail facilities. , So also 
do some public utility engineering 
managements. Second, “large retail- 
ers,” despite their name, originate as 
well as distribute securities, and also 
participate in the distribution of secu- 
rities originated by other houses. Lo- 
cated in the larger centers, they often 
have branches covering a wide terri- 
tory. Many of them are known as 
specialists in fields with which they are 
especially familiar, although they do 
not confine zheir operations entirely to 
those classes of issues. Third, “deal- 
ers” or small retailers located in both 
large and small centers merely origi- 
nate small local issues, and largely, if 
not entirely, obtain the securities they 
sell from others. 

Equally important is grouping ac- 
cording to structure. Independent 
houses are organized both as partner- 
ships and (especially the newer ones) 
as general business corporations. To 
be contrasted with them are invest- 
ment departments of stockbrokers, 
bond depar-ments of banks and trust 
companies, and bank security affiliates. 

Such combination of classes of busi- 
ness has been increasingly questioned. 
It was widely rumored in the summer 
of 1933 that the New York Stock Ex- 
change was considering requiring mem- 
bers to elect one of several classes of 


business and confine themselves to 
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their chosen field. In other words, a 
member engaging in investment bank- 
ing, e.g., would not be permitted to act 
at the same time as a commission 
broker or as a specialist. The case in 
favor of separatjon lies in the fact that 
stock brokerage and investment bank- 
ing serve different classes of clients 
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with different views, as wel! as in the 
fact that brokers’ insolvercies have 
often arisen out of efforts tc maintain 
markets on issues handled by their in- 
vestment banking departments. Such 
separation would appear to possess dis- 
tinct advantages. 

The Banking Act of 1933 has pro- 
vided for the divorce of investment 
from commercial banking. Fcr years 
banks had built up their investment 
activities, those of the naticnal banks 
being clarified bythe McFzdcen Act 
of 1927. Some had relied upoan bond 
departments, but others had organ- 
izec. affiliates to supersede their bond 
departments. The advantege to the 
bank in conducting an invest nent busi- 


ness lies in the fact that securities may. 


be obtained from as well as sold to the 
bank’s clientele at but moderate addi- 
tioral expense—an importart factor in 
the decade of the twenties, when com- 
mercial loans declined to a ‘ow figure. 
The affiliate possesses certa n marked 
advantages—absence of legal restric- 
tiors to which a bond department is 
subject, ability to establish branches, 
and some simplification of technical 
operation. And from the community’s 
point of view, through commercial 
bank participation greater funds may 
be made available for the investment 
banking business, and great2r respon- 
sibility may exist in its conduct. 
Whether, however, greater sill results 
in carrying on these operaticns is open 
to question, in view both of tie poor 
record of commercial banks 11 handling 
ther own bond accounts ard of their 
record in actually conducting the busi- 
ness. 

Combination of the two classes of 
business, however, possesses. outstand- 
ing disadvantages. These rave been 
as pronounced in adversity as the ad- 
vantages were in frospezity. The 
bank assumes responsibility in its cus- 
tomer’s eyes for the securities which it 


sells, and it may also have to absorb 

them into its own investment portfolio 

in case they do not sell readily. 

Affiliates present the same difficul- 
ties and several others as well. Their 
broader powers may induce greater 
recklessness than the bank itself, or 
any Independent investment banking 
house which had no special access to 
bank funds, would be guilty of. Hence 
the movement by state bank super- 
visors for some years prior to 1929 to 
examine security affiliates as well as 
banks, and their desire for legal 
authorization of such examinations. 
Subsequent to 1929, the objections to 
affiliates bore great weight. The af- 
filiates themselves were useless as the 
investment market dried up, and even 
worse than useless in that they re- 
minded depositors of past mistakes. 
Hence banks began to retrace their 
steps, and dissolved their affiliates or 
resold their securities business. 

The Banking Act of 1933 completed 
the process. Applicable provisions are 
threefold: 

1. Dealing in investment securities 
by national banks is confined to 
purchasing such securities with- 
out recourse, solely upon the 
order and for the account of cus- 
tomers. 

. Member banks are required to 
divorce themselves from any in- 
vestment banking affiliate within 
one year after the passage of the 
Act. 

3. Receipt of deposits by investment 

bankers is forbidden. 

Basically, the organization of Amer- 
ican investment banking, relying as it 
does upon the independent investment 
banker, 1s related to the general struc- 
ture of American banking. Dealers 
and salesmen have been needed be- 
cause the small unit bank has tended 
largely to keep out of the securities 
business, whereas in France and Ger- 
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many, well articulated systems of 
branch banking have permitted per- 
sonal contact between client and bank 
without the intervention of a salesman. 
In the United States, contact of com- 
mercial banks with investment bank- 
ing has centered instead around loans 
by the former to the latter to finance 
distribution of security issues. The at- 
tempt at closer coérdination has proved 
abortive, and, despite the widespread 
reduction in the number of small unit 
banks, we have gone back to our earlier 
investment banking methods. But 
this per se may perpetuate the evil of 
an unstable and rapidly shifting invest- 
ment banking community. 


Basic SERVICES 


Investment banking procedure has 
been somewhat unsettled by the Se- 
curities Act of 1933. Various modifi- 
cations have been tried, but without 
general acceptance. On the whole, 
however, the process of supplying cap- 
ital must involve three major phases: 
(1) purchasing or selection—investiga- 
tion and analysis; (2) underwriting or 
risk assumption and fund provision; 
and (3) selling or distribution. 

The selective function of the invest- 
ment banker has important social ef- 
fects. By purchasing certain issues 
and rejecting others, he extends or 
withholds credit. Holding the purse 
strings, he is able to determine the 
directions which economic activity 
shall take. He favors certain indus- 
tries and certain concerns, while he dis- 
courages others. Hehas therefore been 
termed by Dewing the “entrepreneur 
of entrepreneurs.” Viewed in another 
manner, he thus mfluences the general 
standards of business operation, evalu- 
ating past practices and setting those 
to be followed in future if the loan is 
to be made. 

It is essential that the investment 
banker perform this function wisely. 
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He should separate the economically 
justifiable undertakings from those the 
success of which is more problematical. 
He should exercise sound judgment 
and extend credit for productive, not 
for wasteful purposes. In fact, he 
should go even further and direct the 
flow of the limited capital fund which 
society has available in the most ad- 
vantageous manner. To do this prop- 
erly, he should possess keen apprecia- 
tion of the 3ocial and economic needs 
of the community and their effects 
upon the business enterprises he con- 
siders. 

Despite the investment banker’s 
heavy-responsibility, his mistakes have 
been frequent. Immediate personal 
profit, ratherthan ultimate public serv- 
ice, has too often been the guide. He 
has looked to the fees he could receive, 
not to the economic justification for 
theissues: Thus he has financed weak 
concerns and has granted them exces- 
sive funds. He has tended to finance 
them in “boom” times, providing cap- 
ital structures which adversity can- 
not suppor:. Not only has he been 
guilty of poor credit work in his se- 
lection of borrowers, but he has 
tended to “overdo” good markets in 
which buyers are eager for securities. 
Ideally, he should merely anticipate 
the volum2 of free savings avail- 
able, and make intelligent selection of — 
the most promising applicants. Prac- 
tically, however, he has often been as 
over-optimistic as the public at large. 
This has led to frozen portfolios in the 
hands of eithér investment bankers or 
investors, both carried on bank loans, 
which must gradually be “digested.” 

There seems to have been little dif- 
ference in the caliber of the banker’s 
work whether the issue was offered 
to him by theeborrower or an inter- 
mediary on its behalf, or was acquired 
by him through, competitive bidding. 
Mistake was pronounced where in- 
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timate relations had developed be- 
tween bankers and corporations which 
were regular and continuous borrow- 
ers, as in certain public-utility m- 
stances. No less was it pronounced 
in financing various foreign securities, 
where competitive bidding led bank- 
ers actively to solicit borrowers for 
issues. Despite active discussion of 
the merits and defects of the practice 
of competitive bidding in contrast to 
use of a regular banker, both seem to 
possess shortcomings as well as vir- 
tues, and one can almost say that 
neither has demonstrated conspicuous 
superiority, either to borrowers or to 
investors. 


Syndicates 


Modern security operations are con- 
ducted on so vast a scale that no single 
house possesses the necessary financial 
resources or is willing to assume the 
entire risk involved in handling the 
issues. Moreover,no single house pos- 
sesses distributing power sufficient to 
place a large issue within a reasonable 
length of time. Hence, in order to dis- 
tribute risk, responsibility, and effort, 
syndicates are usually employed. A 
syndicate is a form of joint venture 
undertaken for the specific purpose of 
dealing in (either buying or selling) 
a particular security. It is an inter- 
- mediary, interpolated between the in- 
vestment banker with whom the issu- 
ing corporation deals and the public 
which ultimately absorbs the securi- 
ties. It provides a mode of mutual in- 
surance against the risks involved and 
supplies the funds required. It has 
been defined as “an association of per- 
sons who guarantee the subscription of 
the issue either wholly orpartially, each 

guarantor usually accepting the re- 
-sponsibility for so mueh to the actual 
contractors.” 

Syndicate practice varies widely, new 

devices and methods bemg constantly 


developed to meet changing condi- 
tions. As the size of the issue increases 
and the number of syndicate paftict- 
pants mounts, the arrangements be- 
come more complex, and buying 
activities tend. to become divorced 
from selling, other than on municipal 
issues. 

Several syndicates are usually found 
in the case of a good sized issue, and 
are generally under the management of 
the house originating the issue. An 
“original purchase” group, composed 
primarily of houses with substantial 
financial resources, first takes over the 
securities. It, or a second purchasing 
group, turns them over to a “banking 
group,” which may include all the 
houses identified with the purchase 
group and, in addition, other houses 
possessing large selling facilities. The 
purpose is to interest the latter by 
giving them a profit over and above 
what they receive through membership 
in the selling group. The several buy- 
ing syndicates, as they may be termed, 
underwrite, rather than purchase, in 
the sense that they guarantee or insure 
the sale of the issue by standing ready 
to take over the unsold balance. 

Pure underwriting syndicates - are 
also found. They are used in cases: 
which contemplate selling service, e.g., 
where an established corporation offers 
its securities direct to its own share- 
holders, instead of to the general pub- 
lic through the medium of an invest- 
ment banker. The corporation insures 
itself that the securities offered will be 
taken up. The underwriting syndicate 
consists of a group of bankers who 
agree to purchase, on the same terms 
as the stockholders, any portion for 
which the latter do not subscribe. The 
underwriters obtain a commission for 
their services based on a flat rate on 
the whole amount of the offering, and, 
in addition to such an insurance pre- 
mium, a further discount. on. the 
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amount taken up, corresponding to the 
usual differential between purchase 
price and selling price of a new issue 
to-the public. 

. British and Continental practice 
as to syndicate participation differs 
widely from American. We have fa- 
vored restricting participation, in the 
thought that investors should pay the 
full retail price for their securities and 
that a syndicate composed of public 
investors is less reliable than one com- 
posed of bankers. Following the Arm- 
” strong report, since 1905 insurance 
companies in New York have been 


forbidden by law to join such syndi-_ 


cates. And participation by private 
investors of large means, trustees, com- 
mercial banks, and stockholders and 
bondholders of the company, has not 
been frequent. One effect of Ameri- 
can practice has been to conduct what 
is primarily an insurance business by 
relatively small groups, instead of av- 
eraging risks broadly. Losses to un- 
derwriters are occasional. In the ag- 
gregate the percentage is very small; 
but applied to any one house, with 
limited participations, it grows sub- 
stantial. Broader averaging should 
reduce these costs materially. 


Distribution 


Actual distribution of the securities 
to institutional and individual inves- 
tors represents a final step. In form- 
ing the distributing or selling syndicate 
it is desired to obtain speed, profit, and 
wide and permanent distribution. The 
last point is important both to the issu- 
ing corporation and to other purchas- 
ing investors, who are dissatisfied by 
sharp price declines due to poor dis- 
tribution. Care must therefore be 
taken in drawing up the list of mem- 
bers to whom an invitation is extended. 
In addition, smaller houses may aid by 
“selling off the list” of syndicate mem- 
bers in return for a special dealer’s dis- 
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count of say one half of one per cent. 
Some smaller houses of issue also use 
regional disiributors, who wholesale to 
dealers in a restricted territory. 

Technical arrangements among syn- 
dicate participants vary. The limited- 
liability or “sell-out” syndicate releases 
each member from further liability 
when he has sold the portion of the 
securities allotted to him. If he sells 
less, he must take up the unsold bal- 
ance of his participation unless other 
participants can sell more than their 
allotments. The undivided syndicate, 
of diminisking popularity, réquires a 
participant to take over his pro rata 
share of any balance which his associ- 
ates have been unable to sell, regard- 
less of his own sales. The selling group 
relieves members of all liability to take 
up unsold securities, the liability fall- 
ing back on the preceding banking or 
other syncicate. They merely sub- 
scribe for securities at a public offering 
price less a special selling commission. 
Thus they assume no more responsi- 
bility in handling a specific issue than 
they do in selling securities continu- 
ously. 

The operation of both buying and 
selling syndicates is governed by a 
more or less formal syndicate agree- 
ment which covers the essential fea- 
tures of the relations between the 
participants. Among other things, it 
states whether unsold securities are to 
be carried under a “divided carrying” 
(by individual participants) or under 
an “undivided carrying” (by the syn- 
dicate manager on behalf of the syndi- 
cate). The agreement further covers 
handling of subscriptions to the issue, 
in particular whether “firm” bonds are 
available &t selling price Jess commis- 
sion, and, in unlimited-liability syndi- 
cates, whether members can obtam a 
release from further liability by with- 
drawing their participation at cost plus 
expenses. But*these matters are of 
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minor importance from our point of 
view, as in fact are the unfair violations 
of the syndicate agreement that some- 
times occur, either by price cutting or 
by “beating the gun” by offering a new 
issue to customers before the ap- 
pointed time. 


Relations of banker to investor 


More important are the relations of 
the investment banker to the in- 
vestor. The issue is usually presented 
to the public in an offering circular, 
often summarized in display news- 
paper advertising. In the past the 
banker has endeavored to protect him- 
self through the use of a disclaimer 
clause to the effect that while the in- 
formation was obtained from sources 
deemed reliable, it was not to be con- 
strued as involving representations by 
him. His legal liability, however, 
raised many questions, and the Securi- 
ties Act of 1933 has sought to place 
direct responsibility upon him, as will 
be indicated later. 

Salesmen have been extensively used 
to interest prospective investors. ‘The 
huge increase in the number of Ameri- 
can security holders since prewar days 
has been accompanied by a mechanism 
which relies chiefly upon direct per- 
sonal solicitation of buyers. It has em- 
phasized general confidence in the 
honor and wisdom of the banker be- 
cause of the past record of his issues, 
rather than close analysis by the in- 
vestor of the specific security he pur- 
chases. In periods of rapidly rising 
prices, too, salesmen tended to degen- 
erate into mere “order takers” instead 
of competent investment counselors of 
their clients. Selling costs have been 
high, due to the duplication arising 
from aggressive sales and advertising 
efforts in seeking out a host of small 
investors, as well as useless “switch- 
ing” of investors from old to new is- 
sues. Perhaps,as Meeker suggests, the 


more wasteful American practice, in 
contrast to the foreign, reflects the his- 
torical fact that foreign nations as cred- 
itors placed emphasis upon obtaining 
new issues to sell, while we as debtors 
were interested in raising new capital. 

A conspicuous shortcoming of the 
system, many have observed, has been 
in raising funds for small and me- 
dium sized concerns. Where such 
concerns have approached the public 
for funds by means of security is- 
sues, they have been found to use 
the same channels as have fraudulent ` 
and highly speculative undertakings. 
The cost, too, has been prohibitive. 
The plain fact of the case, however, is 
that the hazards involved in such is- 
sues render them unsuitable for ordi- 
nary investors. Whether another plan 
can be devised, remains to be seen. 
The Reconstruction Finance Corpora- 
tion has been proposing to have such 
concerns organize mortgagecompanies, 
which will take mortgages upon their 
properties, and to which the Corpora- 
tion will lend funds to relend in turn 
to these concerns. Whether some such 
plan of combined borrowing is the solu- 
tion, cannot be stated. 


OTHER SERVICES 


In the course of raising capital by 
marketing securities, the investment 
banker performs several other services. 
They are both protective and advisory 
in nature, and are rendered both to 
the issuing corporation and to the pur- 
chasing investor. In part they help 
determine the flow of capital, and in 
part they assist in organizing the cap- 
ital market. The services may be 
stated as follows: (1) maintenance of 
a market on the security; (2) advice 
to the issuing corporation; (3) advice 
to the purchasing investor in the se- 
lection of the security; and (4) pro- 
tection of the purchasing investor 
while holding the security. 
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Maintenance of a market 


The investor looks to the house 
which sells him the security to repur- 
chase it should sale become neces- 
sary, particularly where it is not listed 
onan organized exchange. Moreover, 
during the life of the syndicate the 
latter maintains a fixed bid for the se- 
curity. While support orders are with- 
drawn when the syndicate is dissolved, 
and the issue is permitted to seek its 
own natural price level, the originating 
house may continue to purchase what 
is either offered directly to it or other- 
wise appears on the market. Serious 
difficulty may result in making a mar- 
ket. Some of the troubles of mvest- 
ment bankers since 1929 have resulted 
from repurchase of more or less’ par- 
tially distributed or “digested” securi- 
ties in order to satisfy clients and keep 
up market prices. The funds were ob- 
tained by bank loan against the securi- 
ties. When a saturation point was 
reached by the investment banker the 
quoted price collapsed (reflecting lack 
of public interest) and the value of 
the collateral became inadequate, the 
loan frozen, and the investment banker 
“tied up.” In other words, the “com- 
mercial” loan (to a merchant in securi- 
ties) became a fixed capital loan (to 
the issuer). 


Advice to issuing corporation 


An investment banker handling an 
issue assumes a certain responsibility 
towards the issue. He has frequently 
‘been represented on the board of di- 
rectors, keeping in touch with its af- 
fairs, aiding with counsel as required, 
and “having the inside track” in fu- 
ture financing. Where he does not 
merely pass upon propositions brought 
to him, but actually himself promotes 
the corporations issuing the securities 
he sells, as some bankers have done, 
his responsibility is correspondingly in- 


creased. So isthe danger that he may 
lose his impartial view and disinter- 
ested analysis, substituting for critical 
detachment the business man’s con- 
structive and optimistic interest. ‘The 
record of banker management, it may 
be observed, is by no means brilliant 
or distinguished. He apparently func- 
tions more successfully as a mere ad- 
viser, and in respect to financial affairs. 


Advice to investor 


The investor has often obtained the 
major portion of his financial education 
from the investment banker. Es- 
pecially is this true of the smaller in- 
vestor of postwar days in contrast to 
the wealthy investor of prewar times. 
At the same time, the entire invest- 
ment system has become more compli- 
cated through the growth in number 
and variety of security issues, as well 
as the growing instability of invest- 
ment values. The sharp advance to 
1929 and the subsequent precipitate 
decline have made advice necessary if 
direct instead of indirect investment Is 
to be followed in future by the general 
publie. 

But reliance upon the investment 
banker in selecting securities raises a 
serious question of principle. Instead 
of having the banker’s work checked 
by that of a competent security pur- 
chaser, it remains subject to no scru- 
tiny, and the laying out of capital is 
likely to consider only corporate needs 
instead of also paying attention to in- 
vestors’ requirements. The work of 
competent investment counsel in se- 
lecting securities for purchase, in for- 
mulating a system and continuous pro- 
gram for placement of the individual 
investor’s funds, and in watching over 
them as conditions change is highly im- 
portant. Such, service is better ren- 
dered by an impartial organization 
than by an investment banker, al- 
though some of the latter have under- 
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taken the work. Itis work of peculiar 
difñculty as well as importance; con- 
ducted on too small a scale, recom- 
mendations are often too standardized 
to meet the needs of the individual in- 
vestors. Too many individuals are 
probably entering the field now, and 
too much emphasis is probably being 
placed on stock price appreciation. 


Protection of investor 


Not only does the investment banker 
watch the fortunes of the issue and ad- 
vise the investor, but he also takes 
steps to protect the latter in the event 
that the security “goes wrong” despite 
his precautions. He has only a moral, 
not a legal, responsibility, hence does 
not repurchase unless absolutely nec- 
essary to maintain his own business or 
to guard against the customers’ legal 
right of rescission. Instead he forms 
a protective committee which is active 
in formulating plans for reorganizing 
the corporation. The desirability of 
having the banker participate in re- 
organization has been attacked since 
1929 in several cases, notably Kreuger 
and Toll and S5. W. Straus, on the 
theory that be is an interested party 
who may desire primarily to cover up 
past delinquencies rather than to pro- 
tect security holders. It is true, of 


` course, that the banker’s protective ac- 


tivity decreases as the time elapsed 
since the issue of the securities in- 
creases. Itis also true that the bank- 
er’s solicitude for his client benefits the 
corporation, which thereby obtains aid 
in resolving its financial difficulties. 


Posuic CONTROL 


Two principal problems arise with 
respect to control of investment bank- 
ing: (1) protection of investors by pre- 
vention of fraud, and (2) control over 
the volume and direction of new issues, 
hence over the flow of capital. The 


former has been actively considered, 
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while the latter has had but little at- 
tention, despite its importance. More 
people have lost money by buying 
what were regarded as high-grade se- 
curities from reputable organizations 
at the wrong time, than by buying 
low-grade issues. 

The agencies of regulation have been 
varied. Self-regulation through the 
Investment Bankers Association has 
dealt largely with technical matters. 
The New York Stock Exchange has 
also exercised some control through 
listing requirements and restrictions on 
advertising of members and on their 
association with other undertakings. 
Both cover but part of the investment 
banking community, and the work of 
the Better Business Bureau and the 
censorship of financial advertising by 
leading newspapers, such as the New 
York Times, are also limited in scope. 

Legislation is therefore found, both 
state and Federal. State blue-sky laws 
began in 1911 with the Kansas Act. 
They require investment bankers to 
obtain licenses, and require licensed 
bankers either to qualify their new se- 
curities offerings or to notify the proper 
state authority of such offerings. Cer- 
tain classes of issues, however, are ex- 
empt, as are certain classes of trans- 
actions. A few states, instead, have 
passed an anti-fraud act, notably New 
York in its Martin Act. The plan is 
to have the attorney-general of the, 
state investigate and bring an action 
for an injunction if he has satisfactory 
reason to believe that fraudulent prac- 
tices in the sale of securities are to be 
undertaken. The outstanding practi- 
eal, in contrast to theoretical, defect 
of these laws has been the fact that 
they did not apply to sale of securities 
within the borders of a state from with- 
out the state, through use of the 
mails or other forms of communication. 
Federal legislation covering use of the 
mails to defraud did not fill the gap. 
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In response to the President’s re- 
quest, Congress passed the Securities 
Act of 1933, which he signed on May 
27. The underlying thought, similar 
to the British Companies Act, is to re- 
quire that the investor be fully in- 
formed as to the facts concerning an 
issue of securities, and then to leave 
it to him to decide whether or not to 
buy. As the President explained, “this 
proposal adds to the ancient rule of 
caveat emptor the further doctrine ‘let 
the seller beware’” and “it puts the 
whole burden of telling the truth on 
the seller.” The Act exercises its con- 
trol at the point at which securities are 
offered for sale, not over corporate 
formation. It covers the general pub- 
lic offer and, in order to include sec- 
ondary distribution, transactions in the 
security within one year thereafter. 
The Act makes unlawful sale or offer 
for sale of a security which has not been 
“registered” with the Federal Trade 
Commission. This includes “use of 
any means or instruments of transpor- 
tation or communication in interstate 
commerce or of the mails to sell or offer 
to (sell) such security,” to carry the 
security for sale or delivery, or any 
prospectus concerning it. In common 
with state blue-sky laws, the Act ex- 
empts certain classes of securities, such 
as governmental issues and bank stock, 
and certain classes of transactions.? 

A registration statement must be 
filed twenty days before an issue is sold. 
The minimum content is prescribed by 
law and may be amplified by the Com- 
mission, and the statement is open 
to public inspection. The most signif- 
icant features are the financial his- 
tory,” the remuneration of officers and 

* In addition, the Act provides for a “ Corpora- 
tion of Foreign Security Holders” to act as a 
protective committee on foreign issues, which 
will not be considered here. 

2 Recent balance sheet and profit and loss 


statements for three years, certified by ’independ- 
ent registered accountants. 


directors, ar.d the expenses involved in 
the sale of the, securities. ‘The state- 
ment must be signed by the issuer’s 
principal executive officers, its princi- 
pal financial officer, its principal ac- 
counting officer, and a majority of its 
board of directors. Foreign issues, 
instead, require the signature of the 
issuer’s American representative; and 
foreign government issues, that of the 
underwriter. The Commission after 
examining the statement and giving 
opportunity for a hearing may refuse 
to permit the statement to become 
effective or (in case it contains any 
untrue stat2ment of a material fact or 
omits to state any material fact neces- 
sary to avoid being misleading) may 
issue a stop order suspending its effec- 
tiveness. Each prospective purchaser 
of a security must receive a prospectus 
when first solicited and again when the 
securities are delivered. 


Penalties 


Penalties aretwofold. Thecriminal 
penalty for unlawful offer for sale is a 
fine of $5,090 or imprisonment for five 
years, or both. More important, how- 
ever, is the civil penalty. In the case 
of existence of untrue statements or 
omission of material] facts in the regis- 
tration statement, the purchaser can 
maintain a suit at law or equity within 
two years after discovery, but not later 
than ten years after offering. 

Four parties are liable: (1) the is- 
suer; (2) its officers and directors who 
signed the registration statement, as 
well as every other person who was a 
director when the statement was filed, 
or was named therein as about to as- 
sume such office; (3) all experts who 
certified ta any part of the statement; 
and (4) each underwriter. Directors 
avoid liability gnly if they resign prior 
to the effective date of the registration 
statement, and so advise the Commis- 
sion; if they had reason to believe and 
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did believe that the facts as stated 
were fully and truly stated; or if they 
placed bona fide reliance upon an ex- 
pert’s report and had reason to believe 
the statement fairly represented the 
expert’s report. The standard of rea- 
sonableness is that required of a person 
occupying a fiduciary relationship. 

The hability runs not only to peo- 
ple who buy the security immediately 
after the public offering but also to 
those who subsequently acquire it, un- 
less the latter knew of the falsity or in- 
completeness of the registration state- 
ment. The person may either tender 
his security back to those he is suing 
or, if he has sold it, sue for damages; 
but the maximum amount recoverable 
is the public offering price plus interest, 
less any income received. Unlike the 
common law, this provision enables the 
buyer to reach a guilty person from 
whom he has not bought the security 
at first hand. In addition, a buyer can 
recover by suit within two years from 
any person who has sold him a security 
in violation of law or in interstate com- 
merce or through the mails by untrue 
statement or omission of material fact, 
provided the buyer did not know of 
such untruth or omission and the seller 
cannot prove that he did not know and 
in the exercise of reasonable care could 
not have known of such untruth or 
omission. 


PURPOSE AND EFFECTS or THE Act 


The theory underlying the Act is 
readily apparent. It requires the Fed- 


eral Trade Commission, so to speak, to 
sift security issues and eliminate the 
grosser Instances. But it specifically 
disclaims any responsibility for demer- 
its in those issues which pass its scru- 
tiny; the purchaser will presumably 
provide adequate judgment. Public 
education must go considerably far- 
ther if the thought “he who runs may 
read” is to prove effective. And the 
extent to which the public will place 
reliance upon mere qualification under 
the law remains to be seen. 

The general purpose of the Act is 
highly praiseworthy. As indicated, it 
is however but partial, since it attacks 
solely the problem of fraud, and solely 
that of security issue in contrast to cor- 
porate formation. Moreover, to date 
it seems to handicap reputable bank- 
ers. The issues licensed have been 
largely those of breweries, mining en- 
terprises, and investment trusts (none 
of them basic in business recovery) 
and they have been handled by less- 
knownhouses. Well-established bank- 
ers have hesitated to assume the civil 
responsibility set by the Act. At most 
a few issues have been offered, with the 
banker, on the advice of his attorneys, 
modifying usual investment banking 
procedure in an effort to protect him- 
self. Thus an wmpasse has developed. 
Some capital financing is necessary to 
aid business recovery, yet it is held 
back. Hence some relaxing of the civil 
penalties is desirable, while preserving 
the requirement that the banker act in 
good faith and with due diligence. 


W. H. Steiner, Ph.D., is chairman of the Econom- 
ics Department at Brooklyn College, Brooklyn, 
N. Y., and lecturer on investment trusts at the New 
York Chapter of the American Institute of Banking. 
He is author of “Federal Reserve Banking Prac- 
tice” (ugth H. Parker Willis, 1926), “Investment 
Trusts, American Experience” (1929), “Credit and 
Its Uses” (with William A. Prendergast, 1981), 
“Money and Banking” (1933), and other works. 


Control of New Investment 


By Rogsert WEMENHAMMER 


HE recent growth of public inter- 

est m the flow of the national sav- 
ings into investments may be traced 
to several causes. 

(1) The monetary theories of J. M. 
Keynes and of the “Neo-Wicksellian 
School” have focused attention anew 
on the fluctuations of the rate of sav- 
ing and investment as a causation: of 
the business cycle. The art of central 
banking, so bitterly in need of a new 
criterion as a basis for its technique 
since the use of a wholesale commod- 
ity index as a barometer failed so 
miserably in 1928-29, examines the 
new doctrine of “maintaining the equi- 
librium between saving and invest- 
ment.” 

(2) During the hearings preceding 
the passing of the Federal Securities 
Act, estimates were submitted that out 
of a total of some 50 billions of security 
flotations, as many as 25 billions either 
were fraudulent from the start or had 
since become worthless. The Federal 
Securities Act made good the Demo- 
cratic campaign promise of legislation 
designed to safeguard the national 
savings from falling into the hands of 
fraudulent or ignorant promoters and 
security salesmen: The severity of 
the liability provisions of the act leaves 
nothing to be desired, but already the 
question is raised whether-the new 
“caveat vendor” doctrine does not 
paralyze the initiative of the invest- 
ment banker to such an extent as to 
retard or even frustrate recovery. Not 
only is the flotation of new securities 
at an almost complete standstill, but 
the drastic liability provisions imposed 
on the officers and directors of the is- 
suing corporation, as well as on the 
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investment house, may prevent the 
refunding of maturing obligations and 
thus spell default and bankruptcy to 
the unfortunate concerns. 

(3) The NRA campaign has, in 
some quarters at least, been sponsored 
on the basis of the assumption that the 
depression cf 1929-1933 was caused by 
the too rapid expansion of producer- 
goods industries, while the consumer- 
goods industries, as a reflection of the 
standard of living of the great major- 
ity of the nation, failed to keep pace. 
The increase of mass purchasing power 
through a grandiose program of wage- 
raising was alleged to provide the stim- 
ulating effect that would guide the 
nation on its road to “well-balanced” 
recovery. 

As some of the hoped-for effects of 
the NRA fail to become apparent, the 
voices of economists from another 
camp make themselves heard. They 
claim that consumer industries all 
through the depression showed but 
little shrinkage in output, while the 
producer industries collapsed and have 
as yet shown few signs of revival. 
Some go as far as to demand a “quick 
and planned lowering of the general 
standard of living to save capital for 
the purposeof enabling producer-goods 
industries to get a start.”2 The direc- 
tion of capital funds in either consum- 
ers’ or producers’ industries is there- 
fore a question faced by any nation 
decided upon action against the de- 
pression. « : 


1Tebbut,-Asthur R., The Behaviour of Con- 
sumption in Business Depression, Harvard, 1933. 

? From Akerman, Johan, Det Ekonomiska 
Läget, reviewed in American Economic Review, 
Sept. 1933, p. 185. >» 
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Tue MECHANISM OF THE FLOW or 
CAPITAL FUNDS 


Any discussion of the direction of 
the flow of capital funds should begin 
with an analysis of the mechanism by 
which the national savings find their 
way into the different channels of in- 
vestment. 

By far the greatest part of the 
yearly national income obviously flows 
into direct consumption; i.e., is ab- 
sorbed for the feeding, clothing, shel- 
tering, entertainment, and education 
of the population. A smaller part is 
saved, but these savings are not nec- 
essarily invested. Hoarding of funds, 
elther in the narrower sense of actually 
piling up coins and notes or in the 
wider sense, the keeping of large cash 
balances by bank customers and by 
the banks themselves, may, during se- 
vere depressions, absorb billions of dol- 
lars. Such hoarded funds do not seek 
investment, but wait for the return of 
confidence. 
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Consumptive credit (installment 
buying) represents the savings of cer- 
tain people which are advanced to 
other groups of the population who 
wish to consume what they have not 
yet earned. In addition, any net 
debits or credits from capital exports 
or imports will have to be deducted or 
added before the amount is reached 
that is available to build up our rail- 
roads, public utilities, industrial plants, 
and skyscrapers; 1e., the nation’s pro- 
ductive capital. 

The national savings then available 
for investment can by no means be 
counted upon, however, to increase by 
an equal amount the Nation’s produc- 
tive investment. A large part is again 
absorbed to replace worn out, depreci- 
ated, and obsolete items, while the 
wide field of unwise or downright 
fraudulent promotions deducts further 
from the net additions to the national 
plant that is to provide employment 
for a growing population. 

The following chart illustrates the 
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mechanism of the flow of the national 
income into its different channels be- 
fore the net savings have a chance to 
satisfy the demand for productive 
loans. 


DEMAND AND SUPPLY OF LOANABLE 
Funps 


The supply of loanable funds comes 
from four major sources, while the de- 
mand may be classified, somewhat 
arbitrarily, under five heads. Chart 
If shows these divisions. ‘The impor- 


2. Bank eredit expansion is encour- 
aged by the open-market policy of the 
Federal Reserve Banks and by moral 
persuasion. 

3. The use of forced savings for the 
stimulation of recovery is at present 
being practiced on an unprecedented 
scale, and new schemes of further ex- 
pansion of this method are being dis- 
cussed. The loans of the Reconstruc- 
tion Finance Corporation to railroads 
and banks and for construction 
purposes, and the whole huge public- 
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tant rôle of that large percentage of 
corporate savings that are reinvested 
and therefore cannot add to the effec- 
tive supply im the capital market has 
been discussed elsewhere.’ 

1. Whether or not private and cor- 
porate savings that might add to the 
effective supply of loanable funds are 
being fostered by the present NRA 
program is a question which cannot 
be answered at this early date. Jn 
certain industries such as the oil indus- 
try, the increase in labor costs may be 
. more than compensated for by price- 
raising; but in general, narrower profit 
margins may be more frequent than 
otherwise. Orthodox economic the- 
ory maintains that it, is from this 
source alone, namely, entrepreneurial 
profit, that the supply of new capital 
must come, and on which any sound 
and lasting recovery will have to be 
built. 


# “Causes and Repercussions of the Faulty In- 
vestment of Corporate Savings,” American 
Economic Review, March 1933. 
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works program and the credit arrange- 
ments for agriculture and home- 
owners, are attempts to reéstablish the 
equilibrium between the rate of saving 
and investment by the use of forced 
saving on a gigantic scale. All these 
funds are raised by taxation or the 
sale of government bonds that will 
some day have to be redeemed by the 
proceeds of taxes. The substitution 
of government credit for the initiative 
of private capital is undertaken in the 
belief that the present stalemate may 
be broken jaster by governmental in- 
terference than by waiting for the re- 
turn of the confidence of the investors. 


Tur Bostxess CYCLE AND THE RATE 
oF SAVINGS AND INVESTMENT 


As the figures in the following table 
bear out, the national income fluctu- 
ates direct'y with the business cycle, 
but the rate of investment fluctuates 
in a much mort pronounced manner. 
From 1919 to 1929 the national income 
increased 25 per cent and new secur- 
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ity issues 274 per cent, while between 
1929 and 1932 the national income de- 
clined 53 per cent and new: issues 97 
per cent. 

The correspondence between sav- 
ings and investments shows the widest 
cleavage in times of panic, when the 
banking system strives for utmost h- 
quidity and when the bond market 
ceases to perform its magic transfor- 
mation of short-term capital supply 
into long-term investments. This 
transformation 1s accomplished by the 
fact that in normal times the demand 
for long-term capital funds can be sat- 
isfied by the substitution of many 
short-term lenders who, by buying and 
sellmg bonds in succession on the ex- 
changes, can supply a permanent fund 
of long-term capital. During a de- 
pression the national income falls, con- 
sumption continues at a relatively high 
level, hoarding increases, and capital 
losses mount. Deficits in operations 
eat into the surplus accounts of corpo- 
rations, and interest and dividends are 


paid out of working capital. Losses 
sufficiently great to endanger solvency 
lead to reorganization of the capital 
structure, whereby the funded debt is 
reduced, and the attempt is often 
made to replenish the working capital 
by the sale of bonds protected by prior 
liens on assets and future earnings. 
since all such operating losses are 
paid out as interest, wages, salaries, 
rent, or maintenance, the process im- 
plies that the savings (and invest- 
ments) of former periods are now 
being consumed. If new capital is 
raised to replenish depleted corporate 
treasuries, the flow of new savings into 
consumption Is apparent. 

It is in much the same manner that 
the deficits of political bodies (Federal 
budget, states, and municipalities) ab- 
sorb savings that otherwise would 
probably be held in cash balances, i.e., 
hoarded in the broader sense of the 
word. Such deficits have to be made 
up by loans or increased taxes, the 
latter representing a pure example 


TABLE I-—Comparison or ESTIMATED NATIONAL Incomes wira New CAPITAL Orrrerivas** 
(Refunding issues excluded) 


Security Issues for New Capital 


Estimated (Millions) 
National 
Income ; 
seu Domestic 

(Millions) (Corporate) Foreign Total 
TOLO vias cbaese Sleds eeuaeee ls $68,300 $2,303 $392 $2,695 
1920 coe tates caee tase ee ws 74,600 2,710 497 $,207 
EEA PE one a ones heures 54,600 1,822 623 2,445 
BE) a a eee area 60,600 2,836 764, 3,100 
1088 66s eG AE AT BER OS 71,500 2,702 421 3,123 
TIM eneee aE E r 71,500 3,323 969 4,292 
JII eer ne a a Ee 79,200 4,100 1,076 5,176 
S026 ci. ch nee hehe sees ee de aee 80,600 4,357 1,125 5,482 
EL! Ly OENE Pee E 79,800 5,891 1,337 6,728 
RE Aa O E E E A A * 82400 6,080 1,251 7,831 
T029 ca ow heed 6 ne ke eae 85,200 8,639 671 9,810 
JOSO oct wedowawen ce etaaeee we 70,700 4,944 905 5,849 
1931. k 52,700 1,771 229 2,000 
LODO ae thay awads wet Raeo ees 40,000 352 29 881 


3a From Standard Bond Fnvestments, Sept. 16, 1933, p. 114. 
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of forced saving. Economists like 
Keynes have therefore maintained 
that political bodies should purposely 
incur deficits during depressions, thus 
contributing their share toward the 
reëstablishment of the equilibrium 
between the rate of saving and invest- 
ment. 

It is apparent from Table I that the 
rapid expansion of new security flota- 
tions from 1919 to 1929, by stimulating 
employment and output, sped up the 
business recovery and caused the na- 
tional income to mount at a far faster 
pace than would otherwise have been 
the case. To restore the national in- 
come to a more normal level, to reab- 
sorb the millions of unemployed, an 
early revival of the market for new 
capital flotations appears to be an ur- 
gent necessity. 


DETERMINATION OF THE Proper RATE 
OF SAVING AND INVESTMENT 


Socialistic economists such as Karl 
Marx, Rosa Luxemburg, and Rudolf 
Hilferding have expounded the theory 
that the too rapid accumulation of 
capital must inevitably lead to the final 
collapse of the capitalistic system; in 
other words, that the greed of the en- 
trepreneurial class will, through the 
exploitation of labor, build a Tower of 
Babel, only to bury its builders under 
it. 

It is therefore of great significance 
that socialistic economists in Germany, 
such as Carl Landauer, in 1932 began 
to warn the trade unions to refrain 
from insisting on too high a wage level, 
because labor expenses might cut cor- 
porate profits to such an extent that 
the capital accumulation necessary to 
maintain and to expand the productive 
machinery of an industrial nation 
might cease. André Siegfried, in his 
England’s Crisis, wondered whether 
Great Britain in the future would be 
able to feed its population if it con- 


tinued to eat up the savings of former 
generations instead of maintaining and 
adding to the cake inherited from its 
hard-working and thrifty forefathers. 

F. A. Hayek expressed the same 
fear in regard to Austria in his arti- 
cle on “Capital Disintegration.’’* 
W. Ropke first called attention to the 
fact that theeconomic theory of growth 
(capital accumulation), that inter- 
preted ably enough the nineteenth- 
century practices, might have to be 
supplemented by the sordid economics 
of decline (capital disintegration). 
Never before, probably, has the deter- 
mination of the rate of saving and in- 
vestment been applied in such a large- 
scale experiment as that of Russia 
Forced savings provide the funds tc 
build up the industrialization of the 
country. Through the simple device 
of high prices for industrial products 
and low wages, the state-owned fac- 
tories cannot help showing large profits 
which are available for expansion. 

Through its taxation, its monetary 
and credit policies, and its influence on 
wages and prices and thus on corporate 
profits, any government can exercise 
control over the rate of saving and in- 
vestment. Governmental attempts to 
control the business cycle are attempts 
to control the rate of saving and in 
vestment. The proper determination 
of the rate of investment and savinz 
will tend to eliminate those violent 
fluctuatians of business activity that 
are the curse of our civilization. 


Tur PROBLEM or CONTROL 


Any policy designed to protect the 
national savings against faulty invest- 
ment wil: have two major objectives: 
(1) a purely negative one, namely, tke 
protection of the investors against 
fraudulent and careless promoters and 
financiers; (2} the positive attempt to 


$ Kapitalaufzehrung,” Weltwirtschaftliches 


Archiv 36, 1 July; 1932. 
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direct the national savings into fields 
of investment where they can obtain 
the largest feasible return commen- 
surate with the least risk and the 
greatest social good. 

Such positive control is not the ob- 
ject of the Federal Securities Act and 
of the divorce of the affiliates. A much 
larger percentage of the national sav- 
ings than has usually been realized, 
however, has for years been under 
varying degrees of social control. 

A tabulation of the estimated 
amounts of securities representing sav- 
ings invested in this country follows. 
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into the open investment market to 
prevent the self-allocation of funds for 
expansion. Taxes now imposed on 
dividends should be levied on profits 
that are not disbursed to stockholders: 
Proper reserves for replacements and 
contingencies would have to be ex-' 
empt. 


Tur DIVORCE OF THE AFFILIATES 


The platform of the Democratic 
Party as adopted in Chicago in July 
1932 pledged the new Administration 
to two reform measures that were 
held essential to the rehabilitation of 


TABLE Il—Srcurrrres OUTSTANDING, 1932 








(In millions of dollars) 
Bonds and Mortgages Preferred Stock Common Stock 
Per Cent Per Cent Book | Per Cent 
of Total of Total value of Total 
Railroads...............| $11,893 9.55 $2,074 10.85 $15,752 9.78 
Public Utilities........... 14,452 11.60 3,082 16.12 23,586 14.64 
Industrials. ............. 10,344 8.30 10,142 53.07 81,210 50.42 
Finance and Real Estate..| 48,500 38.93 3,815 19.96 40,534 25.16 
State and Local Debt..... 17,810 14.29 
Federal Land Banks...... 1,147 .92 
U. S. Government........ 20,448 16.41 
PO EEEE NE $124,594 | 100 $19,113 | 100 $161,082 | 100 
From this survey it is apparent that our financial structure. One of the 


if the sale of industrial bonds were to 
be left to private initiative, only 8.3 
per cent of the national savings enter- 
ing the bond market would be unregu- 
lated. The Interstate Commerce 
Commission was intrusted by the 
Transportation Act of 1920 with the 
regulation of railroad finance. Some 
degree of state regulation of public 
utility issues has been adopted in all 
but eighteen states. 

No attempt has ever been made to 
control the most important source of 
savings, namely, corporate profits. 
Corporate surpluses should be driven 


pledges has been fulfilled in the Fed- 
eral Securities Act; the other in that 
provision of the Banking Act of 1933 
which demands the divorce of the in- 
vestment affiliates from the commer- 
cial banks. 

In the short history of the mvest- 
ment affiliates, what had aroused pub- 
lic opinion sufficiently to make their 
liquidation or divorce a political issue 
of the first order? Is it not peculiar 
that at a time when this country 
courageously, for ‘better or, worse, ‘is 
adopting many Continental institu-. 
tions, such as branch ‘banking ‘and 


CONTROL OF NEW INVESTMENT 79 


cartels, a decided step back to the 
American tradition of the separation 
of commercial and investment banking 
is taken? 

The first important investment 
afiliate was established in 1908 when 
the First Securities Company was in- 
corporated by the First National Bank 
of New York, but it was only since 
1927 that the entrance of the large 
commercial banks into the investment 
business had become widespread. 
The following tabulation shows how 
the percentage of new issues brought 
out by affiliates from 1927 to 1930 m- 
creased from 12.8 to 39.2, while their 
participations rose from 20.6 to 54.4 
per cent. At the peak of the move- 
ment, 285 affiliates of national banks 
thus distributed more than half of the 
total new flotations to the investors. 


ter of fact, not even the banks seemed 
very eager to oppose the legislation 
that was to bar them from the invest- 
ment business. Many are the pros 
and cons in the problem. 

One might begin by asking whether 
it is not the natural thing for a corpo- 
ration to apply to the same source for 
its long-term as for its short-term 
credit. 

1. Ifa ccrporation requires the serv- 
ices of an investment banker, would 
not its commercial bank, that for many 
years supplied the short-term credit, 
be better equipped to render such aid 
through ite investment affiliate? 

2. Is not the commercial bank alone 
able and willing to provide funds to 
enable a corporation to meet interest 
payments, or a maturity, in time of 
depression, when the capital market 


TABLE JU—Growrs or Securrry AvrILIATes, 1927-30 










































































Sanana 
(000 omitted) 
Per Cent Per Cent Per Cent Per Cent 
1927 of Total 1928 of Total 1928 of Total 1930 of Total 

National bank affiliates............. $592,075) 10.1 $649,572, 15.6 $714,998] 24.6 $1,279,485| 27,6 

Other bank affiliates............05. 162,714] 2.7 320,664, 7.7 489,400! 16.9 530,779) 11.6 
Total bank affiliates...........055 $754,789] 12.8 $970,236) 23.3 $1,204,398] 41.5 $1,810,264} 39.2 

Commercial banks and trust companies 540,711] 9.2 258,803] 6.2 115,201) 4.0 248,980) 5.4 

Private bankers......cseccscaeeees 4,556, ‘5741 78.0 2,923 975 70.5 1,585,933) 64.5 2,556,841) 85.4 
i KeS: | Ge aR CO roe $5,852,074! 100.0 $4,153,014] 100.0 || $2,905,532] 100.0 $4,616,085] 100.0 

. Partictpations 

; (000 omitted) 

National bank affiliates.........-06 $1,861,037] 12.6 $908,968; 8.9 $1,238,306} 17.6 $4,303,183; 33.6 
Other bank affiliates... ......4..--. 1,050,690} 8.0 1,174,504] 11.5 1,905,859| 27.2 2,676,056) 20.8 
Total bank affiliates............ «| 82,711,727) 20.6 $2,083,472 $3,144,165} 44.8 $6,979, ni 54.4 

Commercial banksandtrusteompanies| 2,131,368) 16.2 1,191,380 440,509] 6.3 877,603 6,8 

Private bankers. ..a..ussesesesseeero 8,310,011; 63.2 6,956,949 3 427,000 48.9 4,992,085) 38.8 














$13,159,106| 100.0 || $10,231,801 87,011,674] 100.0 || $12,848,927} 100.0 


Saar eev ee err ater eerewervereees 


has ceased to function and when the 


The advisability of having the flow 


of the nation’s savings into invest- 
ments directed by bank affiliates 
instead of by private investment bank- 
ers is problematical, indeed. Public 
opinion appears to be almost unani- 
mously against the affiliates; as a mat- 


investment banker simply closes shop 
or makes his living from reorganization 
fees? 

3. Is not the control of the capital 
market, 1.2., the direction of the na- 
tional “savings,.in safer hands if ad- 
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ministered by the affihates of the 
largest banks that are closely super- 
vised by the authorities than if left to 
the profit motive of thousands of small 
investment dealers that are born today 
and forgotten tomorrow? 

Now on the other side of the ledger: 

1. Have not some of our largest 
banks abused their reputations of 
being conservative and unbiased in- 
vestment counselors for the sake of 
profits on the sale of speculative secu- 
rities to their depositors and corre- 
spondent country banks? 

2. Have the credit officers of the 
bank always been able to stay unbiased 
if Joans were asked for the purchase of 
a new issue brought out by the affili- 
ate? Has it been possible to treat 
issues of the affiliate as critically as any 
other collateral? 

3. The bank’s desire to “bail out” 
certain frozen loans may have led to 
pressure on the affiliate to unload thé 
loan in the form of a security flotation 
on the public. Certain well-known 
sugar and agricultural implements 
issues are a case in point. 

4. The urge to create business to 
meet the overhead of the affiliates has 
often resulted in unwise expansion 
policies by corporations. If then the 
depression endangered the solvency of 
the concern that was financed by the 
affiliate at the height of the boom, new 
bank loans might have to be granted 
to guard the interests of the affiliate, 
the bank’s customers, and the bank 
itself, all of which held the securities. 
A default of the corporation would 
affect the bank’s loans to its affiliate 
on the undistributed bonds, as well as 
the loans to customers who used these 
same bonds as collateral. It is not un- 
likely that the bank might have some 
of the bonds in its own investment 
portfolio. ° 

The collapse of the Austrian banking 
system in 1931 provided a glaring ex- 


ample of the dangers of too close an 
affiliation of banks and industry— 
good money was thrown into a bottom- 
less pool to save old loans or flotations. 
The German banking crisis of 1931 was 
partly caused by similar mistakes, but 
it would be a grave error to forget the 
marvelous development of German in- 
dustries under this very system, while 
English industries literally starved 
because the banks sent the British sav- 
ings abroad instead of financing do- 
mestic firms. 

5. A private banking house that is 
proud of its reputation can easily 
afford to turn down undesirable flota- 
tions. A bank affiliate may be pressed 
by a depositor or an insolvent borrower 
to float securities if the applicant is 
important enough to dictate policies. 
A vicious circle leads from frozen 
credits to bond issues, the threat of 
default leads to more bank credits, 
until the bank and its affiliates are 
hopelessly tied up with the fate of their 
customer. 

6. Certain other quite obviously 
vicious practices may have happened: 
(a) bank affiliates had to support the 
bank stock (Bank of United States) ; 
(b) unsound loans to affiliates were 
made; (c) affiliates may have disposed 
of unsold flotations by unloading them 
on the bank’s customers, into fiduciary 
accounts, and into controlled invest- 
ment trusts. 

The sins of the affiliates have been 
many. What evidence is there, how- 
ever, that the private investment 
bankers have shown more sagacity in 
the direction of the national savings? 
The Kreuger & Toll unpleasantness, 
the faux pas of the Insull and Alle- 
gheny Corporation flotations, are, after 
all, to be laid on the doorsteps of pri- 
vate investment houses. 

The wise direction of the national 
savings requires: (1) closer relations 
—and of a more permanent kind—be- 
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tween the investment banker and his- 


client; and (2) better chances for the 
credit policy of the Government to 
‘affect the market for capital funds. 
It is by no means sure that the affil- 
ate, if part of a reorganized and better 
managed banking system, would not 
deserve its legitimate place in the 
process of raising capital and distribut- 
ing securities. 


CONCLUSIONS 


The time that has elapsed since July 
26, the date on which the Federal 
Securities Act became effective, has 
been too short to provide a test for the 
validity of the contention that the new 
law is paralyzing the flow of the na- 
tional savings into investments. Ar- 
guments of defenders of the Act that 
the market for new railroad issues, 
which are exempt from the Act, is just 
as dead as the market for industrial 
and public utility flotations, do not 
necessarily carry weight. It would be 
sufficient to retard recovery and there- 
fore to prevent the financing of rail- 
roads, if the ability provisions of the 
Act should prove an obstacle to indus- 


trial and public utility flotations. If. 


Mr. A. H. Dean declares that the Act 
will “greatly increase the cost of rais- 
ing money to all borrowers, both on 
account of the additional investiga- 
tions and because those made liable on 
the registration statement will demand 
greater compensation,” 5 it is to be re- 
plied that the greater safety now as- 
sured and the exclusion of many 
marginal sources of demand for the 
national savings should tend actually 
to lower the cost of capital to firms 
with a high credit rating. 

Certain of the liability provisions 
will have to be clarified and perhaps 
changed. It is not clear whether, 
under either Section 11 or 12 of the 


®In “The Federal Securities Act,” Fortune, 
Aug. 1933, p. 108. 


Act, damages are limited to those 
arising as a direct consequence of any 
untrue statement or omission of a 
material fact, or whether a person can 
recover for damages caused by eco- 
nomic factors in no way related to the 
untruthful statement or omission. 
The “cooling period” of twenty days 


appears essentially sound, and should - 


prove an effective prophylactic against 
the vicious practice of “rigging.” The 
German law regulating the sale of 
securities to the public imposes on the 
investment bankers and promoters a 
much longer cooling period, but it 
could rely on a banking system well 
equipped to nurse new issues. The 
divorce of the investment affiliate 
from the commercial banks as coincid- 
ing with the greater capital require- 
ments that the cooling period imposes 
on the investment bankers creates a 
situation that the Administration in 
Washington, so far as public records 
indicate, failed to see or at least to 
consider, ` l 

The hearings that led to the formu- 
lation of the Federal Securities Act did 
not compare favorably to the standard 
established in the hearings that pre- 
ceded the Glass-Steagall Banking Act. 
The report entitled “A Study of the 
Economic and Legal Aspects of the 
Proposed Federal Securities Act,” as 
prepared by the Department of Com- 
merce, for the most part consists of an 
analysis of existing state blue-sky laws 
and some quotations from sensational 
newspaper articles and speeches that 
decried the lot of the investor who is 
“always holding thé bag.” No com- 
prehensive study of the flow of the 
national savings into investments, of 
the practices used in raising capital 
funds and in distributing securities, 
has ever been undertaken in this 
country. The so-called “Macmillan 
Report” of the Parliamentary Com- 
mission on Finance and Industry as 
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published in 1931 provided such a 
survey for Great Britain, while the 
first really comprehensive attempt to 
get at the heart of the problem was 
published in the same year in Ger- 
_ many.® 

The divorce of the investment affili- 
ates from the commercial banks and 
the liability and cooling provisions of 
the Federal Securities Act are without 
doubt the -response to demands of a 
wide majority of the nation. Re- 
sponse to public sentiment has replaced 
the complacency of the Harding- 
Coolidge-Hoover era by a new policy 
that, if in a facetious mood, one might 
call the “Act First and Think Later” 
campaign. f 

*Kapitalbildung und Investitution in der 


Deutschen Volksvirtschaft, 1924-28, Berlin, 
1981 (Institut fiir Konjunkturforschung) . 


The problem of the allocation of the 
national savings is so complicated that 
many ramifications cannot even be 
alluded to here; the reader has to be 
referred to two earlier papers of mine.‘ 
A certain degree of control of the flow 
of capital funds will replace the mere 
reliance on the anonymous sagacity of 
the profit motive. Control without a 
definite program based on a clearer in- 
sight into the mechanism of the process 
of saving and investment than now at 
our disposal, would be criminal and 
fatal. Deliberation should precede 
action. Step by step the road will 
have to be found: fortiter in re, ` 
suaviter in modo! 


** Control of the Capital Market,” American 
Economic Review, Sept. 1932; “Causes and 
Repercussions of the Faulty Investment of Cor- 
porate Savings,” ibid., March 1933. 


Structure and Powers of the Federal Reserve 
System in Evolution 


By WiıLLram J. Carson 


WENTY years ago when the 

Federal Reserve Act was passed 
and the Federal Reserve System was 
organized, far-reaching changes were 
made in banking in the United States. 
The Act itself was a social invention of 
the first order, and its passage was an 
accomplishment almost miraculous. 
Without greatly altering the under- 
lying banking structure, it provided 
corrections for certain clearly defined 
defects which had long handicapped 
the smooth functioning of banking. 
The Act also set up machinery to ad- 
minister the country’s credit in the 
future and to improve the standards of 
banking and credit practices. It 
equipped the nation with a central 
banking organization without estab- 
lishing a central bank. In doing this 
it overcame the deeply intrenched op- 
position to a central bank that had 
lingered in national politics since the 
days of Andrew Jackson and the Second 
Bank of the United States. 

In structure, the Federal Reserve 
System was distinctive. The estab- 
lishment of twelve regional reserve 
banks, each with separate manage- 
ment, to perform recognized central 
banking functions under the general 
supervision of the Federal Reserve 
Board, was a complete departure from 
the structural organization of central 
banks abroad. This arrangement 
made possible the flexibility that was 
necessary to adjust the new system 
“to the great differences in banking 
eustoms and needs of the various 
districts of the country.” ! 


-1 Reed, Harold L., Development of Federal 
Reserve Policy, p. 8. 
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However, in spite of the extensive 
alterations and the completeness of the 
new banking machinery, the results of 
banking operations under the Act have 
been far from satisfactory, and very 
different from those expected. The 
quality of banking has steadily de- 
clined for the past two decades, and on 
March 4, 1933, exactly twenty years 
after the Administration came into 
office whose outstanding economic con- 
tribution was to be the Federal Reserve 
Act, the Reserve Banks closed their 
doors. The present general banking 
crisis is largely due to this deteriora- 
tion. Widespread attention is now 
being given to the reserve banking 
system, and extensive alterations have 
been made by recent legislation. 

It is the purpose of this article to 
discuss the changes that were made in 
American banking by the original 
Federal Reserve Act, and the changes 
that have been made by legislation and 
administration in the structure and 
powers of the system over the past 
twenty years. In so far as possible, 
these changes will be analyzed in the 
light of such contributions as they have 
made to the present banking situation. 


FEDERAL Reserve Act AND 
BANKING CHANGES 


Some of the important factors con- 
tributing to banking developments and 
to the deterioration in the quality of 
banking, that may be attributed to the 
Federal Reserve Act of 1913, were the 
changes made by it in the national 
banking statutes. ° These changes defi- 
nitely broadened the fields of operation 
for commercial banks and made pos- 
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sible additional credit expansion by 
lowering the amount of required re- 
serves, 

Lowering of required reserves against 
deposits from 25 per cent for banks in 
central reserve and reserve cities and 
15 per cent for country banks, to 18, 15, 
and 12 per cent respectively against 
demand deposits for banks in central 
reserve cities, reserve cities, and else- 
where, and to 5 per cent against all 
time deposits, made possible a sub- 
stantial increase in the potential vol- 
ume of bank credit. In addition, a 
very significant change in the structure 
of bank reserves was made when the 
principle of different and lower reserves 
for time deposits was established. In 
later years this difference encouraged a 
rapid increase in the amount’ of time 
deposits of all commercial banks, which 
in turn led to very unfortunate re- 
sults. 

Fields for the use of bank credit were 
opened and extended by the liberaliza- 
tion of the national banking statutes 
with reference to investment banking 
operations. These changes granted 
permission to national banks to make 
loans on real estate, under certain 
conditions, and to exercise trust powers. 
Another development extending the 
investment banking practices of com- 
mercial banks occurred about the time 
the Reserve Act was in preparation, 
and may be related to the same period 
in banking history. The first so-called 
security affiliate was organized in 1908 
by the First National Bank of New 
York, and the second was organized by 
the National City Bank three years 
later. 

Although it may be said that the 
beginning of the investment banking 
movement by commercial banks had 
no direct bearing on the Federal Re- 
serve Act, the fact that it occurred 
simultaneously with the Act, and that 
the latter did formally recognize the 


movement and extend the powers of the 
national banks in that direction, are of 
more than passing interest. In later 
years it was the investment activities 
of commercial banks that greatly 
undermined the effectiveness of the 
credit policies of the Federal Reserve 
System. 

Broadening the operations of na- 
tional banks in this way was explained 
on the ground of increasing competition 
from state banks and trust companies. 
Operations of these in the investment 
banking fields were growing rapidly, 
and it was argued that to enable na- 
tional banks to compete with these 
institutions, the Federal Government 
should give them similar powers. 
Inclusion of the extensions in the 
Federal Reserve Act undoubtedly rep- 
resented something of a compromise 
subscribed to by the supporters of the 
Reserve Act to lessen the opposition-to 
the establishment of the Reserve 
System. As events within more recent 
years have developed, it is not an ex- 
aggeration to say that the liberalization 
of the powers of the commercial banks 
in this direction was a very unfortunate 
development. 

Today the consequences of a mixture 
of commercial banking with investment 
banking are increasingly apparent, and 
it is an interesting turn of events that 
one of the important banking issues 
before the Nation, twenty years after 
the Federal Reserve Act was passed, 
is the problem of segregating banking 
functions and operations. The ques- 
tion is popularly referred to as separat- 
ing or divorcing commercial banking 
from investment banking. Irony is 
therefore not lacking from the state- 
ment that one of the country’s leading 
banking questions in 1933 involves the 
undoing of some of the things that 
were accepted in principle and au- 
thorized by the Federal Reserve Act 
in 1913. 
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FEDERAL RESERVE CHANGES AND 
DEVELOPMENTS Duringe THE WAR 


Operations of the Reserve System 
during the first three years of its history 
were not important. Its main prob- 
lems were those of organization and 
adjustment of the new machinery to 
the existing banking structure. Ex- 
panding business in those years was 
financed by the commercial banks 
without the assistance of the Reserve 
Banks. This was made possible by 
reduction of reserve requirements of 
member banks by the Act, and in- 
creased gold imports in payment for 
European purchases of war materials. 

The first distinct departure, never- 
theless, from the original aim of the Act 
occurred during this period. Under 
an amendment approved September 7, 
1916, the Reserve Banks were per- 
mitted to discount directly notes of 
member banks collateraled by any 
paper eligible for rediscount. This 
altered the operating practices of the 
system and in later years became the 
basis for sharp criticism. Writing in 
1933, H. Parker Willis says: 


The provision was highly important when 
it began to be used as a means of obtaining 
Reserve Bank funds through the process of 
pumping them out by presenting paper 
backed by Government obligations. After 
the return of the peace period this provision 
was to furnish the material basis for the 
financing of speculation.? 


In 1917, events arising from the 
entry of the United States into the war 
put new burdens on the Federal Re- 
serve System. It was called upon by 
the Government to aid in the financing 
of the war, and at the same time by 
industry and trade to finance their 
increasing requirements. The struc- 

2 Willis, H. Parker, John M. Chapman, and 


Ralph West Robey, Contemporary Banking, p. 
626. 


ture of the system was again altered 
during that year by several extensive 
amendments. The first of these was 
the further reduction in the required 
reserves of member banks against de- 
mand deposits to 13, 10, and 7 per cent 
respectively for banks in central re- 
serve, reserve and outside cities, and to 
3 per cent against time deposits for all 
classes of banks. 

In addition to simplifying the re- 
serve structure of the system, this 
amendment made possible another 
substantial increase in the volume of 
member bank credit on the basis of 
existing reserves. When the reserve 
percentages established under this 
amendment are compared with the 
reserves of 25 and 15 per cent required 
before the Federal Reserve Act, it is 
apparent that a reduction of at least 50 
per cent in required reserves had been 
made in the short space of four years. 
Coming at this particular time, this 
change was an exceedingly important 
step m connection with war financing. 
It made possible a credit inflation of the 
first magnitude at the instance of the 
Government, and thereby greatly fa- 
cilitated the raising of funds to finance 
the war. 

The second important change in the 
structure of the system that occurred 
at this time was the amendment liberal- 
izing the terms of the Act m regard to 
the admission of state institutions to 
membership. Following this change, 
the number of state-bank and trust- 
company members increased rapidly, 
and by 1918 and 1919 the larger state | 
banks and trust companies throughout 
the country had been admitted to 
membership. 

A third important change was ap- 
proved September 26, 1918, when the 
Act was amended to extend still further 
the trust powers of member banks. 
Under the original Act the principle 
of administering, trusts was accepted, 
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and this amendment extended the 
privilege. 


POLICIES DETERMINED BY 
TREASURY NEEDS 


In addition to these specific changes 
by amendment, a still further change in 
practice occurred. Under the Act the 
Reserve System was neither a govern- 
mental banking institution nor a pri- 
vate banking system. It was a com- 
bination of the two. The Reserve 
Banks were autonomous institutions 
largely under local control, while the 
Federal Reserve Board was a govern- 
mental agency designed to exercise 
supervisory powers over certain of the 
operations of the Reserve Banks. 

The system was intended basically to 
facilitate the financing of industry, 
trade, and commerce. During the 
period of the war, however, the inde- 
pendence of the system gave way to the 
needs of the Government, and its 
facilities were used by the Government 
to aid war financing. Its policies were 
determined largely with reference to 
the needs of the Treasury rather than 
to the needs of industry and trade. 
For the period of the war, therefore, 
and for some time thereafter, the 
operations of the Reserve System and 
its credit policies were dictated almost 
entirely by the needs of the Treasury, 
and its powers over the general credit 
situation were of but little importance. 

In short, the system was greatly 
altered during the period of the war. 
Its internal structure was changed in 
several important respects by amend- 
ments and its independence gave way 
‘to the dictates of Treasury policy. 
Nevertheless, at the end of the war the 
system found itself firmly intrenched in 
the country’s financial organization, 
and in a position to exercise far more 
influence and power uf the credit sys- 
tem than probably would have been the 
case without the exigencies of the war. 


Postwak DEVELOPMENTS IN 
PRACTICES 


When the period of the extraordinary 
requirements of the National Treasury 
was over, the major problem of the Re- 
serve System was to adjust itself to the 
peace-time needs of industry and trade. 
In the early years of the system—1914 
to 1917—-demands for the services of 
the Reserve Banks had not been heavy, 
and the system had not become an in- 
tegral part of the Nation’s banking and 
credit structure. At the end of the 
war, however, it found that it had been 
catapulted into a position of major 
importance in the economic and finan- 
cial organization of the United States 
and of the world. This had occurred 
in a short period of less than two years 
and at a time when events had made 
rapid and extensive changes im the 
entire economic organization of the 
country. 

The problems of adjustment were 
indeed difficult. In the main they in- 
volved the evolution of administrative 
practices within the system rather than 
extensive alterations by legislation in 
its structure and powers. Neverthe- 
Jess, one serious change in the organiza- 
tion of the administrative machinery of 
the system did occur in 1923, when the 
so-called “dirt-farmer” amendment 
required. the representation of agricul- 
ture among the membership of the 
Federal Reserve Board. This was a 
change in the composition of the Board 
from the intent of the original Act, and 
at the same time it was the acceptance 
of the principle of representation of 
specific interests in the administration 
of the system. 

The most significant development in 
the administrative practices of the 
system was the evolution of open mar- 
ket operations as an instrument of 
credit policy. The importance of open 
market operations of central banks was 
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recognized in the original Act, and the 
Reserve Banks were given powers in 
this regard. It was thought, however, 
by the framers of the Act that the 
system would exercise its greatest in- 
fluence in the regulation and control of 
credit through rediscount practices and 
the use of the rediscount rate. But 
early in the postwar decade, changes in 
the holdings of securities purchased by 
the Reserve Banks in the open markets 
were found to have a direct connection 
with discount policies, and an excep- 
tionally important bearing on the 
general credit situation. 

Partly as a result of the discovery of 
this relationship, an open market com- 
mittee consisting of the governors of 
several of the Reserve Banks was set up 
by the Reserve Banks to purchase and 
sell securities in the open market in 
behalf of the system asa whole. After 
the committee had operated for some 
time, the Federal Reserve Board for- 
mulated the principles which should 
apply in the purchase and sale of 
securities as follows: 

That the time, character and volume of 
open market investments purchased by 
Federal Reserve Banks be governed with 
primary regard to the accommodation of 
commerce and business, and to the effect of 
such purchases or sales on the general credit 
situation.’ 


The governors of the Boston, New 
York, Philadelphia, and Chicago Re- 
serve Banks composed the committee 
in its early development. The gover- 
nor of the Cleveland bank was added a 
little later. As time passed and open 
market operations assumed a greater 
rôle in credit policies of the system, 
they were subjected to increasing 
criticism. Consisting of the governors 
of only five of the Reserve Banks— 
mainly those in the East—with the 
governor of the Federal Reserve Bank 


3 Annual Report of the Federal Reserve Board, 
1923, p. 16. 


of New York as chairman, the commit- 
tee was thought by some to reflect 
largely the views and interests of the 
larger member banks in New York City 
and elsewhere in the East, which might 
not be at all times the same as those of 
the Federal Reserve Board and the 
other Reserve Banks. 

Although the committee functioned 
under the general supervision of the 
Reserve Beard, its importance and 
power in the organization of the system 
were not contemplated in the Act. 
Furthermore, its existence was con- 
sidered by some to indicate the in- 
creasing ascendancy of the Reserve 
Banks, particularly of the Federal 
Reserve Bank of New York, in the ad- 
ministration of the system, and thereby 
to overshadow to an extent the Federal 
Reserve Board. Reflecting in part 
the criticism as well as the results of 
open market operations from 1923 to 
1929, the machinery of the committee 
was altered extensively in 1930. At 
that time the Open Market Investment 
Committee was succeeded by the Open 
Market Policy Conference, composed 
of all twelve of the governors of the 
Reserve Banks. In 1933 a further 
alteration by legislation established a 
Federal Open Market Committee com- 
posed of a representative from each 
Federal Reserve Bank. ‘This change is 
described in further detail in a later 
paragraph of this article. 

One very close observer and student 
of Federal Reserve developments from 
the beginning of the system has re- 
cently commented on the open market 
developments as follows: 


... The open market function attained 
great significance from 1923 onward and 
during the first year of the depression after 
the panic of 1929 (1930) there developed a 
strong feeling that it had been used without 
much discriminafion particularly in 1927 
and 1929, and that discount policies had 
consequently been.from time to time offset 
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or neutralized through the exercise of these 
powers without due regard to the ultimate 
purposes of the system. . . . As a resulta 
new administrative mechanism was de- 
vised, and in 1930 an open market organi- 
zation (Open Market Policy Conference) 
including all twelve of the governors of 
Reserve Banks wassetup. Its duty was, in 
consultation with the Board, to apportion 
open market purchase among the Reserve 
Banks and to determine their total.! 


REGULATION OF CREDIT 


In the development of its policies 
through rediscount and open market 
operations during the postwar period, 
the system devoted its major efforts 
to regulating and controlling the quan- 
tity of credit rather than to improving 
its quality. Open market purchases 
and sales were made with primary 
reference to their effect on the supply 
of credit. In the administration of 
the system efforts were made to bring 
about an adaptation of the volume of 
credit to the volume of business rather 
than to supervise the uses of bank 
credit.. Writing in 1927, W. Randolph 
Burgess, deputy governor of the Fed- 
eral Reserve Board of New York, 
said: 


As a fundamental principle the Federal 
Reserve Banks do not deal directly with the 
consumers of credit, but with the member 
banks and the money market. The Re- 
serve System, therefore, cannot prescribe 
the uses to which credit shall be put... . 

The Reserve System deals with credit 
quantitatively. Its influence is upon the 
total amount of credit in use and not upon 
the method of its employment.’ 


In thus attempting to administer 
credit policy mainly by influencing 
the quantity of credit without at the 
same time attempting to protect its 


4 Willis, H. P. “Federal Reserve System,” 
Chapter published in Contemporary Banking, 
op. ett. 

& The Reserve Banks and the Money Market. 


quality, the system was only partly 
successful in its policies, as subsequent 
events have indicated. Elsewhere in 
this volume Professor Willis has pointed 
out the consequences of failure to 
supervise and protect the uses of 
credit at a time of rapid expansion. 
It is only necessary here to indicate 
that open market operations during 
the period were one of the important 
factors that contributed to rapid ex- 
pansion in the quantity and decline in 
the quality of bank credit. 

Another factor contributing to the 
impairment in the quality of banking 
was the extension of the field of opera- 
tion of commercial banks by the 
Federal Reserve Act in 1913 and other 
developments about that time. The 
potential dangers that were made 
possible when commercial banks were 
permitted to go into investment bank- 
ing were clearly revealed from 1929 to 
1933. The growth in the volume of 
credit made possible largely by open 
market operations and gold imports 
between 1922 and 1929 were used in 
the investment banking fields opened 
to commercial banks from 1908 to 
1913 and greatly extended since that 
time, particularly by the Mc Fadden- 
Pepper Act in 1927. 


Tue DEPRESSION AND BANKING 
REFORMS 


When the events of 1929 and 1930 
revealed the impairment of the coun- 
try’s banking system, it became in- 
creasingly evident that drastic changes 
were necessary. After an extensive 
study of the existing situation by a 
subcommittee of the Bankmg and 
Currency Committee of the Senate 
under the chairmanship of Senator 
Carter Glass, a bill was prepared to 
correct certain of the clearly revealed 
defects that had contributed to the 
general impairment. The bill as orig- 
inally presented attempted extensive 
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changes in both the National Banking 
Act and the Federal Reserve Act. 
Amendments proposed for the Federal 
Reserve Act were aimed in general to 
strengthen the powers of the system 
with reference to the use of bank credit, 
particularly for speculative purposes, 
to strengthen the position of the 
Federal Reserve Board in the system, 
and to make the Federal Reserve 
Board as independent of the Treasury 
as possible by the removal of the Sec- 
retary of the Treasury from member- 
ship on the Board. 

Changes pertaining to the operations 
of member banks were in general to 
reduce extensions that had developed 
under the Federal Reserve Act and 
subsequent legislation. Commercial 
banks were to be taken out of invest- 
ment banking as far as possible by the 
‘separation of security affiliates from 
parent banks and by the restriction on 
underwriting and on certain security 
buying and selling activities. Real- 
estate operations were to be curtailed, 
and reserves against time deposits were 
to be increased. State-wide branch 
banking was provided for, and group 
banking was brought under super- 
vision. : 

The bill was first introduced in 
the Senate by Senator Glass, January 
21, 1932. Opposition, however, devel- 
oped immediately. Further hearings 
led to changes and it was reintroduced 
in April. After considerable debate 
at that time, consideration was post- 
poned until the re-convening of Con- 
gress in December 1932. In January 
and February 1933 it was debated 
vehemently, but failed of passage in 
the closing days of the Hoover Admin- 
istration. Opposition was firmly in- 
trenched on the eve of a complete 
banking collapse. It appeared to cen- 
ter around the provision authorizing 
branch banking and the provision 
eliminating security affiliates. 


EMERGENCY MEASURES AND FEDERAL 
RESERVE ALTERATIONS 


In spite of the seriousness of the 
general banking problem and im spite 
of ardent interest in banking reform 
by students of the question in Congress 
and elsewhere, there was general 
apathy in regard to the situation 
throughout the early years of the 
depression and even down through 
1932. However, on several occasions 
it was necessary for certain emergency 
steps to be taken to meet particular 
crises or problems. Among the spe- 
cific emergency steps prior to 1933 
that resulted in alterations in the 
Federal Reserve Act were the Glass- 
Steagall Act of February 27, 1932 and 
the amendment of July 21, 1932 
authorizing direct loans by the Fed- 
eral Reserve Banks tothe public. The 
Glass-Steagall Act permits the Reserve 
Banks to substitute United States 
obligations as collateral against Fed- 
eral Reserve notes instead of commer- 
cial paper, when the latter is not 
available. It also authorizes the Re- 
serve Banks in “special and exigent 
circumstances” to make loans to large 
individual member banks and to 
groups of banks, under certain condi- 
tions, when their eligible assets are 
exhausted. Under the direct loan 
amendment in July 1932, the Reserve 
Banks are permitted to lend directly 
to individuals and corporations on 
paper secured by eligible paper under 
conditions prescribed by the Federal 
Reserve Board. 

When the banking system collapsed 
completely cn March 4, 1933, immedi- 
ate and extensive action was necessary. 
On Marche 9, 1933 the Emergency 
Banking “Act was passed and ap- 
proved. The provisions of this Act 
that pertain to the powers of the Re- 
serve System are those which broaden 


the authority of the Reserve Banks to 
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lend to members during the period of 
the emergency and to lend to non- 
member banks under certain condi- 
tions, and those that permit the 
Reserve Banks to increase the issue of 
Federal Reserve bank notes for the 
period of the emergency. 

Following the Emergency Banking 
Act there were two additional meas- 
ures that made changes of the greatest 
importance in the Federal Reserve 
statutes. These changes were included 
in the so-called “inflation amendment” 
to the Agricultural Adjustment Act 
approved on May 12, 1933. Under 
the first of these the President is em- 
powered at his discretion as follows: 


To direct the Secretary of the Treasury 
to enter into agreements with the Federal 
Reserve Banks and with the Federal Re- 
serve Board whereby the Federal Reserve 
Board will, and it is hereby authorized to, 
notwithstanding any provisions of law or 
rules and regulations to the contrary, per- 
mit such reserve banks to agree that they 
will, (1) conduct, pursuant to existing law, 
throughout specified periods open market 
operations in obligations of the United 
States Government, or corporations in 
which the United .States is the majority 
stockholder, and (2) to purchase directly 
and hold in portfolio for an agreed period or 
periods of time Treasury bills or other 
obligations of the United States Govern- 
ment in an aggregate sum of $3,000,000,000 
in addition to those they may then hold... . 


The second of these provisions is an 
amendment to the Federal Reserve 
Act which reads in part as follows: 


The Federal Reserve Board upon the 
affirmative vote of not less than five of its 
members and with the approval of the Pres- 
ident, may declare that an emergency exists 
by reason of credit expansion, and may by 
regulation during such emergency increase 
or decrease from time to time, in its dis- 
cretion, the reserve balances required to be 
maintained against either demand or time 
deposits. . 


Taken together, these two changes 
are probably the most distinct de- 
partures from the underlying philos- 
ophy of the Federal Reserve Act that 
have yet occurred. ‘The independence 
of the Federal Reserve Board is largely 
destroyed in certain respects, and the 
banking and credit powers of the 
Reserve System are now instruments 
definitely in the hands of the Federal 
Government. 


BANKING Act or 1933 anno FEDERAL 
RESERVE CHANGES 


Immediately after the new Admin- 
istration came into office, efforts to- 
ward banking reform were promptly 
resumed. After some months of dis- 
cussion, uncertainty, and apparent 
lack of interest in some quarters, the 
Banking Act of 1933 was approved, 
June 16. The Act contains twenty- 
one amendments to the Federal Re- 
serve Act and makes extensive changes 
in national banking statutes. The 
Act indeed provides for a radical 
transformation in the entire structure 
of banking in the United States. 

In general, the major alterations in 
the Reserve Act made by this legisla- 
tion are as follows: 

(1) Those which increase the con- 
trol of the Reserve System over the 
uses of member bank credit; 

(2) Those which strengthen the 
position of the Federal Reserve Board 
by increasing its powers in regard to 
credit policies of the Reserve Banks 
and by increasing its powers in regard 
to member banks; 

(3) Those which extend the mem- 
bership of the system to include mutual 
savings banks and Morris-plan banks; 
and 

(4) Those which require the pay- 
ment of net earnings of Reserve Banks 
in excess of dividend claims into surplus 
accounts of Reserve Banks instead of 
to the United States as franchise taxes. 
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In addition to these specific changes 
in regard to the Federal Reserve 
System, the Act provides important 
changes in general banking conditions. 
Some of these provisions have been 
summarized as follows by Dr. H. 
Parker Willis, who was technical ad- 
viser in the preparation of the 1933 
Act as well as of the Federal Reserve 
Act in 1913: 


(1) A general guarantee of bank deposits, 
constituting a lability upon all the banks in 
the nation. 

(2) A prohibition of the payment of 
interest on demand deposits and an official 
regulation of mterest upon time deposits; 
hence a far-reaching alteration of the terms 
of competition both between banks them- 
selves and between the banks on the one 
hand and the investment market on the 
other. 

(3) A complete separation of commercial 
from investment banking. 

(4) A doubling of the minimum capital of 
(future) banks. 

(5) A recognition of the system of chain 
or group banking, at the same time that 
branch banking is continued as a prohibited 
banking method, save in narrowly re- 
stricted conditions.® 


Among the specific changes in the 
Reserve Act those that increase the 
control over the uses of bank credit by 
the Reserve authorities and those that 
strengthen the powers of the Federal 
Reserve Board are important innova- 
tions. At the same time, they serve 
to clarify the aims of the original 
Federal Reserve Act. 


SUPERVISION or Usrs or CREDIT 


Recognition of the need for definite 
legislation directing the Reserve au- 
thorities to exercise supervision over 
the uses to which member banks put 
their funds, followed from studies made 
in 1931 and 1932 by the Banking and 


6 “A Crisis in American Banking,” Commercial 
and Financial Chronicle, Aug. 26, 1933, p. 1470. 


Currency Committee of the Senate. 
These revealed that the current bank- 
ing crisis was due in large measure to 
the excessive use of bank credit in the 
financing of speculation and investment 
during the years prior to 1929, and in- 
dicated that one of the main problems 
for the future was to prevent the use of 
credit for such purposes as far as pos- 
sible. One of the definite tasks of the 
Act of 1933, therefore, is, as stated in its 
title, “to prevent the undue diversion 
of funds into speculative operations.” 
In order to do this, each Federal 
Reserve Bank is required to 


keep itself informed of the general charac- 
ter and amcunt of the loans and invest- 
ments of its member banks with a view to 
ascertaining whether undue use is being 
madeof bank credit for the speculative carry- 
ing of or trading in securities, real estate, or 
commodities or for any other purpose in- 
consistent with the maintenance of sound 
credit conditions. . 


The necessary machinery to accomplish 
the aims set forth in this provision is 
also provided. 

In thus requiring the Reserve Banks 
to exercise supervision over the uses 
of credit by member banks, the Act 
definitely extends the powers of the 
Federal Reserve authorities. Under 
the original Federal Reserve Act there 
was some difference of opinion as to 
the powers of the Federal Reserve 
Board and banks in this regard. In 
the postwar decade, some of the 
Federal Reserve Banks, particularly 
the Federal Reserve Bank of New York, 
took the position, as stated by Dr. 
Burgess in Reserve Banks and the 
Money Market, that “‘the Reserve 
System cannot prescribe the uses to 
which credit shall be put.” The 
Federal Reserve Board on occasions 
appeared to take the position that the 
Reserve System*had considerable re- 
sponsibility for the uses of bank credit. 
In so far as speculative uses of credit 
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are concerned, the Banking Act of 
1933 has clarified the issue and assigned 
to the Reserve authorities definite 
responsibility and provided machinery 
for its enforcement. 


Powers or Reserve BOARD 
INCREASED 


It is in regard to the position of the 
Federal Reserve Board in the system 
that perhaps the most important in- 
novations were made in 1933. The 
powers of the Board were definitely 
increased in regard to its control over 
credit policies of the system and over 
member banks. Strengthening the po- 
sition of the Board in this manner 
represents a change from the aim of 
the original Federal Reserve Act. -It 
is also a definite reversal of some of the 
practices that have developed since 
the war. 

The most important change with 
reference to credit policies is in regard 
to open market operations. Instead 
of the Committee of Governors of the 
Reserve Banks, which conducted the 
operations of the system only under the 
general supervision of the Federal 
Reserve Board, the Banking Act of 
1933 creates a Federal Open Market 
Committee, consisting of one member 


from each Federal Reserve Bank.’ 


The committee is required to meet at 
least quarterly in Washington under 
the auspices of the Federal Reserve 
Board, and the Board is required to 
formulate regulations governing the 
open market transactions of the Re- 
serve Banks. ‘This alteration brings 
the open market operations of the 
Reserve Banks under the direct author- 
ity of the Federal Reserve Board at 
Washington. Formerly, as has been 
pointed out, they were centered in the 
governors of the Reserve Banks. 

The Act strengthehs the authority 
of the Federal Reserve Board in regard 
to member banks jn several ways. 


The important powers given the Board 
in this direction may be summarized as 
follows: 

1. The authority to fix the percent- . 
age of individual bank capital 
and surplus which may be repre- 
sented by loans secured by stock 
and bond collateral. The pur- 
pose of this power is to prevent 
the undue use of bank loans for 
the speculative carrying of secu- 
rities. 

2. The power to remove from office 
directors and officers of member 
banks who persist in unsafe and 
unsound banking and credit prac- 
tices. 

3. The power to exercise supervision- 
over member-bank relationships 
with security and holding-com- 
pany affiliates. 

4, ‘The power to regulate the rate of 
interest paid by member banks 
on time deposits. 

In thus strengthening the position 
of the Federal Reserve Board in regard 
to the credit policies of the Reserve 
Banks and in its powers over member 
banks, the Banking Act of 1933 has 
undoubtedly transferred to the Re- 
serve Board in Washington greater 
responsibility than did the original 
Federal Reserve Act. The changes 
were made to produce greater efficiency 
and soundness in banking and credit 
administration and to correct the 
defects that have been disclosed. Final 
judgment, however, as to the wisdom 
of the change must necessarily be de- 
layed until the future, 

Nevertheless, it should be pointed 
out that while the powers of the Fed- 
eral Reserve Board over the Reserve 
Banks and member banks have been 
definitely strengthened, the Federal 
Reserve Board itself is falling more and 
more under the domination of the Fed- 
eral Government. Indeed, for some 
time past, the Federal Reserve System 
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has been devoting itself to a very large 
extent to the purchase of Government 
securities in the open market, and 
thereby to aiding the financing of 
the Treasury Department. And more 


recently, permanent features of other- 
wise emergency legislation have re- 
sulted in furtaer direct encroachment 
by the Government on the independ- 
ence of the Federal Reserve Board. 
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Credit Policies of the Federal Reserve System— 
A Retrospect 


By H. Parxer Wis 


WENTY years have passed since 

the first meeting of the Federal 
Reserve Bank governors with the 
members of the Federal Reserve 
Board for the purpose of discussing 
and formulating policies. Almost the 
same time has elapsed since the fa- 
mous session at which discount rates 
were first recommended and approved 
by the Board. At both sessions there 
was rea] discussion of plans and pol- 
cies, and high hopes for the future. 
The notions then put forward were 
crude in the extreme, atoning for their 
crudity only m the dogmatism and 
positiveness by which they were sup- 
ported on the part of bankers whose 
experience had been chiefly that of 
making loans in country towns or 
manipulating the larger market for 
securities. 

In 1913-14, however, there was a 
live hope of success, a belief in the 
independence of the Reserve System 
from political influence, and a disposi- 
tion to profit by experience. Two dec- 
ades later, the attitude of those who 
are at work in the system is of a differ- 
ent character. Dogmatism is as great, 
but hostility to criticism is more Im- 
tense and acceptance of ideas on bank- 
ing theory is as limited, while apprecia- 
tion of financial principle is as scanty. 
The question of Federal Reserve pol- 
icy for the future is as deeply obscured 
as ever. 

In this discussion, attention will be 
centered upon the credit and discount 
policies of the Federal Reserve System, 
and will be directed‘as slightly as pòs- 
sible to other matters which must be 
referred to incidentally only, since the 


brief space available for the analysis 
will not permit more than passing ref- 
erence to anything outside the rela- 
tively limited field thus mapped out. 
In thus confining attention to the 
credit policies of the system, however, 
we touch the central problems of the 
system and possibly the field in which 
there has been most controversy and 
least progress. 

Clarity is best promoted by dividing 
the Reserve System into distinct peri- 
ods from the standpoint of the evolu- 
tion of its program. There is a clear- 
cut line of division which can now be 
easily perceived in surveying the his- 
tory of the organization. ‘These peri- 
ods are about as follows: (1) Novem- 
ber 1913, at opening, to April 1917— 
the entry of the United States into the 
World War; (2) from the entry of the 
United States into the World War 
to May 1920 approximately, when the 
policies of the war came to a close; 
(3) from May 1920 to the definite 
adoption of an inflation and specula- 
tive policy in 1924; (4) from the open- 
ing of 1925 to the panic of 1929; and 
(5) from the advent of the panic to 
the present moment. 

These five periods are marked by 


` distinct characteristics of thought and 
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practical operation which at the time 
were often denied or masked by events, 
but are now clear enough. We may 
first pass them in review. 


First PERIOD 
The initial stages of the Federal Re- 
serve System, covering roughly two 
years of activity subsequent to the 
adoption of the Federal Reserve Act, 


Crenit Poricres or FEDERAL Reserve System-——A RETROSPECT 95. 


were years during which the credit 
policy of the institution was not more 
than inchoate. Abundance of funds, 
and lack of necessity on the part of 
busmess men for accommodation, 
owing to the fact that foreign con- 
sumers bought and paid directly for 
their purchases, made it often largely 
needless for banks to rediscount, and 
it seemed to many untrained Federal 
Reserve bankers as if the main injunc- 
tion to be offered to their banks was 
that they earn their own living. They 
bought freely of investments such as 
the Reserve Act permitted, among 
them a large body of municipal war- 
rants, and in that way they succeeded 
in meeting the obvious requirements 
of their salary and other outlays. 

So far as the member banks were 
concerned, they were, during most of 
this period, practically outside the cir- 
cle of Federal Reserve requirements. 
To all mtents and purposes, neither 
open-market operations nor direct 
search for business was permitted by 
the Federal Reserve authorities. Ac- 
cordingly the connection between the 
banks and their members or between 
the banks and the public was a thin 
one, confined largely to the getting of 
enough paper to permit the issue of 
an adequate volume of Federal Re- 
serve notes to fulfill the requirements 
of the community. The work of the 
Reserve Banks was devoted practi- 
cally entirely to the development of 
internal relationships and (during the 
latter part of the period, when our 
entry into the war was clearly fore- 
seen) to the preparation of note-cur- 
rency for the needs which would 
unavoidably attend our entry into the 
conflict. 

If we were to select from the dis- 
cussions and experiences of the years 
1915-16, the lessons learned by the 
Reserve System, we should specify the 
difficulty of developing a control over 


the discourit market or the lending 
policies of member banks, and the 
obstacles to accumulating a body of 
assets sufficient to provide for the cur- 
rent income requirements of the sys- 
tem. Of the theory of credit, or 
“eredit control,” it would be difficult to 
find any traces; while of rate policy or 
rate leadership, we find nothing save 
possibly a rather crude disposition to 
follow the supposed -practice of the 
Bank of England, without inquiring 
very narrowly into the analogies really 
existing between such practice and 
that prevailing in the United States. 


Sreconp Prerrop—WorLd War 


The second period of Federal Re- 
serve history covers the years of the 
World War, and raises the questions 
how far a central banking system 
ought to go in financing the govern- 
ment, and what should be the relation- 
ships established between the public, 
the member banks, and the govern- 
ment, through the intermediation of 
the reserve or central institutions. 
These, however, are not. questions 
which require settlement here. 

All would agree that the time of the 
World War was one in which emer- 
gency methods were warranted, if 
ever, and would cite the fact that 
probably no central banking system 
ever passed through a war period 
without some deterioration of assets. 
It would be said, as has been often 
said, that the services rendered by 
the Reserve System in war finance 
were sufficiently great to compensate 
fully for the loss and suffering result- 
ing from the debauching of the banks’ 
portfolios. We need discuss here only 
what in fact took place, leaving to 
the philosophically-minded reader the 
decision whether the “game was worth 
the candle” or indeed necessary at all. 

From the outset of the war it was 
determined by the Treasury authori- 
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ties to conduct the struggle, so far as 
necessary, through credit inflation— 
a statement which meant, in practice, 
that the authorities were determined 
to fall back upon artificial creation of 
credit whenever it seemed to them de- 
. sirable to enlarge their supply of im- 
mediately available funds. Yet, since 
the fiction of selling Treasury certifi- 
cates to the general public was main- 
tamed and regularly adhered to, and 
was accompanied by the equally fic- 
titioys sales of liberty bonds to the 
rank and file of the community, the 
proceeds of which sales were used to 
fund the short-term loans into bonds, 
it proved possible to avoid the most 
extreme appearances of inflation and 
to leave a foundation of soundness 
from which to work in the endeavor 
to rectify the portfolio and general 
credit position at the close of the war. 
The Armistice, coming as it did at 
a moment when the United States was 
only preparing to take the final leap 
into the morass of expanded credit and 
unsound paper currency, saved the na- 
tion from the worst effects of the war 
financing and the inflation policy by 
which it was animated. But the war 
left the Reserve System with a bad 
precedent or tradition which was to 
influence it for the worse in future 
years; and it cut from under the sys- 
tem the foundation of soundness and 
convertibility which, rather than great 
size, had been its chief source of 
strength at the outset. + 


Tump PERIOD—AFTERMATH 


The close of the war, indeed, was 
not the end of the inflationary poli- 
cies, for the Treasury aythorities had 
decreed that the Nation should ad- 
vance to the Allies some $2,500,000,000 
in additional loans after the end of the 
struggle, while the Reserve System it- 
self was called upon to absorb the 
fifth or “Victory” loan, amounting to 


nearly $5,000,000,000. This combined 
outlay continued the bad credit poli- 
cies of the war, prevented any early 
return to sound portfolio practice, and 
prohibited any really vigorous effort 
to restore the dominance of commer- 
cial lending as the foundation of Re- 
serve banking policy. Hence the year 
1919 was a further demonstration of 
the dangers of war finance and of the 
banking deterioration by which it is 
normally accompanied. 

The panic of 1920 brought matters 
back to some semblance of recollection 
of early principles and of central bank- 
ing method. It served to alarm and 
disquiet the managers of the system, 
and inspired in them a desire to re- 
store solvency. Let us note the con- 
ditions with which they had to con- 
tend. The following table illustrates 
the effects of the war upon the Reserve 
Banks. 

"The panic of 1920 and the short- 
lived depression which followed it 
found the United States practically at 
a financial crossroads. Those in 
charge of the Federal Reserve Board 
were still sincerely desirous of bring- 
ing back some canons of soundness 
into Reserve Bank management, and 
of making the operations of the system 
revolve around business borrowing. 
They believed, accordingly, that the 
first step to be taken must be that of 
clearing out of the system the excess 
of Government paper which was clog- 
ging the channels of the Reserve 
Banks and preventing any real de- 
velopment of soundness in portfolio 
make-up. Advances in rates of dis- 
eount, abolition of the rediscount 
differential in favor of notes secured 
by liberty bonds, and the effort to 
make the Reserve Banks return to 
their older preference for commercial 
paper, were the chief lines of effort 
then undertaken by the Reserve au- 
thorities. ‘ 
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CONDITION OF THE FEDERAL Reserve BANKS AT THE END or tHe War! 


of the bond holdings and discounts of 
the Reserve Banks, but only at the 
cost of sharp depression in the values 
of liberty issues and a growth of 
discontent among’ financial interests 
which had expected to be permitted 
to use Reserve funds practically as 
they wished. And it would seem 
' morally clear, if not evidentially de- 
monstrable, that the Presidential cam- 
paign of Warren G. Harding was 
accompanied by pledges to various in- 
terests of a restoration of low rates of 
discount with free access to Reserve 
Banks for speculative purposes, and 
abandonment of the attempt to re- 
build the commercial bases of the sys- 
tem. This second period in Reserve 
credit history was, therefore, a period 
of struggle in which the attempt to 
reassert the original philosophy of the 
Reserve Act failed, the result being 
to confirm the policy of “frozen credit” 
and collateral advances which had first 
become rooted as a result of war. 

It was not, however, enough to 
adopt a policy; the next step must be 


* Report, Federal Reserve Board, 1918, pp. 13- 
14, 


(In millions of dollars) 
Apr. 5-6,| Dec. 27, | Increase 
1917 1918 
Total Cash reserve 5 cand Sag tias CoS e enna AVENNE CETERE 962.7 | 2,146.2 | 1,183.5 
Total net deposit and Federal Reserve note liabilities........... 1,136.8 | 4,238.1 | 3,101.3 
Total required reserv isorine se hoo. oe eh esas ona ds ea Vesa 416.7 | 1,617.6 | 1,200.9 
Reserve përcentage. s 6s sa yaw 6 SAe inrit mare KOSS Roa Sarees 84.7 50.6 | —34.1 
Total earning assets. ......nsosunenenssesressersecsesessserre 225.6 | 2,818.2 | 2,092.6 
Fre CON 625.5 roer a n AAN T EA 546.0 528.6 | —17.4 
Federal Reserve notes outstanding. ..........ceuveceeccceeress 400.7 9,855.6 | 2,454.9 
Collateral: 

Regured papir: sec 525-b-a aaa ace eee dies a eee as 299.3 | 1,567.3 | 1,545.0 
SOI a el AAE Re et IEA E bb va Raa aiitee we Baan eee °378.4 |} 91,288.38 849.9 
Nota issue POWER rani peonia AEE aT Oe a 1,365.0 | 1,821.5 | —43,5 
Bills ‘secured by Government obligations... as unan renere near eee 1,400.4 | 1,400.4 
' Government securities owned... 2... 2.0. cece ce ee erat ence eters 47.7 311.4 263.2 

aG percent b55 percent c94 percent 445 per cent 
This resulted in clearing out a part to apply it in practice. From the 


earliest incidence and the close of the 
immediate panic of 1920, may be ac- 
counted a lapse of perhaps eighteen 
months, carrying the story of Reserve 
credit to, and through, the election of 
President Harding at the close of the 
year 1920, followed by the assumption 
of power by the Republican Party 
early in 1921. From that moment on- 
ward to 1925, the conversion of the 
Reserve System into something other 
than a commercial banking system 
was rapid. They were crucial years, 
because of the rapid rise of hazardous 
speculation financed by advances ob- 
tained from Reserve Banks, and be- 
cause of the development of a philoso- 
phy of unsound commercial paper 
lending. This was illustrated by the 
abandonmert on the part of the Re- 
serve Board of its power over bankers’ 
acceptances, and its practical trans- 
ference of its authority in this respect 
to the Resérve Bank of New York, 
where a series of modifications of the 
older regulations practically converted 
the system mto a long-term financing 
plan. 

Somewhat similar results in another 
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field were attained through the Agri- 
cultural Credit Investigation of 1922, 
which resulted in the dangerous enact- 
ment of 1923, with its provision for 
the purchase of long-term paper by 
Federal Reserve Banks. The Treas- 
ury, meantime, was busily engaged in 
converting such long-term issues as 
fell due into certificates running for 
an average duration of about a year, 
thus falling back upon the old system 
of war financing’ through the use of 
bank credit—undoing all that had 
been painfully accomplished just after 
the war in reducing the holdings of 
Government obligations by the Re- 
serve institutions. 

The outstanding changes in the de- 
velopment of the system just after the 
close of the war are best observed 
from a brief statistical survey: 


uniform throughout the country as the 
Reserve Banks were willing to allow to 
exist in their several districts. Liquid- 
ity as a theoretical test of the desira- 
bility of paper offered for discount at 
Reserve Banks was definitely, if still 
privately, abandoned, and officers of 
Reserve Banks did not hesitate to 
speak of it as an “obsolete” theory. 
Too much emphasis can hardly be 
laid upon this change of front. It 
represented the alteration of point of 
view of the whole idea of central bank- 
ing which had existed since the early 
days of the system, and made plain 
the disposition to introduce a “new 
era” philosophy mto the management 
of reserve or central banking. Yet 
there was still lacking a definite phi- 
losophy of the purposes of reserve 
banking which could be substituted 


FupsraL Reserve Bangs? 





(In millions of dollars) 
R Govern- | Federal Reserve 
Date Cash Dis- Accept- ment | Reserve Total Ratio 
Reserves | counts | ances |g. ites! Notes | DePoSttS | Per Cent 
1920 
Oct. 15... ccc cece eee 2155 | 2,774 320 329 3,353 42.7 
1921 
Jan. 7 eed 2,277 9,607 935 288 3,270 46.4 
Dec. 28....... 00.005 2,992 1,180 114 241 2,443 1.1 
1922 
Dee 7 (a 3,149 630 946 458 2,464 72.1 








Such changes were accompanied by 
a turn-about in the prewar policy of 


commercial paper discounting and in 


the structure of discount rates at Re- 
serve Banks. The attempt to restore 
the prewar system of rates varying 
according to duration and character 
of paper discounted proved unsuccess- 
ful, and the Reserve Banks drifted 
more and more toward a plan of fixing 
a rate uniform for All credit and for 
nearly all kinds of paper, and as nearly 

2 Report, Federal Reserve Board, 1922, p. Il. 


for the older notion of serviceability 
to business in proportion to the latter’s 
need of funds for current use. 


FourtH PERIOD—PRIOR TO 
DEPRESSION 


Perhaps the most difficult period in 
the history of the Reserve System 
from the point of view of economic 
analysis is that which covers the years 
before 1929. The Reserve System 
had emerged from the war without 
more than the minimum amount of 
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scathe which was probably insepara- 
ble from a struggle of the sort, con- 
ducted on the extravagant and waste- 
ful plan that had been pursued by the 
United States. It had-gone through 
the panic and subsequent short-lived 
depression of 1920 with only a momen- 
tary waning of prestige. There had 
been no serious indication of general 
banking weakness, so far as the public 
‘could perceive, and it might be (and 
in many circles was) asserted that the 
evils developed under the auspices of 
the Reserve System were merely those 
which had been the outcome of war— 
of war, moreover, whose duration had 
been reduced, no doubt, by abundant 
financing which the Reserve institu- 
tions themselves hadrendered possible. 

Such claims were meretricious, yet 
attractive to many minds. It was ad- 
mitted that the time had come, how- 
ever, when a real test of the quality of 
the Reserve Banks and of their man- 
agements was now to be afforded. 
Rising prosperity or business activity, 
an enormous and increasing foreign 
trade, and the development of an im- 
mense foreign bond-selling business 
were the superficial incidents of the 
period now under examination. These 
factors would perhaps not have proved 
so influential as they actually did, had 
not the Reserve System already grown 
accustomed to disregard the canons of 
liquidity and to hold large quantities 
of long-term Government paper, for 
which there was only a forced market, 
while its underlying thought had been 
altered in the way that has already 
been described. 

The period after 1924 was a time of 
effort throughout the world to bring 
back some semblance of soundness or 
convertibility into the monetary sys- 
tems of the chief nations, It was a 
good thought which presented itself to 
the minds of many Reserve authorities 
that they should endeavor, so far as 


seemed practicable, to aid in the intro- 
duction of new and, if feasible, uniform 
currency standards in the countries 
where such reform movements were in 
progress. 

Unfortunately the great enlarge- 
ment of the gold supply which was 
then coming to the United States had 
bred a notion that the Reserve System 
was able to do practically as it pleased 
about the whole situation; and the 
leaders of scme elements in it had be- 
gun to imagine themselves political 
leaders and to spend much of their 
time at Washington, where they 
sought to share in the manipulation 
of credit and currency in such a way 
as to consclidate the power of the 
party then dominant. 

The change of front which had come 
over the system in these regards was 
well reflected in the memorandum 
which the taen Governor of the Fed- 
eral Reserve Bank of New York, Mr. 
Benjamin Strong, filed with officers of 
the system.? In this memorandum he 
set forth the alleged effort of the Re- 
serve System to keep the nation con- 
tent by promoting easy access to 
credit, and the advantages to be de- 
rived from an active and rising stock 
market. It is incontrovertible that 


‘strong elements in the system defi- 


nitely accepted the twin notions of 
controlling the domestic credit market 
in the interests of foreign central 
banks, which wished to see low money 
rates maintained here, and of control- 
ling money conditions in the behalf 
of speculative and promotional inter- 
ests which were looking anxiously to 
the Reserve System as the source from - 
which they must draw their supplies 
if the market was to continue vigorous. 

In these circumstances, the credit 
policy of the Regerve System became 
distinctly a policy of extending sup- 

$ Printed:in Senate Hearings (S. Res. 71) 1931, 
Part VI. 
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port to the stock market, and of pay- 
ing little attention to the member 
banks. The latter sought to meet the 
changing conditions of the time by 
converting themselves into investment 
institutions; and they depended less 
and less upon the rates or advances 
afforded by the Reserve Banks. The 
latter were chiefly occupied with con- 
ditions in the stock market; and they 
paid comparatively little heed to the 
inner condition of members, while they 
were disposed to scoff, more and more 
openly, at the ideas of liquidity and 
convertibility which the Reserve Act 
itself had accepted. 

It is often supposed that the period 
in question was notable because of the 
alleged acceptance of a policy of what 
is termed “credit control,” or control 
of prices through variations in the 
amount of credit available. Members 
of the Federal Reserve Board, how- 
ever, recently testified that the topic 


was never mentioned in meetings of © 


the Board or of the governors or other 
controlling agencies in the system. 
Whatever may have been done or said 
in such a connection must therefore 
have been the unauthorized expression 
of some person or persons who found 
that the idea of credit control accorded 
well with the ambitious ideas that 
some had formed of the dominating 
influence to be exerted by the Reserve 
System over speculation, business, and 
politics. 

The period prior to the panic of 1929 
must be regarded as crucial in the 
credit history of the Reserve System. 
It witnessed a further contraction of 
the legitimate commercial credit op- 
erations of the system, a growth of the 
immense and inconvertible portfolios 
of Government obligations in Reserve 
Banks, and the definite, self-conscious 
admission that the' Reserve System 
had become detached from the com- 
mercial credit mechanism and must 


Tar Annas OF THE AMERICAN ACADEMY 


find its channels of influence in the 
speculative field to which the system 
more’and more rendered its allegiance. 
It was thus a definite and acknowl- 
edged turn in the credit policy of re- 
serve, or central, banking that had 
been effected. 


Present PERIOD 


The final period of Federal Reserve 
credit policy may be reckoned as be- ° 
ginning soon after the panic and col- 
lapse of 1929. It has extended to the 
present time, in the sense that there 
has been no definite alteration of front 
or of method, but rather a persistence 
in current methods of work and in 
present points of view. These have, 
on the whole, centered around the op- 
erations of the Treasury Department, 
and have been intended to give force 
and effect to the needs and require- 
ments of that Department. 

The panic of 1929 was not at first 
convincing to those in charge of the 
finances of the nation. Many spoke 
of it as a mere “flash in the pan,” and 
President Hoover, in semiofficial state- 
ments, made known his conviction that 
the depression would soon be over. 
Repeated statements from the Wash- 
ington headquarters of the committee 
of business “leaders” which President 
Hoover formed, sought to instill into 
the public mind the belief that normal 
conditions were steadily reasserting 
themselves and would be the order of 
the day within a very short time in- 
deed. 

It was possibly natural that the Re- 
serve Banks—whose official staff, as a 
whole, was far from being competent 
—permitted themselves to drift into 
a frame of mind in which it appeared 
useless to study financial conditions 
very closely, and wisest to move with 
the current, merely adapting policies 
from time to time to the needs of the 
case as revealed. From that point of 
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view, it is well briefly to consider the 
general aspects of the collapse in its 
bearing upon credit. The results of 
such a survey necessarily furnish a 
guiding thread through the intricacies 
of Reserve policy, so far as conditions 
of the sort just referred to are con- 
cerned. 

There is general agreement that the 
breakdown of 1929 was a collapse of 
credit and finance, and that in these 
branches of activity rather than in any 
other lay the significant elements of 
the case. 

As on every other occasion of the 
sort, the breakdown of one factor in 
the national economy naturally led 
directly to others. It was not long 
before the ordering of goods was 
greatly reduced, and it appeared that 
in the new condition of demand, the 
supplies on hand, particularly in cer- 
tain specialties and staples like ingot 
copper, were far in excess of any prob- 
able requirements of the community. 

In such circumstances, a next un- 
avoidable step was the reduction of 
the total of commercial borrowing at 
banks, with a corresponding lessening 
of commercial paper in existence or 
available. Such a reduction had been 
witnessed in all former convulsions of 
the kind, sometimes in larger propor- 
tions, sometimes in smaller, but always 
in considerable amounts. The banks 
received or were offered smaller 
amounts of commercial paper for dis- 
count, and they consequently had less 
paper available or eligible for redis- 
count at Reserve Banks, as well as Jess 
- necessity to present such paper for 
that purpose. Hence a statement, 
superficially made by some so-called 
“economists,” that the practice of the 
nation was rapidly changing in the 
matter of commercial paper, and that 
it would not be long before such eligi- 
ble paper would be unknown. 

Simultaneous with the adoption of 
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this erroneous point of view with re- 
gard to bank borrowing, there grew up 
another docirine, which was disposed 
to treat the stock exchange as the most 
efficient intermediary through which 
to obtain capital from the public for 
the purpose of supplying the industrial 
and commercial needs of the commu- 
nity. Hence the effort to lay a foun- 
dation of economic analysis or phi- 
losophy upon which to build a 
superstructure of speculative credit to 
be granted by the Reserve Banks. 
The various institutions found their 
progress in that direction greatly ac- 
celerated by the development of a 
large Government deficit, whose repre- 
sentatives were steadily “dumped” 
into the Reserve Banks or the member 
banks, and were practically made in- 
terchangeable between the two classes 
of institutions. This method of short- 
term borrowing and of carrying the 
public obligations in excess of the 
yield of taxation as assets in commer- 
cial banks was in turn reflexly assisted 
by the fact that the Reserve institu- 
tions had for many years freely dis- 
counted the direct notes of member 
banks with collateral, consisting of the 
obligations of the Treasury which were 
used,as prozection, thus enabling the 
borrower to obtain such funds as he 
might need for stock speculation. 
The public did not resent the de- 
bauching of the Reserve Banks by the 
practice of the Government in this re- 
gard, but were inclined to accept the 
suggestion that it was no worse for the 
Governmen® to get the funds of the 
banks for relief and public works than 
it had been for stock-speculating inter- 
ests to obtam the use of them. There 
was truth im the analysis, so far as it 
went; but the question was not 
whether one practice was worse than 
the other, but whether both did not in- 
volve extreme hazard to the mainte- 
nance of that strong, vigorous condi- 
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tion in Reserve Banks which was 
essential. Reserve Banks in fact con- 
tinued to take over Government busi- 
ness in somewhat larger proportions 
than those in which they had taken on 
stock-exchange paper. As time went 
on, the Reserve Banks became gen- 
erally “frozen,” their assets consisting 
of Government obligations whose mar- 
ketability depended wholly upon the 
capacity of the Reserve Banks them- 
selves to buy and absorb Government 
obligations of all varieties. The fol- 
lowing diagram displays the progress 
of these tendencies and the deteriora- 
tion of the asset portfolios of the Re- 
serve institutions. 
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of liquidity upon which it was origi- 
nally founded. It has emerged as a 
pure Government or Treasury financ- 
ing enterprise, whose unsuccess in 
preventing bank failures or controlling 
commodity prices is notorious, and 
whose danger to the banking commu- 
nity through its own unsound absorp- 
tion and manipulation of short-term 
Treasury obligations is now equally 
apparent. 

Defeated in its heterodox exploita- 
tion of erroneous or unscientific credit 
policies, the system obviously requires 
to discard past experience and to make 
a fresh start. It needs to plan a new 
begimning, try what can be done along 
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accredited central banking lines, and 
give up the self-made or homemade 
doctrines too often advocated in the 
superficial writings of Reserve officials. 

This is a courageous undertaking— 
courageous morally because it involves 
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at least a tacit confession of past error; if gradual, restoration of conservatism 
and courageous financially because the and soundress in finance. It is, how- 
policy suggested necessitates a steady, ever, the orly safe course now offering. 
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The Federal Reserve and the Price Level 


By Lionzr D. Epis 


URING the past three years the 
Federal Reserve authorities have 

made a series of attempts to influence 
the trend of the price level. Super- 
ficially considered, these attempts have 


been so lacking in coherence and con-` 


tinuity that the critic could easily dis- 
miss them with the accusation that 
they mean nothmg more than occa- 
sional floundering and fumbling in the 
realm of monetary policy. However, 
I believe a more candid view will 
suggest that the whole experience 
constitutes a groping, evolutionary 
tendency toward a more definite mone- 
tary policy in the United States. 


Movement to Arrest DEFLATION 


In 1980 and 1931 there was con- 
siderable pressure on the Federal 
Reserve authorities to establish mone- 
tary policies calculated to arrest de- 
flation. ‘The authorities responded in 
a more or less half-hearted manner by 
occasional purchases of Government 
bonds in the open market and by 
lowering discount rates. This cheap 
money program lacked definite con- 
viction, and was not undertaken with 
a firm determination to accomplish 
definite results. It was a “feeler.” 

The Bank of England did not’ co- 
yope to anrate important degree, and 

allowed thingsto drift in the sterling 
_area. The momentum of depression 
was too much for these vacillating 
and irresolute moves. However, when 
England abandoned the gold standard 
in the autumn of 1931 under appear- 
ances which made it possible for Eng- 
land to say she was “ferced off gold,” 
something snapped in the monetary 
situation of the world at large. - Going 
off gold seemed to arrest deflation m 


the sterling area, which included a 
large part of the world. On the other 
hand, England’s step seemed to in- 
tensify deflation in countries still 
wedded to gold. American prices 
dropped sharply further in the winter 
of 1931-32, and in fact placed this 
country on a price level which, in light 
of the domestic debt burden, repre- 
sented nothing less than a bankruptcy 
level. 

In the spring of 1932 the Federal 
Reserve launched a bold program of 
bond buying which at the moment 
seemed like trying to arrest Niagara 
Falls. In judging this program we 
have to bear in mind the lag theory of 
cause and effect. Advocates of open- 
market policy have always allowed for 
a three- to six-months’ lag before ex- 
pecting results to show up. In this 
particular case the lag was about as 
usual, for commodity prices were halted 
in July 1932, and in fact the point then 
reached proved to be approximately 
the low of the depression. 

During the summer of 1932 there 
grew up a theory of “reflation”’ in this 
country, and in the autumn of 1932 the 
Federal Reserve authorities made a 
drive for credit expansion. For a few 
months they succeeded in stimulating 
a sharp upswing in business and in 
speculative markets, but they were too 
impatient in their expectations of 
credit expansion. Difficulties piled up. 
The Government dismally failed to 
balance the budget. Thousands of 
member banks were in an insolvent 
condition. A political campaign was 
on, and one of the parties indulged in 
a “campaign of fear.” The domestic 
debt burden was unbearable at the 
existing value of money. 
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Hence, during the winter of 1932-33 
the economic situation began to sag, 
and drifted to a bank moratorium. 
Even this collapse, however, did not 
carry commodity prices materially 
below the point where they had been 
halted in July 1932 by Federal Reserve 
policy. In spite of the crisis of 1933, 
the Federal Reserve policy had not 
been without profound significance in 
holding together a situation that had 
descended close to absolute chaos. 


REVOLT AGAINST LIQUIDATION 


The special session of Congress 
called by President Roosevelt in the 
spring of 1933 revealed a state of mind 
in the country which had been neg- 
lected by the “hard money” school in 
the East. Numerous economists and 
financial editors had advocated a 
drastic purification of our whole econ- 
omy by scaling down of debts, by the 
scrapping of all marginal banks, by 
putting weak corporations through the 
wringer. Their doctrine appealed to 
many people because it was stoical and 
puritanical. It scoffed at the easy 
way out by repudiation, and had an 
appearance of righteousness because 
it required every man to take the 
punishment for his economic sins. 

But this school of Calvinistic econo- 
mists had left out of the reckoning a 
social equation. ‘The social mass’ sim- 
ply would not stand for being wiped 
out in this manner. To them it was 
nonsensical, it was disastrous. They 
would not go through with it, and 
revolted. The noble and pure eco- 
nomic prophets of the financial centers 
might have been able to carry out their 
bitter-end liquidation in a nation of 
robots, but not in a nation of human 
beings. This showed up almost im- 
mediately in the special session of 
Congress, by the clamor for inflation. 
Result: the Inflation Bill, giving the 
President. tremendous optional powers 
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over money. An embargo on gold ex- 
ports and a ban on gold hoarding broke 
the tension of deflation and started 
values in a new direction. The in- 
flationists were in control. 

Without going into details, I think 
it is important to make a few observa- 
tions on the doctrines of the hard- 
boiled defletionists and bitter-end liq- 
uidationists of this era. They simply 
overplayed their hands. They recog- 
nized no limit of endurance on the part 
of the public, no end to the amount of 
punishment that the people could take. 
In a sense, these stubborn deflationists 
were the real inflationists. Their very 
extremism 2ngendered a reaction in the 
opposite direction. When they saw 
the jig was up, they played the true 
rôle of Jeremiahs and flooded the coun- 
try with pious lamentations and dire 
warnings. They had been run over by 
a steam roller they had not seen com- 
ing, namely, the human equation. 
They still think it wicked that this 
steam roller came along. 


Pouicy or CoORDINATION 


The Roosevelt program marked a 
new phase in the development of mone- 
tary policy. It was a phase of coördi- 
nation. Federal Reserve policy was 
treated as important but not as suffi- 
cient in itself. It was coordinated 
with other methods of trying to restore 
equilibrium—with public works, with 
direct action to lift farm prices, with 
direct effort to restore wages, and with 
many moves to reorganize industry. 

A. coérdinated monetary policy is a 
significant development. Hitherto two 
schools of thought have warred with 
each other without getting anywhere. 
A monetary school has held that money 
is the only factor, the whole story, and 
if handled right, will bring everything 
else into line. A non-monetary school 
has held that industrial equilibrium is 
the thirig, quality of credit not quantity 
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of sole importance, and that readjust- 
ments within production and consump- 
tion are the only way out. 

The Roosevelt recovery program of 
coordination combines many of the 
good elements of both these schools of 
thought. It contains the germs of a 
well-balanced approach to the price- 
level problem. There is no assurance 
that the future unfolding of this ap- 
proach will be wise and intelligent, but 
there is the possibility. The lopsided- 
ness of the extreme monetary and non- 
monetary schools is in the discard, and 
an experiment of coérdination is in 
process. Federal Reserve policy alone 
is not enough, but it is a necessary in- 
gredient in any larger program of eco- 
nomic life. 


RESPONSIBILITY FOR THE PRICE 
LEVEL 


What has been taking shape in the 
past few years is a new attitude of 
responsibility. The price level, in- 
stead of being accepted as an Act of 
God or a subject of the blind forces of 
supply and demand, is being taken as a 
proper matter for some degree of deter- 
mination by official policy. This shift 
does not yet mean that any country is 
committed to a managed currency, be- 
cause managed currency means deter- 
mination of price level by monetary 
policy solely. No country has gone 
that far, and the American develop- 
ments do not point in that direction. 
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Nevertheless, there is a growing tend- 
ency to accept responsibility for the 
price level. 

Thisis not due to any sudden outburst 
of superior reasoning, but is due more 
to social pressure upon governments. 
It represents a defeat of the die-hard 
attitude of the Bank of England, an 
attitude which has exerted tremendous 
influence upon the philosophy of cen- 
tral banks everywhere. The Bank of 
England philosophy has looked pri- 
marily to the external value of cur- 
rency as measured by stability of the 
exchange rate, as a criterion of policy. 
Internal value, as measured by the 
domestic price level, has not been com- 
pletely ignored, but has been treated 
as a very minor consideration. This 
false emphasis is now in retreat. 

For a long time economists have been 
able to prevent governments and cen- 
tral banks from taking a clear-cut re- 
sponsibility for the price level, by re- 
counting all the difficulties in the 
way of such a policy. Masters of 
theory have hashed over the subject 
ad nauseam. But when price levels 
drifted to the point where some 
countries went Fascist and others 
were threatened with social revolution, 
the exponents of do-nothing-ism lost 
their hold on officialdom. Social 
pressure—nothing else—has forced 
a recognition of price-level responsi- 
bility. This is one of the momentous 
consequences of the depression. 
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Gold, Capital Movements, and the Dollar 
By Raps A. Youne E 


INCE March 6, 1933, the inter- 
national influences affecting the 
American financial scene have become 
blurred and obscured, although they 
have been none the less present. This 
condition of affairs has resulted from 
the abrupt severance, on that date, of 
the relationship of the dollar to gold. 
Formerly, because of our long experi- 
ence with gold as the base for dollar 
currency and credit, it was possible to 
judge in a general way, by the state of 
the exchanges for foreign currencies, 
by the comparative condition of inter- 
national] financial markets, by the in- 
ternational movement of capital and 
trade, and by the flow of gold in and 
out of the country, just how our inter- 
national trade and financial dealings 
were currently affecting our banking 
and currency position. Under the 
present status of the dollar, however, 
such judgments must be made without 
theconvenience of conventional guides, 
and they must suffer in consequence. 
Indeed, so novel is the experience of a 
dollar of fluctuating and depreciating 
international] value that there seems to 
be little satisfactory basis for judging 
the nature and significance of the inter- 
national. influences affecting American 
finance under a free dollar régime. 


A Free DOLLAR CURRENCY AND 
Monetary Pourcy 


Any attempt to appraise the inter- 
national influences currently affecting 
American banking conditions must rec- 
ognize that the present status of the 
dollar as a free and inconvertible cur- 
rency is not a status that was inevita- 
bly forced by the exigencies of domes- 


tic and international financial crisis.t 
It is mainly a deliberate product of 
the national reconstruction program 
determined upon by the Roosevelt Ad- 
ministratior. In other words, the def- 
inite establishment of the dollar as a 
free currency was undertaken with a 
view to utilizing dollar depreciation to 
promote rising commodity prices and 
thereby to contribute to the attain- 
ment of a domestic business recovery. 
In this respect, the suspension of 
gold payments differs from the ma- 
jority of cases of gold-standard aban- 
donment and currency depreciation 
witnessed since the beginning of the 
world-wide business collapse in 1929. 
Other countries suspending the gold 
standard, with one or two exceptions, 
were forced to do so for the reason that 
they possessed insufficient gold reserves 
to continue to maintain it. The de- 
clining volume of international trade, 
the drying up of international supplies 
of long-term capital, and the recall of 
capital loaned internationally on a 
short-time basis by its owners, oper- 
ated to produce a balance-of-interna- 
tional-payments condition under which _ 
the gold reserves of these countries 
were depleted. A continuation of ad- 
verse conditions, coupled with criti- 
cally depressed domestic business and 
financial activity, left no alternative 
for such ccuntries. The abandonment 
of gold convertibility for their curren- 


1 In this and the following sections the writer 
has drawn freely from a rezent study prepared 
by him for the Natéonal Industrial Conference 
Board—“ National Recovery and Dollar Depre- 
ciation,” Memorandum 13, Conference Board 
Information Service: ‘Domestic Affairs, 
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cles was a mere recognition that they 
no longer were able to mamtain gold 
payments domestically and interna- 
tionally, and their currencies depreci- 
ated internationally in value as a con- 
sequence. 

In contrast to these, the United 
Statesabandoned gold paymentsforthe 
dollar at a time when her gold-reserve 
position was not seriously impaired 
from an unfavorable balance-of-inter- 
national-payments developments in- 
volving a continuing foreign drain of 
gold. True, the domestic monetary 
and banking situation was embarrassed 
by the experiences of persisting defla- 
tion and business reaction, culminating 
in the banking panic and the hoarding 
of gold and currency in large amounts 
by the public. Nevertheless, pending 
an adjustment of these conditions by 
drastic banking reorganization and leg- 
islation to conserve the domestic use of 
gold, reserves of gold were entirely 
adequate to preserve the international 
convertibility of the dollar into gold. 
A few pertinent considerations may be 
cited in support of this point of view. 


Gorp Reserves In Marcu 1933 


At the beginning of March 1933, the 
gold monetary and banking reserves of 
the nation were still equal to the 
amount that had been available in the 
boom year 1929, when it was supposed 
that sufficient gold was available in 
the country’s gold stocks for some 
years tocome. At the same time, the 
total monetary and banking liabilities 
against which gold was held as a re- 
serve were greatly reduced from their 
volume in 1929. Although the compo- 
sition of these liabilities had been al- 
tered since that year by an increase in 
currency in circulation and a reduc- 
tion in bank deposits,*thus restricting 
their free use from a legal standpoint 
in maintaining the convertibility of the 
dollar, emergency measures to restore 


THE ANNALS OF THE AMERICAN ACADEMY 


orderly banking conditions and correct 
defects in the reserve requirements of 
our monetary and banking legislation 
would undoubtedly have sufficed to re- 
verse this condition. 

Again, at the time of our suspension 
of gold payments, the dollar volume of 
foreign investments, long- and short- 
term, in American securities, likely to 
be liquidated on our markets and the 
funds represented withdrawn in the 
form of gold, had been greatly reduced 
after long business depression charac- 
terized by recurring financial disturb- 
ance and drastic deflation of security 
values. Very probably, the remaining 
amount of foreign investments consti- 
tuted no great threat to America’s 
available gold reserves,“ assuming ef- 
fective domestic measures to improve 
American banking and financial condi- 
tions. 

Finally, at the time that gold pay- 
ments for the dollar were suspended, 
the American balance of international 
payments was characterized by tend- 
encies favorable to a net balance of 
gold imports, even in the face of de- 
pressed and disorganized conditions in 
international trade. For example, the 
balance of international payments on 
account of commercial transactions 
with foreigners * continued to be such 
as to involve gold imports in settle- 


74 From an international balance-of-payments 
point of view, ‘an unusual degree of immobility 
would appear to have characterized a large vol- 
ume of the total foreign long-term investments 
in the United States under former conditions of 
outwardly assured monetary stability, in spite 
of paralyzing business and financial depression 
since 1929. This was probably due to the fact 
that these investments represented to a very 
considerable degree hedges against foreign polit- 
ical, social, and economic uncertainties by large 
foreign investors, private corporations, and finan- 
cial institutions. See Amos E. Taylor, “The 
Balance of International Payments of the U.S. 
in 1982,” Trade Information Bulletin 814, p. 39. 

° Transactions in merchandise, shipping serv- 
ices, tourist services, etc. 
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ment thereof. In addition, the strong 
international creditor position of the 
country, despite large defaults on for- 
eign bonds and foreign government 
debts, and reductions of dividends on 
foreign equity investments, continued 
to involve substantial payments on in- 
terest and capital repayment account, 
and this in turn tended to make for 
gold imports. 


DURATION OF SUSPENSION 
AND EMBARGO 


It will be recalled that the United 
States suspended gold payments and 
placed an embargo on gold exports at 
the time of the declaration of the na- 
tional banking moratorium on March 
6, 1933. Since this action had been 
precipitated by widespread domestic 
banking panic, the suspension of gold 
payments and the embargo on gold 
exports were initially viewed as purely 
temporary: expedients, destined to be 
withdrawn following the restoration of 
orderly banking conditions after a 
brief period of adjustment. Little 
doubt apparently prevailed interna- 
tionally as to the ability of the 
United States to restore gold pay- 
ments and to remove its embargo on 
the free international movement of 
gold, for the value of the dollar in the 
international exchange markets con- 
tinued to remain relatively close to its 
gold value. 

On April 20, 1933, an Executive Or- 
der signed by President Roosevelt, in- 
definitely continuing the suspension of 
gold payments and the embargo on 
gold exports, was issued.2 This was 
the first authoritative intimation of 
the fact that, regardless of the coun- 
try’s ability to restore gold payments 
for the dollar on the former basis, as 
a matter of national policy there was 
no intention of doing so at any time 


? See Federal Reserve Bulletin, May 1933, p. 
266. 
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in the near future. This unwilling- 
ness to reéstablish gold payments, 
even in the face of manifest capacity 
to do so, immediately created wide- 
spread unzertainty in the interna- 
tional exchange markets regarding the 
ultimate exchange value of the dollar. 
A sharp international depreciation of 
the dollar therefore promptly en- 
sued. 


CLARIFICATION OF AMERICAN DOLLAR 
Po.icy 


No public explanation of the Exec- 
utive Order indefinitely extending the 
suspension of gold payments and the 
embargo on gold was made at the time 
it was issued. It coincided approxi- 
mately, however, with debates in the 
United States Senate on the subject 
of a mandatory currency inflation 
amendmert to the Administration’s 
Agricultural Adjustment Act, then 
before Congress. These debates re- 
vealed to the public an astonishingly 
strong Congressional sentiment in 
favor of some type of extreme mon- 
etary policy as a means of overcoming 
business depression. They were fol- 
lowed by the adoption, with the co- 
operation of the Administration, of the 
now famous Amendment to the Agri- 
cultural Adjustment Act, granting to 
the President large discretionary 
powers for causing new Federal 
currency notes to be issued and for 
devaluing the gold dollar by as much 
as 50 per cent, or establishing a bime- 
tallic monetary system of gold and 
silver. l 

Naturally, the passage of this Act 
following the revelation of an extraor- 
dinarily strong inflationary sentiment 
among the members of Congress, and 
the action of the Executive in indef- 
initely suspending gold payments, was 
entirely upsetting to all international 
financial markets, and thoroughly un- 
dermined international confidence in 
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the future exchange value of the dol- 
lar. By May 6, 1933, the international 
depreciation of the dollar amounted to 
almost 17.5 per cent, and the decline 
was checked only by the announce- 
ment of President Roosevelt in‘ his 
radio speech of May 7, 1933, that while 
the aim of American recovery policy 
was the restoration of commodity price 
levels, the Administration would em- 
ploy its monetary powers under the 
Agricultural Adjustment Act only 
“when, as and if” such use should be 
necessary to the accomplishment of 
its purpose.* 

Reassurance over the international 
value of the dollar tended to charac- 
terize the temper of financial markets 
following this statement, and the ex- 
change value of thedollar subsequently 
recovered. But reassurance soon gave 
way to renewed uncertainty in the 
faceof an apparent indifference toward 
the control of the international value 
of the dollar, and in the face of the 
highly experimental and potentially 
inflationary legislation to foster eco- 
nomic recovery, then under considera- 
tion before the Congress. This feeling 
of uncertainty and even fear regarding 
the ultimate gold value of the dollar 
rapidly gained a wide vogue, and the 
exchange value of the dollar again de- 
clined. When no serious obstacles 
came to be placed in the way of dollar 
depreciation by American monetary 
authorities, the rate of decline was ac- 
celerated. Indeed, it came to be 
widely accepted that the declining in- 
ternational value of the dollar was 
regarded by our monetary authorities 
as an entirely welcome development 
which would reduce the problem of 
dollar devaluation from an issue of 
far-reaching political implications to 
the simple matter of recognizing by 
executive action a condition already 
established. 


“New York Times, May 8, 1933. 
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Statements to Economic Conference 


Events transpiring during the meet- 
ing of the World Economic Conference 
in London late in June and early in 
July tended to confirm the prevail- 
ing interpretation of American dollar 
policy. As the deliberations of the 
Conference tended to center on the 
issue of a temporary stabilization of 
the exchange value of currencies as a 
first codperative measure among na- 
tions towards the promotion of world 
economic recovery, a message was re- 
ceived from President Roosevelt on 
July 3, 1933, containing a clear state- 
ment of American dollar policy. It 
read in part: 


The sound internal economic system of 

a nation is a greater force in its well-being 
than the price of its currency in the chang- 
ing terms of the currencies of other nations 
. the United States seeks the kind of a 
dollar which a generation hence will have 
the same purchasing power as the dollar 
value we hope to attain in the near future. 
That objective means more to the good of 
other nations than a fixed ratio for a month 
or two in terms of the pound or the franc." 


This message was followed two days 
later by a supplementary statement 
on American monetary policy, by the 
American delegation to the Confer- 
ence. This statement reaffirmed the 
President’s message, and contained in 
addition the following two significant 
sentences: 


What is to be the value of the dollar in 
terms of foreign currencies is not and can- 
not be our immediate concern. ... The 
exchange value of the dollar will ultimately 
depend on the success of other nations in ` 
raising the prices of their own commodities 
in terms of their own national money and 
cannot be determined in advance of our 
knowledge of such fact.* 


These two statements were alto- 


5 New York Times, July 4, 1933. 
° Ibid., July 6, 1933. 
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gether unequivocal and their implica- 
tions were wholly clear. ‘The dollar 
was to remain a free currency until 
American prices had been raised. 
Moreover, the depreciation of the dol- 
lar was plainly viewed as a welcome 
development conducive to an eleva- 
tion of American commodity prices. 
Finally, there was no inclination to 
predict an eventual value for the dol- 
lar in terms of gold or of any foreign 
currency. Apparently, the ultimate 


value of the dollar in terms of gold was — 


to await the trend of world commodity 
prices. If world gold prices for com- 
modities persisted in declining, the 
dollar might be expected to depreciate 
in terms of gold or foreign currencies 
sufficiently: to offset any unfavorable 
effects on domestic commodity prices, 
and to sustain a rise of such prices. 
Again, if world gold prices for com- 
modities should rise both sharply and 
substantially, the dollar might be ex- 
pected to appreciate to counteract too 
abrupt domestic price-raising effects. 
Lastly, if the world financial situation 
should witness the abandonment of 
gold by the remaining gold-standard 
countries, the international value of 
the dollar might be expected to be ad- 
justed to offset repercussions on do- 
mestic commodity prices. 


DOLLAR DEPRECIATION AND THE BAL- 
ANCE OF INTERNATIONAL PAYMENTS 


At the time the foregoing official 
clarification of dollar policy was made 
public, the dollar stood at a discount 
of approximately 25 per cent in terms 
of foreign gold currencies. In the fol- 
lowing two and a half weeks, continu- 
ing depreciation carried it to a gold 
currency discount of almost 32 per 


* An emphatic reaffirmation of American 
monetary policy as laid down in these two 
statements was contained in the President’s 
radio address of October 22, 1933. See New 
York Times, Oct. 23, 1933. 
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cent. From this level a recovery of 
exchange value occurred, .and at the 
end of. July the international discount 
on the dollar amounted to about 25 
per cent. During the whole of August 
this level was generally maintained, 
but in September the declining tend- 
ency was resumed, and by the third 
week of that month a discount of as 
much as 36 per cent obtained. 

The question may well be raised at 
this juncture as to why this depreci- 
ating course of the exchange value of 
the dollar has followed from its estab- 
lishment as an inconvertible currency. 
Was the dollar deliberately maneu- 
vered by monetary authorities to its 
present low estate in imternational 
markets? Was its former international 
gold value an excessive gold value, and 
therefore destined to collapse when 
the supports provided for it by our 
Government were withdrawn? Fi- 
nally, were new international forces 
released when the dollar was freed 
from its ultimate relationship with 
gold, which tended to undermine its 
exchange value in the world’s financial 
markets? 

Generally speaking, the last hypoth- 
esis was the case. The peremptory 
action of the American Government 
in indefinitely prolonging the suspen- 
sion of domestic gold payments made 
the international exchange value of 
the dollar entirely contingent on the 
foreign demand for dollars and the 
domestic demand for foreign curren- 
cles arising out of international trans- 
actions in merchandise, services, and 
capital. Under the circumstances, 
colored as they were by grave uncer- 
tainties over American monetary pol- 
icy and tite outcome of a highly 
experimental national recovery pro- 
gram, this meant that anticipation of 
the future exchange value of the dollar 
would play an enormous rôle in the 
determination of ‘its present exchange 
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value. „In other words, it meant that 
individuals having international com- 
mitments to meet would be greatly 
influenced in their bids for dollar ex- 
change and their offers of dollars in 
exchange for foreign currencies, by the 
prevailing market forecast for the 
dollar’s future international value. 
Furthermore, it meant that individu: 
als having international transactions 
merely under consideration might be 
induced to hasten or delay action in 
connection with them by the market’s 
dollar forecast, and that still other in- 
dividuals having no immediate inter- 
national transfers of funds in mind 
might be stimulated to undertake 
transactions in dollar exchange for 
purposes of speculative profit or for 
the preservation of the gold value of 
capital funds. In short, a whole set 
of highly volatile forces affecting the 
stream of international dollar pay- 
ments was unleashed in the foreign ex- 
change markets, and all foreign ex- 
change dealings in the dollar acquired 
a new speculative significance. 


Tur BALANCE or COMMERCIAL 
PAYMENTS AND DOLLAR DEPRECIATION 


The establishment of the dollar 
came at a time when the balance of 
payments on international commercial 
account-——that is, on account of mer- 
chandise, service, and tourist pay- 
ments—was operating to depress the 
dollar within the limits of the gold 
points. This was due in the first place 
to the fact that the balance of mcom- 
ing payments arising out of our excess 
of merchandise exports was unusually 
low in consequence of general de- 
pressed. trade conditions and the sea- 
sonally contracted state of that bal- 
ance in the spring of the year. In the 
second place, it was due to the com- 
mencement of largë dollar offerings 
for tourist purposes and in anticipa- 
tion of tourist needs, which usually 
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come into the exchange markets in the 
late spring months of the year. 

However important these seasonal 
influences were in the initial stages of 
dollar depreciation, the balance of in- 
ternational commercial payments ap- 
parently was profoundly affected by 
influences arising out of the circum- 
stance of dollar depreciation itself. 
In fact, the usual seasonal pattern 
characteristic of the international flow 
of commercial payments for the re- 
mainder of the year was evidently 
subjected to far-reaching distortions. 
International payments on both mer- 
chandise and tourist account were 
affected, but the influence exerted on 
the former would seem to have been 
the more significant. 

A brief explanation will suffice to 
illustrate. Dollar depreciation at once 
operated to produce a disparity be- 
tween the internal and external pur- 
chasing power of the dollar, because 
domestic commodity prices generally 
did not rise proportionately as the 
exchange value of the dollar declined. 
Accordingly, many foreign importers 
were placed in a position where any 
decline in the foreign currency value 
of the dollar, unaccompanied by a rise 
in American prices, made possible the 
purchase of American commodities 
more cheaply. American importers 
of foreign products, on the other hand, 
were placed in a position where any 
rise in the exchange value of foreign 
currencies, unaccompanied by a de- 
cline in foreign prices, involved the 
payment of higher dollar prices for 
foreign imports. Under the circum- 
stances, it became desirable for foreign 
buyers to delay American purchases 
and for American buyers to hasten for- 
eign purchases. 

While continuing dollar deprecia- 
tion involved the development of cor- 
rective forces for this state of affairs 
in the form of adjustments in ‘inter- 


haad 


GoLD, CAPITAL MOVEMENTS, AND THE DOLLAR 


national merchandise demands,’ two 
conditions tended to delay their opera- 
tion. In the first place, growing out 
of the doubts and fears in international 
financial markets over American cur- 
rency and recovery policy, there was 
a quite persistent inclination to antici- 
pate a continuing downward course for 
the dollar. In the second place, an 
incipient speculative boom, based on 
inflationary and recovery prospects, 
developed domestically and to a small 
extent internationally. The first con- 
dition tended to induce foreign im- 
porters to extend their delays on 
American commitments, and to induce 
American importers to retain their 
eagerness to make foreign commit- 
ments. The second condition stimu- 
lated American importers not only to 
continue eagerly placing foreign or- 
ders, but also to increase them where 
possible above what they might other- 
wise have placed. 

While the influence of dollar depre- 
ciation on international dealings on 
merchandise account was to produce 
an alteration of merchandise transac- 
tions conducive to still greater dollar 
depreciation, the effects on the ex- 
change dealings arising out of tourist 
travel were slightly different. During 
the first weeks when the dollar was 
sliding, it is not improbable that its 
effects were depressive, since there was 
every inducement to tourists, tourist 
bureaus, and banking agencies to 
cover their seasonal foreign currency 
requirements arising out of the sum- 
mer travel demands. But subse- 
quently its-effects were the reverse. 
Many tourists who had failed to antic- 
ipate their foreign currency needs dis- 

* That is, depending on the elasticity of de- 
mand schedules, lower American prices to for- 
eigners would have tended to enlarge foreign 
purchases of American commodities, and higher 
dollar prices of foreign goods to Americans would 


have tended to curtail American purchases of 
foreign commodities. ` 
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covered that the expenses of travel 
had so risen as a result of dollar de- 
preciation that the cancellation of 
their travel plans was necessary. 
Others found it necessary to cut short 
their travels and foreign residence as 
their ability to convert dollars into 
foreign currencies declined. 
k 


DoLLAR DEPRECIATION’ AND THE 
CAPITAL Income BALANCE 


When the dollar was definitely re- 
leased fror. its gold moorings, there 
existed one important source of 
strength for its international value. 
This arose out of the large creditor 
position of the country, accumulated 
over the past two decades. Because 
of this creditor position there was a 
large volume of international pay- 
ments regularly due the United States 
in the form of interest, dividends, and 
capital repayment remittances. These 
payments, moreover, were greatly in 
excess of similar payments due to for- 
eigners because of their American in- 
vestment holdings, even though their 
amount had been greatly reduced by 
widespread defaults on foreign bonds, 
defaults on foreign government debts 
owing the United States Government, 
and greatly reduced earnings on Amer- 
ican-owned foreign properties. They 
had a special significance under the 
circumstances, because they arose to 
a considerable extent out of dollar 
loans to fereigners calling for pay- 
ments in gold. Thus, any deprecia- 
tion of the dollar m terms of gold 
meant that foreign debtors needed a 
greater number of dollars to meet 
their interest and capital repayment 
obligations, if they chose to meet them 


e 


8 The most recent study of the international 
creditor position of the United States is to be 
found in an articleeby Dr. Roland P. Falkner, 
“The United States as a World Creditor,” Na- 
tional Industrial Conference Board Bulletin, 
Sept. 20, 1933, pp. 65~69. 
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at all. In other words, they had to 
demand more dollars in the interna- 
tional exchange markets than would 
have been the case if the dollar had 
not declined, and the greater the de- 
preciation of the dollar, the greater the 
number of dollars required. 
Unfortunately for the dollar, this 
condition was not long to continue. 
On May 26, 1933, a joint resolution 
was introduced into both houses of 
Congress abrogating all gold clauses 
in debt contracts, which was subse- 
quently passed and approved by the 
President.® The effect on the foreign 
demand for dollars to make interest 
and capital repayments was immedi- 
ate. Dollar remittances of this char- 
acter came to be conditioned by the 
present and prospective rate for dollar 
exchange. The circumstances of a 
bearish outlook for the dollar m the 
international markets made it de- 
sirable for foreign debtors to delay 
transfers on interest and capital re- 
payments account as long as possible, 
and even to default on immediate pay- 
ments in order to assure the fullest 
possible measure of debt-burden relief 
from the depreciation of the dollar. 


DOoLLAR DEPRECIATION AND THE 
CAPITAL BALANCE 


Since 1929, capital movements into 
and out of the United States have been 
more influenced by the economic, po- 
litical, and social uncertainties grow- 
ing out of world-wide business depres- 
sion and international banking panic 


than by the interest and profit con- ` 


siderations which ordinarily exert the 
larger influence. The establishment 
of the dollar as a free currency, coupled 


° June 5, 1933. See Federal Réserve Bulletin, 
June 1933, pp. 333-38. 

10 For a full discussion of the influences affect- 
ing international capital neovements generally, 
see Bertil Ohlin, Interregional and International 
Trade, Cambridge: Har vard University Press, 
1933, pp. 383~37. 
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with the widespread concern over 
American monetary policy, served 
further to enhance the influence of un- 
certainty as the dominant force affect- 
ing the transfer of capital funds across 
American financial boundaries. On 
the one hand it operated to check the 
flow of foreign capital funds into 
American security markets, because of 
the hazards to foreign ownership of 
American stocks and bonds attending 
a fluctuating and probably declining 
international value for the dollar. On 
the other hand it operated to generate 
a flight of capital funds from dollars 
and dollar investments, motivated 
primarily by the desire of owners to 
preserve the gold value of their capital 
funds. The former development re- 
stricted the demand for dollars in the 
international exchange markets, while 
the latter increased the supply. As 
the dollar progressively depreciated, 
both developments acquired more sig- 
nificance, and their effects in turn upon 
the value of the dollar grew more 
important. 

The evidence bearing directly on the 
flight of capital initiated by American 
dollar policy is necessarily scanty. If 
one may rely on press reports, it 
apparently represented in part the 
conversion into dollars of American 
long- and short-term investments of 
foreigners and the sale of these dollars 
against foreign currencies. It has also 
consisted in part, however, of the 
transfer of American funds to foreign 
markets for temporary safekeeping. 
Necessarily, under the conditions of 
prevailing domestic restrictions on 
dollar exchange transactions," con- 
fining the exchange of dollars for 
foreign currencies to legitimate and 
normal business and personal require- 
ments and to the fulfillment of con- 
tracts arranged before the suspension 


" Federal Reserve Bulletin, March 1933, p. 
119; May 1933, p. 266; Sept. 1933, p. 537. 
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of gold payments, the transfer of capi- 
tal funds abroad for the preservation 
of gold values has involved resort to 
artifice and indirection. 

For example, in a few cases it has 
been accomplished by the purchases 
of bills of exchange under fictitious 
declarations of purpose. Again, it has 
been achieved by the domestic pur- 
chase of staple commodities of inter- 
national demand, or international 
securities and their sale on foreign 
markets.!? In not a few cases of ex- 
porting firms, it has doubtless been 
effected by drawing drafts payable in 
the stronger foreign currencies with 
foreign banking correspondents and 
the accumulation therefrom of bank 
balances in leading foreign financial 
markets;! or, where products are dis- 
tributed abroad through branches or 
agencies, by failing to convert the pro- 
ceeds of foreign sales into dollars, and 
their retainment as balances in foreign 
banks.14 Finally, in many cases the 


2 No exchange of dollars for foreign currencies 
was immediately involved in this type of transac- 
tion, and hence no direct depressive influence on 
the dollar resulted. The knowledge that such 
transactions were being effected, however, may 
have been a factor in the generally bearish out- 
look for the dollar prevailing in the exchange 
markets. 

€ Prior to the suspension of gold payments, 
the greater proportion of export drafts were 
drawn payable in dollars. 

1 The prevalence of restrictions on foreign ex- 
change dealings introduced in many foreign mar- 
kets since 1929 had forced the adoption of this 
procedure in some cases before the United States 
suspended gold payments. American exporters 
who acceded to the conditions did so only with 
a view to retaining a foothold in the markets 
concerned. They were, so to speak, the unwill- 
ing victims of circumstances. When the dollar 
commenced its course of depreciation, this forced 
condition acquired compensating aspects. In 
addition, it became advantageous to follow simi- 
lar practices in markets where exchange deal- 
ings were subject to no restrictions. Of course, 
generalization must be qualified because of the 
highly confused state of international finance 
and the differences in conditions as between 
markets. 
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flight of capital has been effected by 
sales of dollars on the leading foreign 
exchange markets of Hurope—Lon- 
don, Paris, and Amsterdam. Sales of 
dollars in such markets are subject to 
no official supervision, and may easily 
escape detecżion so far as American 
monetary auchorities are concerned. 


DOLLARN SPECULATION AND 
DoLLAR DEPRECIATION 


Just as fluctuating commodity prices 
operate to attract transactions with 
a view to obtaining profits solely from 
short-period orice changes, so a fluctu- 
ating price for the dollar in terms of 
foreign currencies has attracted a sim- 
ilar type of speculative operation in 
dollar exchange. These operations, 
conducted by means of future or for- 
ward exchange contracts, have been 
of both bullish and bearish character 
in all probability, but, under the con- 
ditions prevailing, the weight of their 
force has undoubtedly been on the 
side of the decline.1® 

The basis for this inference lies in 
the fact that the weight of speculative 
operations is always conditioned by 
the forecast of the market for the 
future, and under the circumstances, 
the forecast of the international value 
of the dollar was generally bearish. 

In the first place, there was the 
growing acceptance of the view within 
the exchange markets that dollar de- 
preciation was a development gener- 


15 The British financial press of the last few 
months has contained frequent references to 
large dollar offezings from American sources on 
European markets. See the money market 
notes of either the Economist or the Statist for 
the months of May through September, 1933. 

18 For a description of the mechanics of bear- 
ish and bullish speculation in foreign exchange, 
together with an appraisal of its influence in the 
course of the French frane during the postwar 
inflation in Franze, see J. H. Rogers, The Process 
of Inflation in France, New York: Columbia 
University Press, 1930, Ch. VI, especially pp. 
125-8. 
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ally welcomed by American monetary 
authorities as a preparatory step to- 
wards dollar devaluation. 

In the second place, there was wide- 
spread international concern over the 
possibility of unrestrained dollar cur- 
rency issues under the powers granted 
to the President by the Agricultural 
Adjustment Act, with a view to 
speeding domestic economic recov- 
ery, or with a view to preventing a 
breakdown of the national recovery 
program. 

In the third place, there were the 
observations of the financial press re- 
lating to tendencies in the movement 
of international funds unfavorable to 
any stability for the international 
value of the dollar. 

Finally, there was the knowledge 
gained from postwar experience by 
those expert in foreign exchange spec- 
ulation, that sustained movements of 
exchange rates in a given direction 
tend to produce readjustments in the 
character and flow of international 
payments, which stand in the way 
of a compensating movement of ex- 
change rates in an opposite direction 
later. 

Necessarily, because of the domestic 
regulations affecting foreign exchange 
transactions, speculative operations in 
the dollar have been confined, in the 
main, to foreign financial markets, 
primarily those of Europe. Notwith- 
standing, their influence on the domes- 
tic quotations of the foreign currency 
value of the dollar have been assuredly 
potent. In the final analysis, it makes 
little difference whether speculative 
operations in the dollar occur domes- 
tically or only in foreign markets. 
Because of the close interrelationship 
existing among international financial 
centers, if the dollar is lowered or 
raised by the pressure of speculative 
dealings in any one or more of them, 
supply and demand forces in the 
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others tend to adjust themselves sym- 
pathetically, or arbitrage transactions 
between markets operate to compel 
an adjustment.17 While the domestic 
regulation of exchange transactions 
may have interfered with the free play 
of the processes involved, it has been 
powerless to control them. Nor could 
it have controlled them, unless ex- 
change regulation had been supple- 
mented by actual exchange dealings 
by the Federal Reserve Banks.18 


Tre NEED ror CONTROL 


The dollar obviously cannot be per- 
mitted to run a depreciating course 
indefinitely. Nor can it be allowed 
to remain long dependent on the free 
play of balance-of-payments forces; 
for the risk of dollar appreciation re- 
mains a risk even though the risk of 
uncontrolled depreciation may be a 
greater risk, and the consequences of 
dollar appreciation after domestic 
prices have been pushed up from dollar 
depreciation are not to be altogether 
welcomed by our monetary and bank- 
ing authorities. 

There is no natural level for the in- 
ternational value of the dollar which 
it must inevitably find as an incon- 
vertible currency, and where it will 
rest once it has been found. Any 
level of international exchange value, 
as a matter of fact, is as natural as any 
other, providing domestic prices and 
trade have been adjusted to it, and 


7 Arbitrage dealings in dollar exchange by 
American banks are apparently not excluded 
under existing exchange regulations. Even if 
they were, however, the domestic value of the 
dollar would still correspond closely to its value 
in other markets, because the domestic supply of 
and demand for foreign currencies is highly re- 
sponsive to the quotations at which the dollar is 
dealt in abroad. 

18 After the fashion of the operations of the 
Exchange Equalization Fund of the British 
Treasury. See H. E. Evitt, “Controlling the 
Exchange Value of Sterling,” Journal of the In- 
stitute of Bankers, Feb. 1933, pp. 109-131. 
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providing owners of capital have con- 
fidence in it. But, subject to so many 
composite influences as an inconverti- 
ble dollar currency is, and subject as 
it is to so many sudden and violent 
fluctuations, prices, trade, and con- 
fidence can only lag behind and never 
become adjusted: to its international 
worth. So long as dollar instability 
continues, therefore, uncertainty and 
confusion must characterize domestic 
and international finance as a conse- 
quence of that instability.’ 

Bringing the dollar under control, 
accordingly, cannot be viewed other 
than as a foremost problem of Amer- 
ican monetary and banking policy. 
Two alternatives would seem to be 
open for meeting it. One would be 
the removal of all restrictions on for- 
eign exchange transactions, irrespec- 
tive of purpose, and devaluation of the 
dollar simultaneously with the re- 
moval of all restraints on the inter- 
national movement of gold. The 
other would be for the Federal Reserve 
Banks or some specially created agency 
to undertake the control of dollar 
exchange, with exchange restrictions 
modified or eliminated, and with gold 
shipments by the exchange control 
only. The first recommends itself 
from the standpoint of convention 
and simplicity; the second from the 
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standpoint of control and interna- 
tional codperation. 

After all, it must be granted that, 
while dollar appreciation to retrace 
the steps of dollar depreciation might 
be wholly undesirable from the stand- 
point of domestic finance, the perma- 
nent stability of the dollar at a de- 
preciated level of 40 per cent or more 
might be similarly undesirable from 
the standpoint of international finance. 
Any stability at that level that might 
involve a drain of gold from the inter- 
national markets as a result of an 
inflow of American refugee capital 
now abroad for safekeeping, and as a 
result of any other actions in the bal- 
ance of accounts internationally “fa- 
vorable” to the United States, would 
have most adverse repercussions on 
the banking and currency systems of 
other countries. It would demand 
the counterbalancing influence of an 
export of capital by a governmental 
exchange cantrol to offset it. If it 
were not offset, foreign countries could 
only protect themselves and their 
monetary and banking systems as best 
they could. New restrictions on in- 
ternational trade and on capital and 
gold movements abroad, new depre- 
ciation of foreign currencies, and addi- 
tional foreign currencies divorced from 
gold, would be the inevitable result. 
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The United States and the International Gold Standard 


By Harry D. GDEONSE 


HE fundamental monetary ques- 

tion is usually formulated in either 
of two ways under present circum- 
stances: Should we aim at external or 
at internal stability? Or: Should we 
return to the automatic gold stand- 
ard or experiment with a managed 
enconvertible currency? Fundamen- 
tally the two questions strive to estab- 
lish the same distinction. Do these 
questions state the alternatives before 
us correctly? And in the changed cir- 
cumstances of 1933 how shall we an- 
swer them? . 

In a sense, of course, the discussion 
of these questions should really precede 
a discussion of the banking instru- 
ments through which monetary objec- 
tives would be attained.. Obviously, 
the criteria of efficiency in domestic 
banking policies and structure might 
differ according to the answer given to 
the underlying monetary problem. 

Today it is perhaps more common 
to“ exaggerate the importance of the 
monetary factor than to overlook its 
significance. ‘There is a natural tend- 
ency on the part of the public, as the 
Macmillan Committee pointed out, 


to seek a scapegoat for any distress which 
may befall it and preferably to attribute 
that distress to any cause rather than its 
own shortcomings. In the search for a 
cause which should absolve itself from 
blame the public in the present instance 
has not been indisposed to find it in our 
financial system, none the less readily that 
refutations of the accusation are little likely 
‘ to be appreciated. Accusation is always 
easy; defense even though well founded is 
often difficult. And what is least under- 
stood is apt to be most suspected.’ 


1 Report of the Committee on Finance and 
Industry, Cmd. 3897/1981, p. 4. 


The Macmillan Committee was 
thinking of conditions in Great Brit- 
ain, but its words are valid for the 
United States. The last decade was 
characterized by the financial after- 
math of a reckless war, unwillingness 
to adjust commercial policy to creditor 
status, ever increasing trade barriers of 
various types, and efforts to stabilize 
price levels at a time of rapid techno- 
logical change. Such circumstances 
would have imposed a huge handicap 
on any international monetary system. 
They finally broke the back of the in- 
ternational gold standard. To seek 
the remedy entirely m the monetary 
field without reference to the sur- 
rounding circumstances is likely to 
prove a disappointing quest. Still, 
the general public can hardly be 
blamed for its delusion when we find 
a distinguished economist like Gustav 
Cassel writing that “what we have to 
explain is essentially a monetary phe- 
nomenon, and the explanation must 
therefore essentially be of a monetary 
character.” ? 

Clearly, the entire episode since 1929 
would have been different had there 
not been a world war, reparations and 
war debts, intensified economic na- 
tionalism, growing rigidity in prices 
and wages, and a sharp increase in 
productivity. Money was effect as 
well as cause. After having intro- 
duced this note of caution, however, 
we may well agree that amongst the 
separate elements no single item can 
compare with money in strategic im- 
portance. 

2 Report of the Gold Delegation of the Finan- 


cial Committee, League of Nations, 1932, II, 
A, 12, p. 74. 
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Tue UNITED States AND [INTERNATIONAL GOLD STANDARD 


GOLD AS A MANAGED CURRENCY 


The customary contrast of the auto- 
matic gold standard with a managed 
Inconvertible currency is, of course, 
based upon a misconception. A 
gold currency instituted by govern- 
ments and regulated by national and 
banking policies is in fact a managed 
currency, and it is to be distinguished 
from the various proposals for “man- 
aged currency” only as a matter of 
degree, not as a matter of principle? 
The use of foreign exchange “gold 
points” as a basis for central bank 
management is no more or no less au- 
tomatic than the use of index numbers. 

Tt is true, of course, that the “rules 
of the game” had developed uncon- 
sciously. They were taken for granted 
in the course of an almost haphazard 
historical evolution based on trial and 
error. ‘They were occasionally explic- 
itly stated in connection with propos- 
als to establish or reéstablish the gold 
standard im various countries, but 
there was not at any time an explicit 
agreement by countries on the inter- 
national gold standard, upon the con- 
ditions which alone would make its 
successful operation possible. 

The monetary chaos brought about 
by the World War served to bring these 
implied conditions to the foreground. 
First of all, the gold standard means 
the fixing of the value of the currency 
unit in terms of gold; or in other words, 
the fixing of the price of gold. Essen- 
tially, that means fixing the price of 
other gold-standard currencies.* But 
as Dr. Adolph C. Miller of the Federal 
Reserve Board phrased it in 1927: 


The gold standard however means more 
than a legal undertaking to redeem the 
currency and credit of a nation in gold. 


3 Report of the Committee on Finance and In- 
dustry, Cmd. 3897/1931, sec. 40. 

‘Cf. Hawtrey, R. G., The Gold Standard, Ch. 
II, and The Art of Central Banking, p. 174. 
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... The gold standard, to my mind, means 
a device which acts as a kind of regulating 
and leveling influence, so as to keep the 
price level, credit conditions, and the cur- 
rency situation in all countries that are of 
the group that have the gold standard in 
some sort of proper alignment to one an- 
other. To me, the gold standard means a 
set of practices, a system of procedure, 
never formulated, never consciously 
thought out, nct invented by anybody, but 
the growth of experience of the great com- 
mercial countrizs of the world, rather than 
merely the employment of gold to redeem 
all forms of obligations in the gold dol- 
lar or sovereign or whatever monetary unit 
may be involved.’ 


CONDITIONS OF OPERATION OF 
INTERNATIONAL GOLD STANDARD 


It might be well to recall once again 
what were ths implied conditions un- 
der which the international gold stand- 
ard was supposed to operate. They 
are essentially based upon the assump- 
tion of the free movement of gold, com- 
modities, capital, and prices. Stated 
in specific terms, they might be formu- 
lated as follows: 


1. Goods end capital movements 
must be sensitive to each other, requir- 
ing but little gold to induce equilib- 
rium. 

2. Banking systems should be fully 
loaned up to the limit of their reserves, 
so that gold movements might cause 
proportional variations in the volume 
of credit. 

8. The demand for international 
products should preferably be elastic,. 
so that a fall in prices might increase 
exports relative to imports. 

4. Unit costs of production should 
be responsive to (money) price varia- 
tions, so tha’ trade would respond to _. 
price movements.® 

5 Hearings befcre the Committee on Banking 
and Currency, Eouse*of Representatives, 69th 
Congress, Ist Sess. (H.R. 7895), p. 693. 


° Following the excellent statement by Profes- 
sor John H. Willams in his essay in the Harris 
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Now, it is clear that these conditions 
were not fully realized before the war. 
It is also obvious that the entire post- 
war period has been characterized by 
the almost systematic destruction of 
the conditions without which the gold 
standard cannot continue to operate 
effectively. Everywhere we have seen 
increased trade barriers, including 
quota schemes and eventually ex- 
change controls. Frequently national 
banking authorities have striven for 
an autonomous domestic price system 
without consideration of the interna- 
tional implications of such action. 
Huge international political debts 
have helped to create a marked gap 
between the market and natural rate 
of interest in long-term and short-term 
credit, redirecting the flow of inter- 
national capital, ultimately leading to 
a complete breakdown of public and 
private debts and also to the investor’s 
unwillingness to invest at rates that 
correspond more closely to the equilib- 
rium rate, because of the investing 
public’s habitual expectations since 
the war.” Control schemes in raw ma- 
terial producing countries (usually 
governing commodities with relatively 
inelastic demand), widespread price 
maintenance schemes all over the 
world, and a growing rigidity in wages 
and public expenditures of various 
description—all have added to the 
difficulty of operating the gold stand- 
ard according to the traditional “rules 
of the game.” 

Until 1928 the huge capital exports 
of the United States, coupled with the 
smaller movements from countries like 
Great Britain and the Netherlands, 
filled in the gap in the various balances 
of payments. But in 2928 France’s 
Foundation lectures for 1932. Cf. Gold and 
Monetary Stabilization, University of Chicago 
Press, p. 140. . 

1 Gideonse, Harry D., “War Debts,” Interna- 
tional Conciliation, New, York: Carnegie Endow- 
‘ment for International Peace, Nov. 1933. 


Toe ANNALS OF THE AMERICAN ACADEMY 


definite return to gold and the evolu- 
tion of the stock-exchange boom in the 
United States produced a strong move- 
ment of gold toward France and the 
United States, upsetting the balance 
between debtors and creditors even 
further, and ultimately leading to the 
crash in Central Europe in the summer 
of 1931. Then the “defensive” meas- 
ures—more tariffs, quotas, exchange 
controls, and  subsidies—increased 
even further, and eventually a long list 
of countries left the gold standard. 
In most cases the desertion of gold was 
involuntary and due to the disparity 
of debits and credits in the given coun- 
try’s balance of payments. In the 
United States, it was voluntary and 
due to domestic political pressure. 

Now that the full extent of the chaos 
is realized, we might wonder why the 
whole mechanism did not break down 
sooner, in view of the well-nigh univer- 
sal refusal to observe the “rules of the 
game.” A world that was striving to 
maintain a currency system with a 
wider ambit than its banking system, 
its tariff system, and its wage system, 
witnessed the smash of them all—and 
blamed it on gold. To the social con- 
servative (generally an advocate of 
the sacred gold tradition as well as of 
the equally sacred “national” sys- 
tem) it presented a terrific dilemma. 
Would he yield gold to the “national” 
forces? Or would he finally admit 
that national self-contained, water- 
tight compartments are in conflict 
with the fact of interdependence and 
with the continued existence of an in- 
ternational monetary standard? How 
can we preserve a maximum of local 
autonomy and still have the un- 
doubted advantages of the traditional 
standard? 


Expricit FORMULATION oF RULES 


What are the conditions for the res- 
toration of gold? Clearly, the “rules 
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of the game” will have to become ex- 
plicit. More than that: the explicit 
formulation of the rules will have to be 
accepted by national governments as 
well as monetary authorities. 
has become clear that a war-debt pol- 
icy, a new tariff act, and capital ex- 
ports, both long- and short-term, have 
a monetary significance that is quite 
as marked as, say, the movement of 
the discount rate or the activity of the 
“open market” operations. 

Historically, these various “poli- 
cies” (in so far as they are specifically 
formulated at all) are framed by en- 
tirely separate authorities or institu- 
tions which have no relations with one 
another. Congress enacts tariffs with- 
out considering their effects on out- 
standing indebtedness or exporters’ 
interests; public and private debts are 
expressed in rigid treaties or contracts, 
with no allowance for price fluctua- 
tions which affect their economic sig- 
nificance; private bankers decide on 
long-term or short-term capital move- 
ments; and the Federal Reserve Board 
decides—under various types of polit- 
ical pressure-—-upon discount or “open 
market” policy. Clearly, the first 
step is closer codrdination of national 
powers. Then the logical second step 
might be a measure of international 
coordination of the separate national 
authorities. 

Explicit formulation of the “rules 
of the game” is therefore not a simple 
matter. It will involve many matters 
not heretofore politically recognized 
as involved in monetary policy. This 
will necessarily be a long-run, piecemeal 
process. It will involve the admission 
by multilateral treaty that tariff in- 
stability and the international gold 
standard are mutually incompatible. 
It will demand the revision of debts— 
both private and public—to levels that 
are in accordance with trade move- 
ments. It will require the concentra- 


For it- 
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tion of gold in the central banks. It 
will lower reserve requirements and re- 
serve gold for the essential function of 
settling international balances.® It 
will involve some guaranty that gold 
movements will be allowed to affect 
prices. It will probably require a 
definite agreement on the ends for 
which the international gold standard 
is maintained. It might also provide 
for the transfer of certain statistical 
and administrative functions to an in- 
ternational agent of the various na- 
tional banking authorities, such as the 
Bank for International Settlements at 
Basel.t? 


HANDLING cr SHORT-TERM CREDITS 


The possible functions of the Bank 
for International Settlements are sug- 
gested first of all by the experience 
with short-term credits." In a vital 


SCf. The International Gold Problem, Ox- 
ford University Press, 1931, pp. 155-57 (Brand), 
157-60 (Hawtrey), 178-80 (Blackett), and 186- 
90 (Keynes). 

? Cf. Lindahl, Erik, Zur Frage eines interna- 
tionalen Systems der Goldwihrungen. Welt- 
wirtschaftlichee Archiv, April 1933, pp. 460-72. 
Also the annual Reports of the Netherlands 


‘Bank, infra. 


1° The “rules of the game” have recently been 
discussed quite frequently. Cf. Report of the 
Gold Delegation of the Financial Committee, 
League of Nations, 1932, II, A, 12, pp. 23-25 
and 56-57. The Macmillan Committee devoted 
some attention ‘=o the matter. Cf. Cmd. 3897/ 
1981, sections 46-48. The President of the 
Netherlands Bank, Dr. L. J. A. Trip, has writ- 
ten some interesting paragraphs on the problem 
in his annual Reports for 1931-32 and 1932-33 
(respectively pp. 20-24 and 18-24). Cf. also 
Dr. L. J. A. Trip’s paper in Papers Submitted, 
Meeting of Representatives of Central Banks, 
Bank for Intemational Settlements, May 10, 
1932. e 

2 For a deserjption of the Bank for Interna- 
tional Settlements, ef. Harry D. Gideonse, The 
International Bank (Rutgers University, 1930), 
and E. L. Dulles, The Bank for International 
Settlements at Work Macmillan, 1932). Offi- 
cial relations between the Federal Reserve and 
the B. I. S. are still goyerned by the statement 
by Secretary Stimson on May 16, 1929 that the 
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sense, the entire operation of the gold 
standard is based on the elasticity of 
short-term capital movements. The 
experience with the crash of the Credit 
Anstalt and the subsequent break- 
down in Germany and Great Britain 
brought out the almost fantastic ig- 
norance amongst bankers of one anoth- 
er’s involvements in those countries. 
Estimates that were made within a 
few months of one another by two 
competent groups varied for “long- 
term” from 8 billion RM. (Layton re- 
port) to 11.1 RM. (Basel report), and 
for “short-term” from 9 billion RM. 
(Layton) to 12 billion RM. (Basel). 
Even a purely fact-gathering and 
fact-publishing activity on the part of 
the Bank for International Settle- 
ments, based on similar activities in 
the leading centers, would have pre- 
vented such a catastrophe from grow- 
ing to its 1931 proportions. If in ad- 
dition it should be possible to agree 
that short-term credits should always 
be placed through the creditor coun- 
try’s central authority via the inter- 
national center and the debtor coun- 
try’s central authority, one of the 
major items of unsettlement would be 
near control, because of the coördi- 
nated knowledge as to the credit risk. 
The Basel statistics would reveal un- 
healthy accumulations at an early 
stage. Concentrating withdrawals 
through the Bank’s machinery would 
be a guaranty against a “run” on a 
weak center. In 1931 it was clearly 


administration would “not permit any officials 


of the Federal Reserve System either to them- 
selves serve or to select American representatives 
as members of the proposed International 
Bank.” Cf. Gideonse, ibid., pp. 45-46. The 
administration justified its position by the refer- 
ence to the traditional policy of the United 
States “not to participate in the collection of 
German reparations.” Since then the Lausanne 
agreements have practicafly removed the repara- 
tion functions of the B. I. S., but no new policy 
has been enunciated by the Department of State 
or the Federal Reserve authorities. 
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demonstrated that. in such circum- 
stances bankers themselves behave as 
their own depositors do in a run on a 
neighborhood institution. It is note- 
worthy that this would not involve 
yielding vital authority to the Bank at 
Basel. It would merely substitute 
one instrument for another, and co- 
ordinate the various national policies 
by the regular publication and exam- 
ination of relevant statistical material. 

If there is to be any salvaging of the 
gold-exchange standard after the dis- 
astrous experience since 1931, it will al- 
most certainly have to be based upon 
some such method of handling short- 
term deposits in foreign centers. This 
would virtually make the Bank for In- 
ternational Settlements the adminis- 
trator of the gold-exchange standard. 
If ultimately an international effort to 
raise or steady prices is to be made 
effective, such machinery will be es- 
sential. 


OTHER FUNCTIONS or INTERNATIONAL 
BANK 


There is still another function here 
for the Bank for International Settle- 
ments or a similar international insti- 
tution. The President of the Nether- 
lands Bank has drawn attention to the 
fact that countries that are on balance 
creditors in the international short- 
term market are, generally speaking, 
in a much better position to maintain 
the gold standard than nations which 
are on balance debtors in that market. 
In the creditor country the rate of in- 
terest will almost automatically cor- 
rect a temporary difficulty by reducing 
lending, but the effects in the debtor 
country wil not be comparable. 
Central banks in creditor countries 
therefore normally need smaller gold 
reserves than in debtor nations. In 
view of the existing distribution of 
gold amongst debtors and creditors, 
this difficulty would be considerably 
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magnified. A careful short-term bal- 
ance policy on the part of the debtors, 
supplemented by proper aid and guar- 
anty from the international center, 
could do much to mitigate the severity 
of this burden on debtor nations, and 
hence to preserve assets for the credi- 
tors which might otherwise be lost.*? 

Ultimately it might also be possible 
to build up the present occasional 
trustee functions of the Bank for In- 
ternational Settlements in the case of 
international loans into more compre- 
hensive powers. This clearly depends 
upon the development of policy within 
the various nations. There is a gross 
inconsistency in the present national 
policies, which control some aspects 
of national investment rigorously 
(through tariffs and taxation, for in- 
stance) and allow others to escape 
freely. The result is often compara- 
ble in principle, if not in scope, to our 
huge capital exports maitaining 
commodity markets abroad while our 
commercial policy prohibits the repay- 
ment of such loans. If “planning” 
means the concentration of authority 
over policies that affect the same 
problem into one central hand, and the 
ironing out of contradictory policies 
affecting the same subject-matter, it 
clearly should lead to control of long- 
term investment abroad. Such do- 
mestic control in turn would seem to 
be an indispensable step in the inter- 
national control of related problems.® 

4 Cf. Dr. L. J. A. Trip’s contribution to Papers 
Submitted, Meeting of Representatives of Cen- 
tral Banks, Bank for International Settlements, 
May 10, 1982. “While before the war nearly 
75 per cent of the world’s aggregate gold reserves 
were held in debtor countries as against only a 
little over 25 per cent in creditor countries, the 
position is now exactly the reverse. This state 
of affairs makes it all the more desirable, if not 
necessary, for the debtor countries to have re- 
course to a policy of exchange management” 
(p. 11). 

* At the time of writing, the trend is towards 
intensified economic nationalism. In a sense— 
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Berrer MANAGEMENT NECESSARY 


We have outlined the essentials for 
a return to gold, but a return to a con- 
sciously managed gold with an explicit 
set of objectives and rules adjusted to 
current needs and experience. The 
old gold standard was a managed cur- 
rency, but, as the record shows, It was 
poorly managed. It was, as the Mac- 
millan Committee phrased it, machin- 
ery designed to work within a given 
range, and it jammed when politics in- 
terfered with the range. 

It seems clear that if rational con- 
clusions were drawn from experience, 
there is quite enough gold in the world 
to act as a reserve for the world’s 
credit. It also seems clear that with 
the present shaken convictions m all 
ranges of sccial and political life, the 
confidence value of an established tra- 
dition might be of major significance. 
It is obvious, however, that with our 
anarchic economic nationalism, no 
form of gold standard can safely be 
maintained. 


not intended by its proponents—this may be an 


essential step towards international control. 
But cf. C. S. Tippetts, Autarchy, Public Policy 
Pamphlet No. 5, University of Chicago Press, 
1938. Should the present trend continue, the 
breakdown of eny international currency that 
might be restored can be safely predicted. Un- 
der such circumstances (since international 
trade will continue whatever the illusions or 
myths of our contemporaries may be) an inter- 
national agency for clearing barter transactions 
might be more effective than efforts to restore 
an international money. This might also take 
the form of an international Ausgleich of na- 
tional quota allotments. 

u Jf stabilization is contemplated at anything 
like the present rate of exchange (October 1933), 
however, it should take place after the internal 
purchasing power has adjusted itself to the ex- 
ternal evaluation. Otherwise we shall see a 
repetition of the error of 1926-28 in France, 
and a large mcvement of gold to the country 
that undervalued its*currency. On the other 
hand, action should not be postponed too long 
if the danger of a gold inflation in the remain- 
ing gold countries is to be avoided. 
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The record of gold during the past 
decade would seem to condemn an ex- 
periment with a purely managed cur- 
rency from the very beginning. It 
might be admitted that a perfectly 
managed inconvertible currency offers 
better prospects than imperfectly 
managed gold. Experience with gold 
has made it abundantly clear, how- 
ever, to all who do not indulge in wish- 
ful thinking, that “management” falls 
far from the standard of perfection. 
There is no guaranty that the quality 
of management will automatically im- 
prove with the extension of the range 
of its authority. 

If we assume a higher quality of 
management in responsible positions 
both in the public and private aspects 
of our monetary institutions, then, 
clearly, experience with the managed 
gold standard will be more satisfac- 
tory. Ultimately, m a period of less 
stress and shaken confidence, gold may 
by management be reduced to innocu- 
ous desuetude. Now already “the 
tail wags the dog,” and in many re- 
spects management of credit can be 
said to determine the value of gold. 
For the time being, gold is a barrier to 
safeguard us (inadequately to be sure) 
from even worse consequences of man- 
agement without metallic require- 
ments.” The “barrier” may give 


= Cf. Keynes, J. M., A Treatise on Money, 
Vol. IT, ch. 38, p. 388. 

“ ... subject to certain safeguards and com- 
promises for securing a reasonable measure of 
domestic autonomy, the ideal currency of the 
immediate future should probably conform to 
an international standard. 

“Tf this be granted, then there are great and 
obvious advantages in retaining gold as our 
international standard, provided, as we have 
previously expressed ‘it, that we can retain the 
metal as a constitutional monarch, wholly sub- 
ject to the will of a cabinet of Central Banks 
who would hold the sovereign power. For by 
this means we shall—though at some expense, 
measured by the annual cost of mining monetary 
gold—zgive confidence to the timid and perhaps 
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way (it usually does in a crisis), but 
even its giving way serves as a warn- 
ing which might not take place under 
another type of currency that received 
the same quality of management. 

We are now prepared to return to 
our original dilemma: Shall we return 
to the automatic gold standard, or 
shall we experiment with a managed 
inconvertible currency? Phrased in 
that manner, the question does not 
correctly reflect the problem, as we 
have endeavored to make clear. It 
should present three possibilities, and 
read: Shall we return to the old uncon- 
sciously managed gold standard, or 
shall we experiment with a consciously 
managed gold standard, or shall we ex- 
periment with an inconvertible paper 
standard? 16 The discussion in this 
paper has suggested an answer to that 
question. 


EXTERNAL AND InreRNAL STABILITY 


How about the other question: 
Should we aim at external or internal 
stability? The implication currently 
carried by the question is that gold 
gives external stability, while a do- 
mestic managed currency will give 
internal stability. Such were the 
arguments that appeared in English 
pamphleteering in the crisis that 
crippled Europe after the Napoleonic 
wars.27 


accelerate the adoption of scientific methods by 


several decades. 

“The ultimate problem before us ts, there- 
fore, the evolution of a means of managing the 
value of gold itself through the agency of some 
kind of supernational institution.” 

1 In view of the confused notions that seem to 
guide public policy in these matters at present, it 
may be well to stress that the term “gold stand- 
ard” should be reserved for a system with a 
fixed gold content. “Consciously managed” 
gold standard therefore means a currency with 
fixed gold weight of which the formerly implicit 
“rules” have become explicit. 

7 Cf. Opie, Redvers, A Neglected English 
Economist: George Poulett Scrope, Q. J. E., vol. 
44 (1929), pp. 101-137. 
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Any student of the problem will, of 
course, recognize the fallacy of both 
implications. The gold standard gives 
stability of foreign exchange, and the 
significance of this achievement to ex- 
porters and importers is obvious. It 
is probably not an accident that the 
enormous expansion of world trade in 
the nineteenth century was paralleled 
by the spread of the gold standard. 
Stable exchanges, however, do not 
mean external stability. Even a tyro 
in the theory of international trade 
would not confuse exchange stability 
and stability in external purchasing 
power. 

The assumption that a domestic 
managed currency would lead to in- 
ternal stability is even more seriously 
invalid. It is based on the notion 
that such a currency would give us 
stable prices, and the average convert 
to the propaganda thinks of this in 
terms of particular prices. It is meant 
as stability of the price level, of course. 
A stable average means continual ad- 
justments. Every technological im- 
provement leading to lower prices 
might require compensating doses of 
credit and therefore instability of in- 
dividual prices to preserve the stabil- 
ity of the price level. 

Closer analysis of the “stability” 
propaganda raises far more questions 
than it answers. Shall we correct 
other prices to compensate for sea- 
sonal influences (crops, for instance)? 
When crops turn out to be unex- 
pectedly low (so that wheat is high), 
shall we then push the prices of, say, 
the metals down? And what of the 
disparities this will create in succeed- 
ing years when the crop is of normal 
size, or unusually large? What shall 
we do about long-run factors, like 
changes in population? May they 
not increase the prices of certain raw 
materials relative to wages and fin- 
ished products? Should other prices 
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in this case be forced down??8 Is this 
internal stability? Should we not 
rather admit that our knowledge is 
utterly insufficient to speak with any 
degree of confidence about these 
matters? 

We may conclude, then, that the 
contrast of external with internal 
stability is a misleading one. It is 
merely a question of one kind of in- 
stability and stability in the gold- 
standard case, and another kind in the 
purely managed currency. Assuming 
a high quality of management and 
considerable freedom in the use of its 
powers; steadying influences could be 
exerted in either case. 

Index numbers might prove to be a 
useful tool in the guidance of central- 
bank policy. Some of the questions 
suggested in previous paragraphs indi- 
cate that they will hardly be a sub- 
stitute for flexible banking experi- 
ence.!® It may be possible to utilize 
a series of national index numbers of 
some sort to guide monetary policy 
under an international central-bank 
agreement. Even then, however, lati- 
tude will have to be provided for the 
distinction of permanent and tem- 
porary movements, as well as of uni- 
versal and local factors in the various 
balances of payments and price levels, 
lest the essential flexibility be lost.?° 

8 Cf. Lindahl E., op. eit. 

* Cf. R. G. Hawtrey’s paper “Money and 
Index-Numbers,” Journal of the Royal Statisti- 
cal Society, 198C, Vol. XCIL, Part I, pp. 64-103. 
Reprinted in The Art of Central Banking, Ch. v. 

2# Mention sbould be made of the growing 
criticism of the idea of a stable price level com- 
ing from such economists as F. A. Hayek, R. G. 
Hawtrey, and D. H. Robertson. The question 
then raised is: Should we not prefer a money 
that is “neutral” (that would not influence 
commodity prices either way) rather than a 
money with steble purchasing power? Is not 
@ monetary policy which compensates all com- 
modity influences onethe price level by mone- 
tary influences, definitely “inflationary” in its 
effects? Should we not allow commodity in- 
fluences such as changes in production technique 
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Mownerrary Pouicy DETERMINED 
BY GENERAL PoLICY 


After ten years of acute unsettle- 
ment, stability has acquired a new 
prestige. ` Propaganda of various in- 
spiration has merged it with the usual 
tendency to “blame the foreigner” for 
unsettling influences, into a wave of 
undiscriminating distrust of estab- 
lished financial institutions. Many 
follow Keynes and speak of gold as 
a “fetish” and a “barbarous relic.” 
Barbarous relics do not seem entirely 
out of place in a world in which mone- 
tary policies are determined by Satur- 
day Evening Post “economists,” radio 
sermons from Detroit and the Com- 
mittee for the Nation, not to mention 
foreign equivalents at full gold parity. 
More seriously: Perhaps the very es- 
sence of a monetary institution is its 
character as a fetish, because of the 
rôle which confidence plays. 

Rational scrutiny of the slogans of 
and fashion to have their full effect on the price 
level? Cf. F. A. Hayek, Prices and Production 
and Monetary Theory and the Trade Cycle; 
D. H. Robertson’s chapter in The International 
Gold Problem (Oxford University Press, 1931); 
R. G. Hawtrey, The Art of Central Banking, 
Ch. v. Theoretically this position is extremely 
attractive. In view of the rigidities that are 
developing everywhere in our price system and 
the extreme irregularity in the manner in which 
they give way under pressure, it may well be 
questioned whether the fundamental assump- 
tion of fluidity is not too far from reality. In 
any case, this suggestion gives little satisfaction 
to the advocates of internal stability, and sta- 
tistical implementation is not likely to be avail- 
able for several years. 


national. 
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the new “management” movement + 
reveals little promise of stability that 
would not also be guaranteed by the 
old managed currency if it were man- 
aged with a semblance of intelligence. 
It is also clear that a period of radical 
currency experimentation would make 
far greater claims upon the quality of 
public management than past experi- 
ence would seem to warrant. Money 
is not an independent institution, free 
from other factors determining our 
economic and social life, and it is cer- 
tainly not possible to remedy by 
monetary policy the consequences of 
a continuous series of blunders in other 
aspects of public policy. 

Rational considerations hardly de- 
termine monetary policy in the last 
analysis, however. The student can 
state them for whatever they may be 
worth, but a country’s monetary pol- 
icy will continue to be a part of its 
general policy in all its broad mani- 
festations, both domestic and inter- 
It is intimately a part of 
the great game of power politics. 
Power is sought sometimes as an end 
in itself, sometimes as a means to an- 
other end. In general, it is a search 
for the instruments with which one 
country can impose its will upon 
others. In that quest, monetary re- 
serves and discount policies are vital 
weapons. They also are stakes of 
diplomacy or instruments to attain 
them. Here the cool light of reason 
can only cast a pale shadow upon the 
record of history. 


Harry D. Gideonse, associate professor of econom- 
ics at the University of Chicago since 1930, has 
served also in the Economics Departments of Co- 
lumbia and? Rutgers Universities. He directed in- 
ternational student work at Geneva, Switzerland, 
for several years, and is the author of “ Transfert des 
Repardtions et Plan Dawes” (1928), “The Inter- 
national Bank” (1980), “War Debts”. (1933) , and 


other publications. 


Reflation and Stabilization! 


By Irvine FISHER 


RESIDENT ROOSEVELT stated 
on July 3: 


The United States of America seeks the 
kind of dollar which a generation hence 
will have the same purchasing power and 
debt paying power as the dollar we hope to 
attain in the near future. 


That is the subject of debate today 
among all who are interested in the so- 
called money question. 


PRESIDENT GUIDED BY AUTHORITATIVE 
OPINION 


I think I am right in saying that 
practically all the monetary economists 
who have made a long and thorough 
study of this subject agreed with J. 
Maynard Keynes when he said the day 
after this utterance of the President, 
“The President is magnificently right.” 
And yet, perhaps the majority of the 
people of the United States are not 
convinced of that fact. It is danger- 
ous to leave a technical subject to 
majority vote. I should consider the 
advice and opinion of J. Maynard 
Keynes superior to that of the layman, 
even if duplicated one hundred million 
times. 

The President has at his elbow two 
of the ablest monetary economists in 
the world. One is Professor Warren of 
Cornell, whose book on Prices I think 
will convince 99 per cent of the people 
who read it that he is “magnificently 
right” in concluding that we cannot 
permanently maintain the price level 
that we had in 1926 with the gold that 
we had at that time, and that if we do 
not increase the metallic base by de- 

1 Paper read at a meeting of the American 
Academy of Political and Social Science on 
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valuating the dollar (since there is no 
other immediate way of doing it) so as 
to multiply the number of gold dollars 
at the base of our credit structure, we 
shall have this same catastrophe re- 
peated; because the depression, be- 
ginning with the stock market crash, 
was very largely due to the insufficiency 
of the metallic base. Professor James 
Harvey Rogers, of Yale, who is another 
of the President’s advisers, has written 
a book called America Weighs Her 
Gold. I think the layman, unversed in 
monetary economics, before he assumes 
to have a voting opinion on this sub- 
ject, and before he assumes to rush 
through resolutions in chambers of 
commerce, owes it to the President to 
read at least one of these books, or 
those of other authors on the subject. 

There are only a score of such men in 
the world today—a half dozen in this 
country, a aalf dozen in England, and 
the rest scattered through the world— 
who are entitled to an authoritative 
opinion which these two advisers of the 
President have. The average econo- 
mist is not entitled to such authority, 
for he is rot 4 monetary economist. 
This branch of economics is just as 
special within the field of economics as 
patent law is in the field of law, and it 
would be no more absurd for the ordi- 
nary lawyer to pronounce upon a patent 
case (and he will not do so) than for the 
ordinary economist to count on equal 
voting strength with the monetary 
economist. 

An even smaller percentage of the 
bankers have made a study of this sub- 
ject. Among those who have, I would 
mention Reginald McKenna, the presi- 
dent of the largest bank in the world 
or it was until the Chase claimed to be 
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the largest. He was Chancellor of the 
British Exchequer. In 1922, when I 
was in London, he invited me to come 
to see him. He said, “I feel lonely 
among the bankers”; and added, jok- 
ingly, “You know, Professor Fisher, 
you and I are the only two people in the 
world that understand this subject!” 

Professor Sprague is a sincere and 
able authority on the technique of 
banking; but he does not have the au- 
thority of Professors Warren and 
Rogers on the price level. 


DEFENSE OF PRESIDENTS i 


PoLicy 


When speaking tonight of the Presi- 
dent’s problem, I am not including all 
of the policies. I am not speaking 
from the political angle. I am not of 
his party. I did not vote for him. I 
do not agree with him on many sub- 
jects. But on this monetary policy 
I believe he is “magnificently right.” 

I am confining myself entirely to the 
monetary policy as contained in the 
words which I quoted. If you analyze 
those words, you will see that this 
monetary policy is twofold. It con- 
sists of reflation, or raising the price 
level, and of stabilization, or fixing the 
price level. In regard to reflation, the 
President said on May 7: 


The Administration has the definite 
objective of raising commodity prices to 
such an extent that those who have 
borrowed money will, on the average, be 
able to repay that money in the kind of a 
dollar which they borrowed. We do not 
seek to let them get such a cheap dollar 
that they will be able to pay back a great 
deal less than they borrowed; in other 
words, we seek to correct a wrong and not 
to create another wrong in, the opposite 
direction. 


There has been a great deal of mis- 
understanding and fnisrepresentation 
not only of the President but also of 
those who have supported hirn. I, for 
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one, resent being called an inflationist, ` 
and I think the healthy complex that 
we have in this country against infla- 
tion as a social wrong is the outgrowth 
of the writings of us economists who 
have tried so long to get people to ap- 
.preciate the evils of inflation. I could 
cite at least a half dozen of my books 
in which I have preached against infla- 
tion. 

But I am equally opposed to defla- 
tion, and I have a keen realization, as 
most people do not, that deflation is 
practically 75 per cent of the explana- 
tion of the present depression. It is a 
debt-deflation depression, and debt and 
deflation act upon each other. There 
was too much debt to start with. 
That caused distress selling and shrink- 
age of bank deposits as loans were 
liquidated. This shrinkage or con- 
traction of the circulating medium, and 
the distress selling reduced the price 
level, or magnified the dollar and in-- 
creased it to 81 per cent of what it had 
been in purchasing power, which meant 
that every thousand-dollar debt be- 
came the equivalent of $1810, and was 
that much harder to pay. 

The very effort, therefore, to pay 
debt, which reduced these bank de- 
posits, resulted in increasing debts; and 
the more the American people tried to 
get out of debt, the more they really 
got in, when the debts are measured in 
real commodities, which is the only 
proper measure of debt or of any other 
value. That is the “mystery” of the 
depression. We seem to have liqui- 
dated 20 per cent, but we have really 
magnified our debts 40 per cent in four 
years In terms of real things. 

I resent for others that they should 
be called indefinite inflationists. The 
Senator who is to speak to you today 
has been unjustly treated, as has his 
colleague, Senator Smith. I know, 
because I was present at a recent con- 
ference in Washington at which they 
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both subscribed their names to a state- 
ment that went to the President of the 
United States urging reflation only up 
to the level of 1926 and no farther. 
There are at least ten misunderstand- 


ings on this very puzzling subject. I 


wish to enumerate these and speak 
briefly of each. The opposition to the 
President is circulating these ten mis- 
understandings. 


UNCONTROLLED INFLATION 


First, it is stated that the objective 
of the inflationists is an indefinite, un- 
controlled inflation. Itisnot. Iknow 
of no responsible man in Washington or 
outside who is advocating any such 
thing. They merely want reflation 
enough to offset the deflation, but no 
inflation beyond that point. 

Second, it is stated that even if there 
be an intention to have the reflation 
controlled, it will become uncontrol- 
lable. ‘Thereis no evidence for that as- 
sertion except that Germany, when she 
could not balance her budget, got into a 
vicious spiral of inflation which ended 
in disaster, and some other countries 
under like conditions met the same 
fate. 

Third, it is said that this uncontrol- 
lability is especially true of inflation 
through government paper money. As 
a matter of fact, we have had at least 
two instances in this country when we 
stopped it without any trouble. We 
stopped the greenback inflation, which 
was paper money inflation, in 1865, 
after several years of very rapid and in- 
jurious inflation. We stopped the in- 
flation that began before the World 
War and lasted until two years after 
the war, by the deliberate action of the 
Federal Reserve System after the meet- 
ing of its Board on May 20, 1920, on 
the challenge of Senator McCormick 
that it should produce some deflation. 
The Reserve Banks not only had no 
difficulty whatever in stopping the in- 
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flation, but produced an unfortunate 
deflation for a year. 

Fourth, it is declared that history 
shows that all currency inflation be- 
comes uncontrollable. History, as I 
have indicated, shows the contrary. 


Money In RELATION to COMMODITIES 


Fifth, any raising of the price level 
by monetary means is asserted to be 
artificial, and so wrong. That grows 
out of one of the great money illusions 
that all prices are determined by supply 
and demand of the things priced. 
That is not true. The supply and de- 
mand of cotton are not the only things 
that affect the price of cotton. The 
supply and demand of money are 
equally important. If you should ex- 
change cotton for silver, and the price 
of cotton in terms of silver went up, no 
one would think of ascribing that rise 
in prices exclusively to causes con- 
nected with cotton. You would want 
to ask what aappened to silver; because 
cotton going up relatively to silver is 
silver going down relatively to cotton, 
and the supply and demand of both are 
equally important. So the supply and 
demand of money comes into the price `° 
of every commodity. In fact, the sup- 
ply and demand of cotton cannot be 
expressed in money without reference 
to the purchasing power of money. 

The purchasing power of money 
lurks in every price, in every bargain, 
in every act affecting supply or demand. 
Yet that is usually overlooked. So 
when we have a fall in the price of al- 
most everything, as we have had in the 
last few years, people who do not under- 
stand that money enters in, can explain 
it only by saying that it must be that 
goods have been overproduced. The 
truth is, however, it is not too much 
goods but rather too little money that: 
explains that fall of price. 

Yet we assume that the dollar is still 
the dollar, and everything is priced in it 
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so that it is a proper measure. We 
ascribe to the goods what belongs to the 
dollar. This money illusion is the fun- 
damental reason that so few people get 
anywhere on this subject. I spoke of 
it as a highly technical subject. As a 
matter of fact, it is easy for any layman 
to understand it if he will get the idea 
that the value of a dollar is not a fixed 
unit of measure, but is something that 
must itself be measured by the index 
number of commodities in general. 
Until a person has that idea he cannot 
think straight on this subject. 

The supply and demand of money 
affect the general level of prices, 
whereas supply and demand of goods 
affect the deviation from this level of 
the particular price. The supply and 
demand of wheat do not fix the price of 
wheat, but they merely fix the level of 
wheat relative to the general rise or fall 
of commodity prices. There is just as 
much difference between the general 
level and a particular price as there is 
between the level of a water reservoir 
and the height of a wave on its surface. 
And, paradoxically, it is a great deal 
easier to fix the general level of the 
water in a reservoir by controlling 
the inflow or outflow than it is to fix the 
height of any wave. It is, in the same 
way, easier to fix the general level of 
prices than it is to fix any particular 
price. 


STABILIZATION OF Price LEVEL 


I think very seldom should we try to 
resort to price fixing. Many people 
think that in this reflation, Mr. Roose- 
velt is trying to fix all prices. No such 
thing! Reflation merely fixes the gen- 
eral level of prices, and supply and de- 
mand should be left free, in my opinion, 
to fix the deviations from that level for 
any individual price. 

In regard to the artMiciality of this, 
the fixing of the general level of prices 
merely fixes the purchasing power of the 
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dollar. If we raise the general level of 
prices to that of 1926, it will mean that 
we have lowered the purchasing power 
of the dollar from its present expanded 
value to what it was in 1926. To fix 
the purchasing power of a dollar in this 
way Is merely to fix the unit of measure 
for debts and for the business man’s 
operations, exactly as we fix the yard- 
stick, the pound, the kilowatt, or any 
other unit of measure. In other words, 
what the President is trying to do, 
after he has corrected the swollen dol- 
lar, is to make it thereafter a constant 
unit Just as is the bushel basket or any 
other unit in commerce. 

Then it is said that even if there is 
expansion, it should properly be the re- 
sult of recovery, and not used as a 
means of recovery. I am sorry to say 
that I saw that fallacy m the statement 
of Professor Sprague. As I understand 
it, and as I think all the monetary 
economists who have made a thorough 
study of it would agree, that is invert- 
ing the cause and effect in this depres- 
sion, because of a wrong diagnosis. If 
we must wait for recovery to raise the 
price level, then price-level-raising is 
not a therapeutic measure at all. 

Eighth, it is claimed that stabiliza- 
tion of the price level is impossible by 
any means, monetary or otherwise. 
That has been not only disbelieved by 
monetary economists for years, but 
recently disproved by the experience of 
Sweden, which has maintained a stable 
price level for over one hundred weeks 
in succession, within 2 per cent at the 
maximum, and usually within 1 per 
cent. It is no accident that this has 
been done, and it demonstrates what 
we have always maintained, that it is 
possible to make the price level what- 
ever we choose. 

Ninth, it is stated that such stabili- 
zation 1s of no value anyway, and is 
even injurious. The facts show the 
contrary. ; 
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Tenth, it is said that the only proper 
stabilization is relative to gold, and 
that therefore we should restore the 
orthodox gold standard as soon as 
possible. That merely grows out of 
the money illusion. Since we are on a 
gold standard, we take it for granted 
that gold should be the standard and 
that we want to get back to gold, and if 
some other country is on the gold 
standard we complain because of the 
upset of exchange between the two. 
When Germany and Russia had their 
great inflation, it would have been 
quite possible to keep a stable exchange 
between the two countries, but it 
would not have meant stability for the 
mark or the ruble; it would merely have 
meant that they both were being re- 
duced together. So, if we had a stable 
exchange between ourselves and France 
and were’ both kept on the gold stand- 
ard, it would not necessarily mean that 
either the franc or the dollar’was stable; 
it would mean in the last few years that 
they both had been increased togéther. 


What we want is to stabilize both the. 


franc and the dollar, both the mark and 
the ruble, with reference to real things, 
commodities, purchasing power, that 
for which money is a measure. 


TEMPERATE USE or INFLATION 


The gold policy is said to be futile. 
As a matter of fact, the instant the gold 
policy was undertaken and the gold 
prices were bid up by the President, the 
fall in the volume of trade in this coun- 
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try and the fall of prices which had 
been going on before that were ar- 
rested. 

It stands to reason that the Presi- 
dent has a tremendous power here. If | 
the President should devaluate the 
dollar 50 per cent, as he is authorized to 
do, the four billions of dollars of gold in 
this country would automatically, with- 
out any purchase of gold from abroad, 
become eight billions. 

This power is unlimited except as 
Congress limits it. I do not think it is 
necessary to give any greater power 
than the 50 per cent reduction, but we 
can often understand a principle from 
an extreme example. Suppose the 
President could cut the dollar not in 
two but in ten. Then the four billion 
dollars would become forty billion dol- 
lars. If you cut the dollar into one 
hundred, it would be not four billion 
dollars, but four hundred billion dol- 
lars. And if every bank were closed 
and there were no deposit currency and 
all the paper money .were burned up, 
that four hundréd billion dollars would 
give us a German inflation. So the 
President could make a price level as 
high as the sky, and make a wicked in- 
flation, simply by this one device which 
he is now using, and using temperately, 

I think, as James Harvey Rogers 
said in tonight’s newspapers, those who 
would destroy this temperate policy, if 
they succeeded, would ‘have to be re- 
sponsible for the consequences which 
might not be so temperate. 
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Money and Its Management! 


By Ermer Tomas 


HE question of money and its 

management is the most important 
issue pending before the people, be- 
cause it affects the prosperity and 
happiness of every man, woman, and 
child, every firm, partnership, and 
corporation, and every city, county, 
and state, not only in America but 
throughout the world. It is altogether 
appropriate and fitting that a discus- 
sion of this all-important question 
should be held in Philadelphia, ‘The 
Cradle of American Liberty.” 

It is contended by some that money, 
like the sun, moon, and tides, is con- 
trolled by unchanging and unchange- 
able natural laws; hence any attempt 
to manage our currency or to influence 
or control our monetary policy con- 
stitutes “tinkering with the currency.” 
It is -self-evident that I do not sub- 
scribe to such a doctrine. Money is a 
man-made device to encourage, pro- 
mote, and facilitate commerce and 
trade. Money and monetary policies, 
man-created, are subject to control, 
management, and manipulation; hence, 
the kind of control and management is 
` very important. If our money and 
our fiscal policies had been controlled 
and managed in a satisfactory manner, 
- this’ question would not now be the 
outstanding issue before the country. 

‘ My «interest in this matter is not 
prompted by a desire to meddle with 
our money. I am not trying to help 
one class or group at the expense of 
another. J am not seeking to have our 
country gain a trade advantage over 
any -other nation. But, after more 
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than four years of depression, during 
which time we have lost in material 
wealth more than the total cost of all 
our wars, I am convinced that in order 
definitely to check this depression, we 
must adjust our monetary policy. 
Frankly, let me confess that my 
activity is inspired wholly by my 
knowledge of the conditions facing our 
people and our Government. Occupy- 
ing the position which I hold, with 
such knowledge as I possess, to fail to 
act would constitute infidelity to the 
people I represent, and treason to the 
Government I have sworn to uphold 
and defend. I may be wrong, but I 
have my convictions, and such con- 
vietions I make bold to assert. 


Present [INDEBTEDNESS 


We have a millstone chained to our 
necks, in the form of a vast mass of 
indebtedness bearing us down. By 
debts I mean public and private long- 
and short-time bonds, notes, mort- 
gages, bills and accounts, taxes and 
interest, all together making the stag- 
gering total of some two hundred and 
fifty billions of dollars. That is 
twenty-one times all the monetary gold 
in the world. It is forty-five times all 
the money in circulation. This debt is 
so large that much of the interest is not 
being paid, save in cases where funds 
ean be borrowed with which to meet 
maturing coupons. 

Already the Federal Government, 
itself a borrower, has appropriated and 
loaned or allocated some thirteen 
billion dollars as direct relief for the 
people, or for loans to corporations and 
theseveral units of government. When 
the Federal Government either spends 
or loans, it must either tax or borrow. 
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For four years we have taxed and then 
increased our taxes. We have bor- 
rowed, and each year our borrowings 
increase. In 1933 the Federal debt 
will be increased approximately four 
billion dollars. Other public and pri- 
vate debts will be increased some six 
billion dollars; hence, at the end of this 
fiscal year our massed debts will have 
been increased some ten billion dollars. 
With such conditions facing our people, 
our corporations, and our units of 
government, how can any one, espe- 
cially a public official, remain silent? 

If these statements are correct, it is 
difficult for any one to reach the con- 
clusion that this debt burden can be 
met with the present high-priced dol- 
lars. Whatisthe remedy? For years 
our fiscal policies have been formu- 
lated by the influential bankers of the 
country. Whatistheirremedy? ‘Their 
answer is a demand that the borrowers 
pay their loans. Instead of making 
loans they are collecting notes. In- 
stead of expanding the credit they are 
deflating both currency and credit. 
Today, banks as a rule are institutions 
for deposit only. For the reasons 
stated, the Federal Government has 
been forced to open and operate the 
largest banking institution ever de- 
veloped. 

Again I ask, what is the remedy for 
the conditions confronting us? How 
are we to meet two hundred and fifty 
billion dollars of debts? The only con- 
clusion I can reach is that either these 
debts must be repudiated or the dollar 
must be substantially cheapened so 
that the people can procure dollars 
with which to meet such debts. Presi- 
dent Roosevelt has stated on different 
occasions that it was his purpose to 
give the people the same valued dollar 
with which to meet their obligations 
that they received when such obliga- 
tions were incurred; hence it may be 
assumed and asserted that the Admin- 
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istration’s policy is to reduce the value 
or buying power of the dollar to that 
point which will permit the people to 
liquidate, rather than to force them to 
repudiate their obligations. 


DoLLaRr VALUE 


According to the statistics of the 
Bureau of Labor, in February 1933, 
the dollar had a value or purchasing 
power of one hundred and sixty-seven 
cents; and, while since February the 
dollar has been cheapened in terms of 
gold, yet on October first the value or 
purchasing power of the dollar, as 
measured in terms of domestic com- 
modities and wholesale prices, was stil! 
one hundred and forty-one cents. 

Under the Constitution the Congress 
has power to coin money and to regu- 
late its value. The Congress, in recent 
special session, appointed and consti- 
tuted the President its agent to exer- 
cise, within his’ discretion, its Consti- 
tutional powers relative to money. 
The President accepted the agency: and 
is now exercising the powers conferred. 
In other words, President Roosevelt is 
now regulating the value of our money. 
He is managing and adjusting our 
monetary policy. 

I have made the statement that in 
order for the people to pay their taxes, 
interest, and debts, the value of the. 
dollar must be substantially reduced. 
A hundred and sixty-seven-cent dollar 
closed every bank in America. A 
hundred and forty-cent dollar will not 
make it possible for the people to pay 
their taxes, their interest, and the 
quarter of a trillion dollars of indebted- 
ness now resting upon them. We are 
not asking for a cheap dollar, but we 
are demanding that the value of the 
dollar be reduced to one hundred cents 
as measured by the average of com- 
modity and wkKolesale prices, based 
upon some fifty years of official govern- 
ment statistics. -Such statistics show 
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that in 1926 we had a one-hundred- 
cent dollar; hence the demand that we 
return to the dollar value of that 
year. 

Propaganda is now being broadcast 
by a small group, suggesting to those 
not familiar with the intricacies of our 
money system that any effort to cheapen 
the dollar will result in “greenbacks”’ 
or “printing press money,” and that 
the United States is threatened with a 
repetition of the German and Russian 
systems of inflation. Let me assure 
you positively that there is absolutely 
no justification for such inspired propa- 
ganda. 

I have said“that{in order for the 
people, the corporations, and the Gov- 
ernment itself to survive economically, 
the dollar must be cheapened. At this 
point, in order to prevent possible mis- 
understandings, permit. me to define 
the terms “money,” “credit,” and 
“inflation,” and the simple economic 
law governing the'value of money. 

“Money?” means anything that 
serves as a common medium of ex- 
change in trade, such as gold coin, 
silver coin, or currency. “Credit” 
means bank deposits based upon loans 
made to individuals, firms, or corpora- 
tions. In normal times, such bank 
deposits, although imaginary and based 
upon confidence, may be transferred 
by checks and thereby serve as a sub- 
stitute for money. “Inflation” is of 
two kinds: inflation of currency and 
inflation of credit. Inflation of cur- 
rency means an improper, excessive 
issue of money. Inflation of credit 
means an overexpansion of bank loans, 
causing the creation of an excessive 
amount of bank-deposit or credit 
money. I am as much opposed to in- 
flation—the improper, excessive is- 
sue of either currency or credit—as any 
money changer in Wall Street. 

t The value of money depends upon 
the law of supply and demand; hence, 
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the purchasing power of the dollar in 
the main depends upon the quantity 
of real dollars—gold, silver, and cur- 
rency notes—in circulation. Under 
normal conditions and influences, any 
increase in the quantity of real dollars 
in circulation lowers the value or pur- 
chasing power of such dollars; and con- 
versely, any decréase in the quantity 
of real dollars in circulation raises or 
increases the value or buying power of 
such dollars. l 

The definition of terms and the in- 
terpretation of economic laws just 
made are supported by what I concede 
to be the best authorities. I contend 
that the same economic law that con- 
trols the price or value of commodities 
such as wheat, corn, and cotton also 
controls the value or the purchasing 
power of money. When wheat, corn, 
and cotton are plentiful the value of 
such commodities is low; and when 
such commodities: are scarce their 
value is high. Likewise, when money 
is plentiful the value or buying power 
of the dollar is low; and when money 
is searce its value is high. This in- 
terpretation of the economic law gov- 
erning the value of money is supported 
by such recognized economists as 
Ruffner, Taussig, Torrens, Ricardo, 
Nicholson, Sir James Graham, John 
Stuart Mill, and Gustav Cassel. 


METHOD AND EXTENT OF 
CHEAPENING MONEY 


Again I say that the dollar must be 
cheapened. How may this be brought 
about? Let the economists answer. 
Ricardo said: “The value of money in 
any country is determined by’ ‘the 
amount existing.” Taussig said: 
“Double the quantity of money, and, 
other things being equal, prices will 
be twice as high as before and the 
value of money one half.” 

If dollars are issued into circulation, 
such dollars become more plentiful and 
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thereby cheaper. As dollars become 
cheaper, prices rise; and such is the 
goal of our efforts. 

To what point should the dollar be 
cheapened and prices thereby raised? 
We have set as the end to be attained 
the price level of 1926. As measured 
by ‘the statistics of the Bureau of 
Labor, the 1926 dollar was worth one 
hundred cents. By this same standard 
the dollar of 1920 was worth only fifty 
cents, and the dollar of February 1933 
was worth one hundred and sixty-seven 
cents. The dollar of 1920 was too 
cheap and consequently prices were too 
high. The present dollar is too high 
and likewise the prices of commodities 
are too low. 

The plentiful and cheap money 
policy of 1920 found wheat selling at 
$2.50 per bushel, corn at $1.50 per 
bushel, and cotton at 42 cents per 
pound; while the scarce and high- 
valued money policy in force in Feb- 
ruary 1933 found wheat selling for 40 
cents per bushel, corn for 25 cents per 
bushel, and cotton for 6 cents per 
pound. As an adjustment, the advo- 
cates of a cheaper dollar, in recom- 
mending the 1926 level, hope to raise 
prices so that wheat will sell for some 
$1.50 per bushel, corn for $1.00 per 
bushel, and cotton for 20 cents per 
pound. With such prices, farmers can 
secure cost of production and have a 
profit which they can apply on their 
taxes, interest, and debts. Other pro- 
ducers of raw material will benefit 
comparably. This restored buying 
power will in turn increase employment 
and make it possible for those who 
process raw material to open their 
factories and gradually return to 
prosperous activity. a 


In order to secure cheaper money - 


and higher prices, it will be necessary 
to have more money in circulation. 
Who opposes the policy of a more 
liberal supply of money? Only those 
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who want a swollen dollar of excessive 
value or buying power. 

It is contended by some that the act 
of removing the excess value from the 
dollar constitutes inflation. I deny 
that such an operation can be properly 
defined as an inflation of the currency. 
The reduction of the value of the dollar 
to one hundred cents is not inflation 
but rather an act of simple honesty and 
justice toward the people of the United 
States. 


THE LIGHT or EXPERIENCE 


From the platform we hear and in 
the press we see statements to the 
effect that if once we start to increase 
the money in circulation, the practice 
will gain momentum and soon all con- 
trol will be lost. Also we hear that 
inflation always injures and never 
helps, and always destroys and never 
saves either a people or a nation. 
What does the record show? 

In the Revolutionary days the Col- 
onies issued paper money with which 
to carry on the fight for mdependence. 
During the war between the States, the 
North found its treasury exhausted. 
The Government had no gold, had no 
silver, and had exhausted its credit. 
If the Union was to be preserved the 
war had to be financed. President 
Lincoln did not hesitate to issue and 
place in circulation some four hun- 
dred and seventy-seven million dollars 
of treasury notes, sometimes called 
“greenbacks,” or “printing press 
money.” ‘These notes were not based 
on either gold or silver, but instead 
were backed by all the property of all 
the people, plus the taxing power of 
the Government. As these notes were 
paid into airculation, dollars became 
more plentiful, hence cheaper, and 
prices of all kinds advanced accord- 
ingly. The que&tion is suggested: Did 
President Lincoln inflate the currency? 
If your'answer is in the affirmative, 
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you must admit that such inflation was 
necessary to save the Union. 

During the World War the currency 
in circulation was again substantially 
increased, resulting in higher prices. 
During that period we not only fi- 
nanced ourselves, but likewise were 
forced to finance our Allies; and to do 
this, both currency and credit were 
issued and expanded. 

What might have happened to the 
Colonies if there had been no issue of 
“Continental currency”? What might 
have happened to the Union if there 
had been no “‘greenbacks”? What 
might Philadelphia be tonight if either 
or both of these forms of inflation had 
been denied and rejected? Inflation 
could not have been avoided by the 
Colonists, and instead of destroying 
the people, the policy brought forth 
the American Republic. Inflation could 
not have been avoided by the North, 
and instead of destroying the Nation, 
such policy saved the Union. From 
the record we learn that currency in- 
flation in times of great emergency has 
been used to aid the people and to 
save the Nation. 

With neither gold, silver, nor credit, 
President Lincoln deliberately author- 
ized and carried out rational and con- 
trolled inflation of the currency. With 
a, sizable supply of both gold and silver 
and with ample credit, President 
Wilson issued currency and expanded 
credit, and such inflation was both 
rational and controlled. At this time, 
with some four billion three hundred 
and twenty-five millions of monetary 
gold, with a vast storehouse of silver, 
with billions of printed currency in 
reserve, with credit unimpaired, and 
with the policies of Washington, Ham- 
ilton, Lincoln, and Wilson to guide us, 
who can say that an expansion of the 
currency just enougit to restore the 
1926 price level will mean uncontrolled 
inflation and will lead us to thé chaotic 
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conditions experienced by France, 
Russia, and Germany? 

Every citizen who has the faintest 
conception of our monetary problem 
shudders at the thought of uncontrolled 
inflation. The nations which have 
fallen under “a flood of irredeemable 
currency” were governments without 
gold, silver, or credit. Fortunately, 
such is not the status of America. 

As a remedy for our economic uls 
we have tried deflation, and more than 
ten billion dollars of added Federal 
indebtedness is only one of the results. 
The annual income of our people has 
been reduced from ninety to some forty 
billion dollars. Unemployment in- 
creased until we had some fourteen 
million men out of work and more 
than twenty million men, women, and 
children in the public bread lines. 
Of deflation we have enough. We 
now demand an expansion of the 
currency. Who among us can say that 
it is not yet time to act? 

The record before us demonstrates 
that we have but two possible roads 
open to travel. One is a continuation 
of deflation leading to bankruptcy and 
repudiation of debts, public and pri- 
vate. The other road is an expansion 
of the currency leading to more money; 
hence, cheaper money, higher prices 
for commodities, higher wages and 
salaries, and therefore added buying 
power for the people. More money 
means the payment of taxes, interest, 
and debts. More money means the 
saving of homes, farms, and factories. 
More money means the restoration of 
personal, corporate, city, county, state, 
and national solvency. 

What program have the deflation- 
ists to offer? Without a plan, they 
are at Washington borrowing the 
people’s credit and spending some of 
the money in parading Russian and 
German inflation ghosts before the 
public. 


Monny anp Irs MANAGEMENT 


SUGGESTED PROGRAM 


Let me briefly outline the program 
I am advocating. Today the Presi- 
dent has practically unlimited power 
to coin money and to regulate the value 
of the dollar. At this hour he is exer- 
cising the powers conferred. Through 
the Federal Reserve Board and Banks 
he is purchasing bonds, paying for 
them with Federal Reserve money. 
Through the Reconstruction Finance 
Corporation he is buying gold for the 
single purpose of forcing down the 
value of the paper dollar so that at a 
later date he can stabilize the value of 
such dollar in terms of gold. The 
President is exercising the third power 
conferred by issuing silver certificates 
against silver recently received as par- 
tial payment of interest due from for- 
eign governments. The President has 
other powers in reserve, some of which 
he may never have to use. 

The following things remain to be 
done: 

First: The policy of purchasing gold 
at a constantly increased price should 
be continued until the paper dollar 
reaches that level of value thought to 
serve best the interests of all our own 
people. 

Second: A like policy should be 
established relative to silver. The 
Government should begin the purchase 
of silver on an increasing scale of price 
so that when the Congress convenes, 
additional legislation may be enacted 
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providing for a wider use of silver as a 
base for our monetary system. 

Third: The program of public works 
should be continued until the problem 
of unemployment is solved. 

Fourth: When the gold dollar has 
been revalued in terms of commodity 
and wholesale prices, then our Govern- 
ment will be ready to confer with other 
governments relative to returning si- 
multaneously to the gold standard or 
to some monetary standard which may 
be agreed upon. 

Fifth: When this program is ap- 
proved and carried out, we shall have 
ready to be returned to circulation our 
vast amount of monetary gold, which 
when revalued will amount to some 
eight billions of dollars. This gold is 
not now money; it is only a commodity. 
But when revalued and again made 
into money, the effect upon business, 
trade, and prosperity will be com- 
parable to the discovery of at least one 
half that amount of new gold. 

If this program is sound, if these con- 
clusions are justified, and if my vision 
is accurate, we will continue to work 
out of this depression, and before we 
are fully aware we will be entering 
upon a new period of development and 
prosperity unequaled in the history of 
our country. I have every confidence 
that the President and the Congress 
will readjust our financial system and 
monetary policy so as to serve the best 
interests of the people and to promote 
the general welfare of the United States. 


Honorable Elmer Thomas D United States Senator 


from Oklahoma. 


He was admitted to the bar in Indiana 


in 1897 and in Oklahoma in 1900, and practiced in 
Oklahoma from 1901 to 1911. He has been active in . 
State and national political affairs since 1907. 
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The Return to Gold: 


By F. CYRIL JAMES 


T IS to be regretted that on this and 
many other recent occasions, all 
who disagree with the Administration’s 
policies have been stigmatized as either 
ignorant or selfish. This is particu- 
larly unfortunate because, much as we 
may lament the fact, there is disagree- 
ment among highly qualified monetary 
economists as to many aspects of the 
present situation. 

I have the greatest respect and, ad- 
miration for both the previous speak- 
ers. Almost all monetary economists 
are indebted to Professor Fisher for his 
magnificent work in the field during the 
past thirty years. Yet I find myself 
unable to accept the program he has 
laid before you this evening, and I 


want to do my best to point out certain | 


weaknesses, as I consider them, in the 
suggestions that have been made. 

To begin with, I should like to follow 
the Senator in defining aterm. If we 
wish to define inflation, I am afraid that 
we cannot call it “an excessive issue 
of currency,” because no two people 
would be likely to agree on the exact 
meaning of the word “excessive” — 
unless it means any issue of currency 
that raises price levels. In order to 
avoid all confusion, it seems more 
log'cal to define inflation as any 
monetary policy carried out by the 
monetary authorities with the de- 
liberate intention of raising the general 
level of prices. Such a definition may 
raise the question of whether all kinds 
of inflation are equally dangerous—or 
equally desirable—but it leaves no 


1Paper read at a meeténg of the American 
Academy ‘of Political and Social Science on 
“Monetary Policy of the United States,” No- 
vember 22, 1933. : 


doubt as to what the process of infla- 
tion really is. 


PASSIVE INFLATION 


Within that definition there are two 
general kinds of inflation, one of which 
may be called passive, the other active. 
Passive inflation is a situation wherein 
the monetary authority deliberately 
sets out to create easy credit conditions 
in the expectation that reviving busi- 
ness activity will lead business men to 
borrow, thus expanding the volume of 
currency and credit, and producing 
rising prices. 

Such a policy of credit expansion 
through the open-market operations of 
the Federal Reserve System was tried 
on an unprecedented scale during 1932, 
under the administration of President 
Hoover. The System expanded its 
holdings of United States securities 
week by week, creating large excess re- 
serves in the hands of the commercial 
banks, and failing utterly to produce 
rising prices. The process is again be- 
ing tried at the present time, with a 
little more success, but not very much. 

The reason for the lack of success is 
obvious. Business men will not bor- 
row unless they see a reasonable op- 
portunity to use the proceeds of the 
loan in such a way that they can make 
future profits. It is the reasonable 
certainty of future profits that prompts 
a business man to borrow; without that 
certainty, any policy of credit expan- 
sion must prove abortive. 

It must not be imagined, however, 
that this type of inflationary policy is 
innocuous because it has as yet failed 
to produce rapidly rising prices. An 
analysis of American banking legisla- 
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tion as recently amended fails to reveal 
any definite restriction on the potential 
expansion of bank credit, Obviously, 
therefore, we are confronted with the 
possibility of a tremendous expansion 
in the volume of bank credit if business 
men should, for any reason, wish to 
expand their loans. Such a situation 
might be every bit as dangerous as the 
issue of fiat money, since there is good 
reason to doubt the ability of our bank- 
ing system to control such a credit in- 
flation. 


Active INFLATION 


Recently, however, the Administra- 
tion has decided to try a policy of ac- 
tive inflation. Not content with the 
creation of easy credit conditions, it is 
deliberately going out of its way to 
force additional quantities of both 
money and credit into the channels of 
circulation. It is doing this in two 

ways. In the first place, it is expand- 
ing large amounts of money for hogs 

_that are not grown or land that is not 
plowed up, for relief work, for a Civilian 
Conservation Corps, and for a variety 
of other projects. 

It is not necessary to enter into de- 
- tailed discussion of each of these ac- 
tivities; some of them are undoubtedly 
desirable, while others are more open 
` to serious question. The point to be 
emphasized is that, up to the present 
time, the deliberate expenditure of 
funds has also failed to produce any 
substantial effect upon prices or busi- 
ness activity. The inescapable con- 
clusion therefore arises that the present 
policy can succeed in raising the general 
level of prices only by a process of 
undermining public confidence in the 
dollar, and so increasing the velocity of 
circulation. 

It has been suggested by spokesmen 
for the Administration that recent 
policies are designed to extract dollars 
from hoarding—to persuade people to 
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spend those dollars which they have 
not previously spent. In present cir- 
cumstances, such an aim can be achieved 
only by a decline of public confidence in 
the dollar. It seems to me that the 
gold purchase plan, as actually‘carried 


‘into effect at the present time, can 


have no conceivable effect, upon the 
general level of the commodity prices 
in the United States, except in so far as 
it reduces confidence in the dollar and 
persuades people that it is very un- 
desirable to retain dollars in their 


. possession. Such a policy emphasizes 


the desirability of immediate spending 
because we are threatened day by day 
with a steady reduction in the value of 
the dollar in terms of gold, and with the 
deliberate intention on the part. of the 
Administration to reduce its value in 
terms of commodities. 


EFFECTS OF THE CONTINENTAL 
CURRENCY 


Such a decline in public confidence is 
a very dangerous thing. The honor- 
able Senator has referred to an occur- 
rence that took place in Philadelphia 
approximately a hundred and fifty 
years ago, namely, the issuance of 
Continental currency. His statement 
completely ignores the fact that the 
Continental currency was ultimately 
redeemed at the ratio of one thousand 
to-one. Palatial Webster, who lived 
through the period of the Continental 
currency, points out that 


it has polluted the equity of our laws, cor- 
rupted the justice of our public administra- 
tion, destroyed the fortunes of thousands 
who had most confidence in it, enervated 
the trade, husbandry and manufactures of 
our country, and went so far as to destroy 
the morality of our people. 


That was an inflation intended to be 
moderate. No member of the Con- 
tinental Congress envisaged an un- 


controlled inflation, excepting possibly 


Benjamin Franklin, who wrote about 
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the subject rather humorously. Those 
men were looking toward a'controlled 
inflation, and they found that inflation 
went beyond the possibility, of their 
control because no man would held the 
money that they had issued. Even 
General Washington on one occasion 
wrote a letter to the effect that the 
existing depreciation of the dollar had 
become such that no honest and rea- 
sonable man could be expected to ac- 
cept or retain it. 


INFLATION WILL Not Restore 
EQUILIBRIUM 


It is conceivable that we should be 
willing to run even this kind of risk if it 
were really possible that inflation would 
remedy deflation. No student of eco- 
nomics will deny that the stern defla- 
tion of the last four years in the United 
States has been thoroughly reprehen- 
sible and undesirable; that it has pro- 
duced economic and social losses the + 
are staggermg to contemplate. But 
inflation is not a cure for deflation. 
The losses of the last four years are in 
very many cases faiis accomplis. The 
farmer, the home owner, whose prop- 
erty has been foreclosed, has lost all 
that he had; inflation will not give it 
back to him. The man whose bonds 
have been taken from him in a corpo- 
rate reorganization, or whose stock has 
been similarly wiped out, will not bene- 
fit from inflation. The individual who 
borrowed from his bank against Stock 
Exchange collateral and saw that 
collateral sold will not benefit from in- 
flation. 

” Nor are the debtors the only people 
that have suffered losses. Literally 
millions of creditors have seen. their 
property wiped out by the failure of 
banks up and down the country. They 
have lost property also in corporate re- 
organizations. They will not get that 
property back by inflation. Nor will 
all of those people who bought securi- 
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ties at high prices and sold them at low 
prices. 

It must be admitted that there are 
still serious disequilibria in the price 
system. There are prices that need to 
be raised, and there are prices that 
need to be lowered. We have not as 
yet restored economic equilibrium. 
But inflation, and particularly an infla- 
tion intended to raise commodity 
prices to 1926 levels, will not achieve 
that equilibrium. It will transfer 
property on a large scale from creditors 
to debtors. Let us remember that the 
creditor is not a wealthy individual 
sitting in Wall Street. The creditor is 
the man who has a life insurance 
policy, an account in the savings bank, 
a participating share in a building and 
loan association or a codperative cred- 
it union. Millions of such people 
throughout the United States will suffer 
a deprivation of their wealth if infla- 
tion be carried through logically. 

Moreover, if, as appears possible, the 
inflation should get out of control, the 
standard of living of the worker would 
be lowered. It is even conceivable, 
despite the reassurances of those who 
favor the present policy, that if such a 
policy of deliberate inflation be pur- 
sued, we may see a situation in the 
United States where industry will be 
more than half stagnant because of the 
unwillingness of the community to ac- 
cept the kind of money that they have 
reason to believe is going to be worth 
less next week than it is today. 

I agree absolutely with both of the 
previous speakers that no sensible in- 
dividual in this or any other country 
advocates uncontrolled inflation. We 
ean go farther than that. To the best 
of my knowledge, uncontrolled infla- 
tion has never been advocated in the 
history of this world, with the single 
exception of Soviet Russia, where it 
was deliberately carried out with the 
intention of expropriating the capitalist 
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class. Every other inflation ae been a 
controlled inflation. 

In the French legislative canbe at 
the beginning of the issue of the as- 
signat, the debates were not carried on 
by ignoramuses, but by men like 
Necker, who was perhaps the leading 
economist and monetary theorist of his 
day, Mirabeau, Rochefoucauld, and 
dozens of others whose names are to- 
day household words. It is apparent 
that they appreciated all the difficulties 


of inflation. They were certain that’ 


it was going to be controlled; that it 
was never going to get out of hand. 
The results are a matter of history. 


STOPPAGE oF INFLATION 


This does not imply that mflation 
cannot be stopped. It has been stopped 
and it will be stopped again. But the 
stoppage of inflation involves a major 
political and economic crisis. The 
greenback inflation of the Civil War 
was stopped in 1865; but if you turn 
back to the records of the United States 
from 1865 to 1896, it will be found that 
they are strewed with the pleas and 
protests of the debtor class throughout 
the Nation, remonstrating against the 
unequal and unethical redistribution 
of property that came from the stop- 
page of inflation-and the attempt to get 
back to what was considered normalcy. 

My recollection of 1921, when the 
war-time inflation was stopped, does 
not convince me that it was a very 
smooth and simple stoppage, with in- 
flation giving way immediately to sta- 
bility of the price level, 

The history of the French stabiliza- 
tion between 1926 and 1928, after an 
inflation much more moderate than 
that of Germany, shows that stabiliza- 
tion in that country involved a com- 
plete change of government policy and 
the courage on the part of one man, 
Raymond Poincaré, to take the helm 


in a fashion that has rendered him, 
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although nominally illustrious, very 
much disliked by most Frenchmen at 
the present time. 

Why is that? Because during a pe- 
riod of inflation, business houses oper- 
ate on the basis of the expectation of 
rising prices; rising prices are always ar 
incentive. And when prices stop rising, 
a situation is created in which many 
firms fail. The history of the great 
Stinnes combine in Germany is an 
example. It developed magnificently 
through the inflation, but fell to pieces 
as soon as the mark was stabilized. 

Moreover, during a period of infla- 
tion, governmental budgetary deficits 
accumulate. It has been said that 
inflation gets out of hand only when 
there is a budgetary deficit. That is 
true, but there is already a budgetarv 
deficit in this country. The deficit is 
growing, and the more inflation we 
have, the more rapidly it will grow. To 
stabilize after a period of inflation in- 
volves very rapid increases in taxa- 
tion that are never popular. It in- 
volves strict economies on the part of 
the government, which are even less 
popular. In the light of these facts, it 
is probable that no administration is 
going to like the task of taking hold of 
the situation and controlling it. 


STABILIZATION OF THE Price LEVEL 


Moreover, there is a substantial dis- 
agreement among monetary econc- 
mists as to whether or not it is possible 
to stabilize the general level of prices. 
And there is also a substantial disagree- 
ment as to the way in which that stabi- 
lization should be carried out if it were . 
possible. The case of Sweden only 
shows that for a short period of two 
years, with comparatively stable busi- 
ness conditions, it is possible for a very 
efficient banking system to control tke 
price level im a comparatively small 
country by reducing the prices of 
domestic goods proportionately to the 
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increases in the prices of imported 
goods. Beyond that simple statement 
there is much uncertainty. 

And as a matter of fact, even if it 
were possible to agree on the method of 
stabilizing the general level of prices, it 
may be doubted very much whether 
we should wish to adopt such a policy 
unless we were able also to exercise 
such control over the whole economic 
system as would maintain stability in 
the underlying equilibrium of general 
economic activity. 

Although there is something very 
attractive about the stable dollar 
envisaged by Professor Fisher, it must 
be remembered that from 1923 to 1929 
commodity prices in this country were 
comparatively stable, varying not more 
than 7 per cent from normal—a situa- 
tion that was substantially more stable 
than existed in any other country. 
During this period, several monetary 
theorists regarded the situation as a 
demonstration of the fact that we 
could stabilize general levels of prices. 
Yet in retrospect, that period proves 
conclusively that the stabilization of 
commodity prices does not imply a 
stable economic organization. During 
that period of comparative stability of 
commodity price levels, there developed 
the forces that produced the pres- 
ent depression; there was an unprece- 
dented creation of debt, an unprece- 
dented investment of funds in fixed 
capital expansion that has proved to 
be totally beyond any immediate 
consuming capacity on the part of the 
country, and an unprecedented export 
of capital goods to other parts of the 
world in. cireumstances that suggest 
that many of those debts will never be 
paid. . 

Stabilization of commodity prices, 
even if it were possible, does not guar- 
antee a sound and satisfactory economic 
system unless we are also in a position 
to control not only the quantity of 
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funds but also the way in which those 
funds are used, the volume of them that 
is invested, the industries that they are 
invested in, and a large number of other 
elements of control which the Nation 
is as yet probably unwilling to accept, 
although it may have to accept them in 
the long run. 

There is good reason, therefore, for 
the fear that a continuation of the 
present Administration policy will lead 
us into a dangerous type of inflation 


‘long before we reach 1926 price levels. 


There is a danger that it will so reduce 
the confidence of the average American 
citizen in his dollar that we shall be 
faced with a flight of capital, with a rapid 
increase in the velocity of circulation, 
and with a yery sharp increase in prices. 
There is no doubt about the ability of 
the Government to produce such a 
situation, but there is grave doubt 
about its power to control it except at 
the expense of the very kind of crisis 
from which we have just emerged and 
which we wish to avoid. 


RETURN TO GOLD AND CONFIDENCE `: 


Our experience with the gold stand- 
ard in the past has emphasized its de- 
fects, so that all economists admit the 
need for monetary reform. But the 
logical beginning for such reform would 
be the immediate restoration of the gold 
standard in the United States, with the 
pegging of the dollar at approximately 
its present gold content. I am not pre- 
pared to say whether that would cor- 
respond precisely to a price of $33 an 
ounce. I merely want to suggest that 
it is absolutely impossible, or at least 
undesirable, for us to attempt to return 
to $20.67, and I consider it equally un- 
desirable for us to attempt to reduce 
the figure to $40 or $42 or any other 
number of dollars. 

Such a suggestion does not impute 
any perfection to the gold standard as it 
existed before 1931. Indeed, at the 
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moment of restoration it would be well 
to incorporate into our monetary struc- 
ture the recommendations modifying 
the gold-standard mechanism that were 
advocated both by the Gold Delegation 
of the League of Nations and by the 
- Monetary experts of the London Eco- 
nomic Conference. It must be recog- 
nized, however, that the gold standard 
does create a deep confidence in the 
mind of the average individual, whether 
he appreciates all its mechanisms 
or not. 

Undoubtedly we have to go very 
much farther in our study of monetary 
theory, since there are many things 
that we do not know about the opera- 
tions of monetary policy. We must, as 
the years pass, attempt to repair the 
defects that have shown themselves in 
the gold standard in past periods, be- 
cause the gold standard has never been 
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static. For a century, the world has 
modified it and improved it gradually, 
and we can, continue to modify it and 
improve it. 

It may be that we shall discover a 
means whereby we can achieve in the 
long run some of the aims that are 
hoped for by the Administration, but I 


‘am sure that the only way in which we 


can achieve them is by such an imme- 
diate restoration of public confidence as 
will necessarily and naturally follow a 
return to gold and which will give that 
monetary foundation upon which an 
enduring revival in American business 
eqn be built up, attracting back to the 
United States that vast fund of capital 
which has been steadily exported to 
other countries during the last six 
weeks by those who have no confidence 
in the present domestic financial or- 
ganization. 
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Reply to Senator Himer Thomas and Professor 
* : Irving Fisher: 


By James P. WARBURG 


HIS is not a properly prepared ad- 

dress. 
what little I have to say on the remarks 
of the previous speakers. When Pro- 
fessor Patterson was good enough some 
time ago to ask me to speak at this 
meeting, I told him that much to my 
regret I could not do so, because, while 
there was no secret about my opposi- 
tion to present policies, I did not féel 
that the time had come when I could 
address a meeting at which representa- 
tives of the press would be present. 
Last night I called him up and offered 
to come, if I were still wanted, even 
though I would not be able to prepare 
the sort of address I should like to 
make. The reasons are these: 


THE LONDON CONFERENCE 


After taking part in three months of 
preliminary work in Washington, I-was 
sent abroad last June as financial ad- 
viser to the American Delegation at the 
Monetary and Economie Conference. 
Our instructions were clear and un- 
equivocal. We were to work for the 
earliest possible reëstablishment of an 
improved international gold standard. 
By late June, in spite of the breakdown 
of the stabilization efforts, we had made 
considerable progress along these lines. 
The so-called Gold Committee of the 
Conference was well on the road to- 
wards developing international agree- 
ment for setting up a gold standard con- 
taining certain economies in the use of 
gold, and certain safeguards against a 


1 Paper read at a meeting of the American 
Academy of Political and Social Science on 
“Monetary Policy of the United States,” 
November 22, 1933. i 


In the main I shall base- 


recurrence of the unpleasant experi- 
ences of the past. 

Then came the President’s messages 
of early July, in which he characterized 
the gold standard as an outworn fetish 
and announced his desire for “a dollar 
of constant purchasing and debt-pay- 
ing power.” It was my job to help 
interpret the exact meaning of these 
messages to the representatives of other 
nations, and after careful study and 
consideration I decided that it was a 
job that I was unable to carry out. 
Accordingly I wrote the Secretary of 
State, as head of the delegation, resign- 
ing my position, and stated to him: 
first, that the instructions with which I 
had come over were completely at 
variance with the recent messages; sec- 
ond, that the recent messages were not 
sufficiently clear to me, and indicated 
a new line of thought which did not 
seem to me ripe for presentation to the 
Conference; third, that if I understood 
the new instructions at all, they meant 
embarking on a course with which I 
was thoroughly out of sympathy; 
fourth, that I did not believe it was 
possible to invent a new monetary sys- 
tem in the course of a few days or 
weeks, better than any the world had 
yet known, and that, if such was our 
purpose, we should ask for a three- 
months adjournment of the Conference; 
and, finally, that, as I could be of no 
further use in London, I should like to 
go home and see if I could be of any 
help there in clarifying our point of 
view. I received a typically charming 
letter from Mr. Hull, agreeing to my 
suggestion. 

I was particularly careful not to let 
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my resignation become known, ior the 
obvious reasons of loyalty and because 
I was then still hopeful of being able to 
convince the President that it would be 
a mistake to continue his policy of 
monetary uncertainty and experimen- 
tation. By the end of September, 
after any number of reports and con- 
ferences, I reluctantly came to much 
the same conclusion as that stated in 
the last paragraph of Dr. Sprague’s 
letter of resignation. The tide could 
not be turned by a tolerated opposition 
from within. Public opinion would 
have to become aroused and articulate. 
Having no official position from which 
to resign, I stated this conviction to the 
advisory group with which I had been 


working, and stated also my intention | 


of setting about the task of arousing 
what I conceived to bea latent inarticu- 
late majority. That was in late Sep- 
tember. So far I have refrained from 
public utterance, because I felt that 
so long as there were those in official 
position who felt as I felt and were 
holding on in the hope of bringing about 
a change from within, the least I could 
do was to avoid any action that might 
embarrass them. That has changed. 
And that is why I am here tonight. 

Let me make one other thing as clear 
as I can. Since he came into office I 
have been privileged to know the 
President rather intimately, and I have 
for him both admiration and real affec- 
tion—admiration for his courage and 
his fundamental desire to create a bet- 
ter state, and real affection for his 
kindliness, his humor, and his faith. 
What I must reluctantly oppose are 
some of the methods by which he seeks 
to attain his goal, some of the miscon- 
ceptions that seem to me to becloud 
his purpose, and-the disregard of the 
accumulated experience of centuries 
manifested by all too many of his ad- 
visers. 

You have heard tonight Professor 
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Irving Fisher’s defense of the Adminis- 
tration’s monetary policy. You have 
heard Senator Thomas plead the cause 
for controlled inflation, and you have 
heard Professor James’s able rebuttal. 
It seems to me that the subject of dis- 
cussion tonight falls into two natural 
divisions: (1) the broad question of 
whether raising prices by monetary 
means, that is, by controlled inflation, 
is a proper and desirable policy; and 
(2) whether we can profitably adopt in 
the future a new kind of money, that is, 
the dollar of constant purchasing and 
debt-paying power, instead of the gold 
standard dollar that we have known in 
the past. 

Put another way, one is the problem 
of what constitutes our ultimate mone- 
tary goal; the other is the immediate 
problem of what to do to get ourselves 
out of the depression. 


Tre Manacep Commopiry DOLLAR 


Let me take first the problem of the 
ultimate monetary goal. You have 
heard Professor Fisher expound his 
well-known theory. It might be well 
to mention that what is being con- 
sidered by Washington today, as far as 
I understand it, is not an automatic 
index dollar in which the changes in gold 
content are made automatically as the 
commodity index rises or falls, but 
rather a Warren version, in which the 
gold content is changed from time to 
time by governmental action to offset 
exaggerated tendencies of the price 
level to rise or fall—in other words, a 
managed commodity dollar. 

I am not an economist, and for that 
reason I should hesitate in any case to 
embark upon a learned discussion of 
whether the, underlying theory upon 
which Professor Fisher and Professor 
Warren base their recommendations is 
correct or not, although I am not afraid 
to say that I doubt it very much. Asa 
practical banker, and one of the much 


| 
146 


condemned international bankers at 
that, I merely venture to register my 
opinion that the theory cannot be 
dogmatically accepted as correct. For 
the purpose of this discussion, however, 
I shall limit myself, as befits a practical 
banker, to an attempt to show very 
briefly that even if the theory is cor- 
rect, it cannot work in practice. Isay 
this primarily for two separate and dis- 
tinct reasons. 

First, given the elements of the hu- 
man equation, and given the political 
influences to which a democratic form 
of government will always be subject, I 
do not believe that as a practical mat- 
ter there can be any such thing as a 
dollar of constant purchasing power. 
If human intelligence and human in- 
tegrity were unable in the past to 
manage the comparatively simple 
mechanism of the gold standard, I can 
see no reason to suppose that the same 
human intelligence and human in- 
tegrity will be able to cope with the 
vastly more complicated mechanism of 
the managed commodity dollar. This 
is equally true, in the last analysis, of 
the automatic dollar, but more obvi- 
ously true of the managed form. 

Second, I do not believe that any 
national currency system can work 
satisfactorily if it is not adopted by a 
majority of other important nations. 
I can see absolutely no reason for sup- 
posing that other nations would be 
willing to accept any of the various 
forms of newfangled money that have 
been proposed. If for no other reason, 
I say this because in every nation there 
is at least one prominent professor who 
has invented a monetary system of his 
own, and even assuming that the gov- 
ernments of these nations would each 
indorse its star inventor, I cannot pic- 
ture a conference of these star inventors 
agreeing on any one plan. Each one of 
them is reasonably sure that he is on 
the track of the one perfect money, and 
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yet some of their ideas are so different 
as to be completely irreconcilable. 

On the other hand, we have had am- 
ple evidence at the London Monetary 
and Economic Conference that a ma- 
jority of the nations of the world are 
willing and anxious to reéstablish an 
improved and modernized international 
gold standard. The Gold Committee 
of the Conference had made consider- 
able progress in working out economies 
in the use of gold and safeguarding a 
future gold standard against the threat 
of hoarding and violent movements of 
capital between countries. ‘These are 
the two chief defects in the gold stand- 
ard against which criticism has been 
directed. There is no doubt in my 
mind that they can be overcome with- 
out resorting to any experimentation 
with untried theories. 

For these reasons, even if I assume 
that Professor Warren or someone else 
is capable of inventing in theory -a 
money better than that developed by 
centuries of experience, I do not believe 
that as a practical matter, anything 
other than a gold standard will work 
satisfactorily. I believe in a reform of 
the gold standard, a reform based upon 
a careful study of the past by those best 
qualified to make such a study. 

Furthermore, no currency system 
will work satisfactorily except in con- 
junction with a smoothly functioning 
banking and investment system. I 
cannot picture the savings of the people 
flowing through normal channels, 
through the banks into credit for the 
short-term requirements of business, 
or through the investment market 
into long-term investment to supply 
the capital needs of business, on the 
basis of a currency which it will take 
generations to understand, for we can- 
not trust what we cannot understand. 

It is frequently said that the gold 
standard got us into our recent trouble. 
It is rarely if ever said that all our 
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yeriods of prosperity have been under 
he gold standard; and it would be 
nore proper to say that a failure to 
nodernize the gold standard by intelli- 
rent reform contributed to the recent 
yreakdown of our entire credit ma- 
shinery. i 


ÅPPEAL TO HISTORY 


Now, as to controlled inflation. No 
me, so far as I know, is in favor of un- 
controlled inflation, nor has there been 
ny one in favor of it in any of the vari- 
yus countries where it has taken place; 
vut there are a lot of people who are in 
avor of what they call controlled in- 
lation. There have always been such 
xeople in all countries in periods of 
widespread distress. Senator Thomas 
1as no doubt that inflation can be con- 
rolled and will be controlled in this 
xountry. He is indeed the “Undoubt- 
ng Thomas.” Frankly, I am a 
very “Doubting Thomas.” Professor 
Fisher makes the categorical assertion 
chat this doubt is but one of ten 
“demonstrably false notions being cir- 
ulated by the opposition.” Very 
well, I subscribe to the notion and to its 
arculation. The experience of France 
n 1715 under John Law and in 1789 in 
she assignat period, and of Germany 
after the war, are enough to convince 
ne that it is at least highly dangerous 
‘or us to risk letting our Government 
ry its hand at controlling inflation, 
garticularly when in our own country 
we have not once, but twice, seen 
money go to zero—once during the 
Revolution, and the second time in the 
South during the Civil War. 

Senator Thomas has just told you 
shat “inflation could not have been 
avoided by the Colonists, and instead 
of destroying the people, the policy 
brought forth the American Republic.” 
He has told you also that “inflation 
sould not have been avoided by the 
North, and instead of destroying the 
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Nation, such policy saved the Union.” 
If it was inflation that brought ‘forth 
the Republic out of the Revolution and 
saved the Union out of the Civil War, 
why then, Senator Thomas, did not in- 
flation make the South victorious? If 
the relative strength of North and 
South had been measured in terms of 
inflation, Lee would never have sur- 
rendered at Appomattox. Also, you 
note that the Senator says in both 
cases, “‘could not have been avoided.” 
That is just the point. Inflation could 
not have been avoided because the 
respective governments spent more 
money than could be raised by taxa- 
tion, and could pay' their bills in no 
other way than by printing money. 


BANKERS VERSUS PROFESSORS 


Professor Fisher condemns all such 
arguments as these as emanating from 
bankers who have had their chance and 
failed. He opposes them by a series of 
categorical assertions. I cannot re- 
frain from meeting this form of argu- 
ment on its own ground. In March 
1929, my own father, Paul M. War- 
burg, issued a public warning against 
the speculation that was taking place 
in the security markets. That was 
months before the crash came. Pre- 
sumably my father would qualify as 
one of the bankers who Professor 
Fisher would say have failed to under- 
stand the “mystery of money.” Cer- 
tainly I can vouch for the fact that he 
believed in the fetish of a gold stand- 
ard, and did not believe inflation could 
be controlled. On the other hand, J 
wired my oflice today to see if I could 
get the exact quotation of a few other 
categorical statements that Professor 
Fisher made in the past. May I read 
you the following telegram, and I 
apologize to Professor Fisher if he is in 
any way misquoted: 

Following obtained from bound copies 
New York Times covering 1929: On Septem- 
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I 
ber fifth, following Babson announcement 
that stock market crash was: coming, Pro- 
fessor Irving Fisher issued following state- 
ment: “Stock prices are not too high and 
Wall Street will not experience anything in 
the nature of a crash.” On October 15th 
Fisher declared at a public address that 
stock prices had reached “what looks like 
a permanently high plateau.” On October 
2ist he said that even in the then high 
market the prices of stocks had not yet 
caught up with their real values. He ex- 
plained that the market was not inflated but 
only had been readjusted to the decreasing 
value of the dollar and the increasing pace 
of production and trade. He said: “Inmy 


opinion current predictions of heavy re- 


actions affecting the general level of securi- 
ties find little if any foundation in fact.” 
On October 23rd he said: “Fears that the 
price level of stocks might go down to where 
it was in 1923 or earlier, engendered by 
recent breaks in the market value of securi- 
ties, are not justified by present economic 
conditions.” Four times during 1929 he 
made the New York Times with the decla- 
ration that prohibition was a success and 
that our then prosperity was due in large 
measure to it. 


I apologize to Professor Fisher if 
digging up the past seems like hitting 
below the belt, but I think it is about 
time that some one showed that the 
bankers are not always wrong and the 
professors not always right. 


EFFECTS OF INFLATION 


Apart from the fact that I am op- 
posed to controlled inflation because I 
do not believe that there is any such 
_ thing, I am also opposed to it even if, 
contrary to history, it does not become 
uncontrolled. To raise the price level 
alone is, to my mind, not a proper aim 
of a recovery program. Unless a rise 
in prices is accompanied by a rise in in- 
comes, I cannot see that it does any one 
any good. ‘There is only one way that 
I know of to bring about a rise in prices 
together with a rise in national income, 
and that is by increasing the amount of 
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business done in the expectation of a 
reasonable profit. There can be no 
increase in business activity so long as 
there is any uncertainty as to the future 
of the monetary unit or as to the future 
of government credit. 

The advocates of controlled inflation 
base their argument largely on the 
debtor-creditor relationship, particu- 
larly in regard to the agricultural 
debtor. To my mind this is no differ- 
ent from a man who has a damaging 
letter in his house and, because he 
wants to destroy it, sets fire to the 
whole house. 

Depreciation of the currency, and I 
am speaking now about “controlled 
depreciation,” hurts every one who is 
more creditor than debtor, and aids 


-only those who are preponderantly 


debtors. If inflation breaks away from 
control, it ruins all alike. 

Who are the debtors that would be 
aided, and who are the creditors that 
would be hurt? And please remember, 
there is a creditor for every debtor. 
All wage earners would be hurt because 
the purchasing power of their wages 
would be reduced faster than their 
wages would be increased. Every 
savings bank depositor or holder of a 
life insurance policy would be hurt. 
These two categories alone probably 
comprise the great majority of the 
American people. 

Now, take the farmer. I am told on 
good authority that 50 per cent of the 
farmers in this country have no mort- 
gage debt at all, and that another 25 
per cent have a mortgage debt of less 
than 25 per cent of the value of their 
property; and it is by no means true 
that every farmer who has a heavy 
mortgage is preponderantly a debtor. 
To the extent that he has cash, receiv- 
ables, savings accounts, or insurance 
policies, he is a creditor. 

What troubles the farmer is not the 
general fall in prices, but the fact that 
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farm prices have fallen farther than the 
general price level. To the extent that 
prices fall evenly, only-the farmer who 
is more debtor than creditor has suf- 
fered; but all farmers have suffered 
from the excessive fall im farm 
prices. 

Depreciating the currency means 
raising all prices by making things sell 
for more dollars. To do that cannot 
possibly eliminate the discrepancy be- 
tween farm prices and other prices. 
That is why I say that the policy of 
raising prices by depreciating the cur- 
rency is an action of doubtful value to 
a very small minority of the popula- 
tion, and an action which does definite 
harm to a large majority of the popu- 
lation. That is why I say that it is like 
burning down the house to burn the 
letter. 

When we abandoned the gold stand- 
ard we did so with no intention of 
abandoning it forever, and, tomy mind, 
the doubt should never have been al- 
lowed to arise as to whether we were 
going to return. Unfortunately, in- 
flationist theory was given a stimulus 
by the speculative rise of prices which 
took place in the first few months of the 
experiment. ‘This led to the conclu- 
sion that if a little depreciation would 
do so much good, more depreciation 
must do more good. To my mind, 
what happened was this: A lot of people 
were sitting in a room that was freezing 
cold. They could do no work because 
they had their hands in their pockets, 
or were sitting on them. Along came a 
man and put his thumb on the bulb of 
the thermometer. The mercury rose, 
and he said, “Oh look, it is getting 
warmer!” The other people in the 
room crowded around to see what had 
happened, and, in doing so, took their 
hands out of their pockets and to a cer- 
tain extent warmed themselves by their 
own motion; but very soon they realized 
that the room was just as cold as it had 
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been before, and now many of them 
have got their hands back in their 
pockets again. 


THE AMERICAN CHOICE 


I shall close by stating a very simple 
credo. I believe that the American 
people want to preserve their present 
constitutional form of government and 
their present fundamental system of 
economy; that is, an economy based 
upon the reasonable expectation of 
profit from work or enterprise. I be- 
lieve that the American people want 
reform within the limits of the basic 
principles of this economy, and the 
elimination of abuse wherever possible. 
I do not believe that the American peo- 
ple want a planned economy such as we 
see evolving in some European coun- 
tries in which the state assumes the 
initiative and human beings become 
regimented taxpayers. | 

There can be no compromise between 
these two basic conceptions of economy. 
If I am right in my assumption as to 
what the American people want, then 
there is no one single factor which to- 
day stands more in the way of recovery 
than a monetary policy of experimenta- 
tion with the kind of money we are go- 
ing to have, and uncertainty as to the 
ultimate limit of depreciation. 

It has been said here tonight and 
many times before that those who feel 
as I do offer nothing constructive. 
When you are running rapidly in the 
wrong direction, you have to stop be- 
fore you can run with equal speed in the 
right direction. That is why it is 
necessary to concentrate on pointing 
out the error of our present ways; but I, 
for one, do not stop there. I believe 
that the announced intention to arrest 
depreciation and to bring about a re- 
valuation in terms of gold of all the 
currencies now off gold will prove more» 
of a stimulus to business revival than 
any amount of planned regulation and 
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control; but I am also convinced that 
the soundest monetary policy can be 
rendered void by a fiscal policy which 
leads by excessive expenditure to the 
printing press. And I am not reas- 
sured when I hear the author of the 


“Thomas Amendment” state that there ` 


is no danger of greenbacks and in the 
same breath advocate a continuation of 
the present program of expenditure. I 
do not oppose the use of government 
funds to relieve distress or to stimulate 
intelligently the natural sources of em- 
ployment; but when the government 
sets out to spend more money than can 
be supported by bearable taxation, it 
sets out to render void whatever con- 


structive action it may otherwise have 
taken. J donot share the view of those 
who think that we have crossed this 
bridge already, but I do think that we 
are perilously near the point where re- 
treat will become impossible. It is up 
to the latent majority, who have been 
silent so far, to let the President know 
that the American people is ready to 
face whatever suffering there may be in 
a slow, orderly process of recovery, and 
that it does not side with the vociferous 
minority, a minority which is clamor- 
ing, as all such minorities have always 
clamored, for an easy way out of pres- 
ent difficulties regardless of cost in the 
future. 


Mr. James P. Warburg ts vice-chairman of the Bank 
of the Manhatian Company, New York City, and has 
been actively engaged in banking since 1918. During 
the early months of the present Federal Administration 
he was one of its financial advisers. He was also 
Financial Adviser of the American Delegation to the 
Monetary and Economic Conference held at London, 
May and June 1933. He is author of “Wool and 
Wool Manufacture” (1920); “Cotton and Cotton 
Manufacture” (1921); “Hides and Leather Manufac- 
ture” (1921); “Acceptance Financing” (1922); and 
“Three Textile Raw Materials” (1923). 


DISCUSSION BY PROFESSOR IRVING FISHER 


It is more than fair of the presiding officer 
to givé me not only the first word, but the 
last word. I have been intensely inter- 
ested in the other speakers’ statements. 
With much that Professor James said, I 
agree. In regard to the last speaker, I 
agree with him in regard to the great abili- 
ties and the foresight of his father, whom I 
counted as one of my friends. 

Besides Reginald McKenna, whom [ 
cited as an exceptional banker, who did rid 
his mind of the money illusion and take a 
stand in favor of stable money—not in the 
superficial sense of stability relative to some- 

‘body else’s money or fo one commodity 
like gold but to general purchasing power— 
I might have mentioned many other excep- 


tions. One is Governor Rooth, of the 
Riksbank of Sweden, to whom, together 
with the Swedish economist Gustav Cassel 
and his predecessor, Knut Wicksell, we 
owe the introduction of genuine stable 
money in Sweden. Professor James has 
admitted that this was a real achievement. 
To my mind it constitutes the most impor- 
tant laboratory experiment in money of 
which we know, and it seems to me it 
should clear your minds of the accusation 
that what President Roosevelt is aiming at, 
which is the selfsame thing, is a new 
experiment. 

In specific answer to Mr. Warburg, this 
country had a very exceptional banker who 
understood this subject, and that was 
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Benjamin Strong, Governor of the Federal 
Reserve Bank of New York. We have 
some today, such as Vanderlip and George 
LeBlanc. In regard to Governor Strong, 
we owe to him, to a very large extent, the 
prosperity which this country enjoyed be- 
tween 1921 and 1929; because he, though 
without the prerogatives of President 
Roosevelt and without the specific legisla- 
tion of Governor Rooth, was really stabiliz- 
ing our dollar. It was his open market op- 
erations to which we owe the stable price 
level in that period to which Professor 
James referred. 

Since Mr. Warburg has seen fit to speak 
of certain confidential statements of which 
he knows, I may refer to Benjamin Strong 
and my contacts with him. Governor 
Strong would never publicly admit what 
he was doing, and he publicly was on 
record as opposing the legislation in Con- 
gress which was aimed to compel him and 
the Federal Reserve Board and Banks to do 
exactly what he was doing. In talking 
with him, he said, “Don’t compel me to 
do what I am doing.. Let me alone and I 
will try to do it. If I am required by law 
to do it, I don’t know whether I can, and I 
will resign. I will not take the responsi- 
bility.” I said to him, “I would trust you 
to do it without a legislative mandate, but 
you will not live forever, and when you die 
I fear this will die with you.” He said, 
“No, it will not.” It is true that he left a 
tradition behind him in his own bank, but 
what I feared came to be true. I did not 
at the time fear it so much. I took com- 
fort from what he said, and it was on that 
basis that I believed that the price level 
which we then had and the prosperity that 
went with it and the high price of stocks 
would be continued. ‘ 


Depression Was PREVENTABLE 
The quotations from me are not alto- 
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gether correct. In particular, I did predict 
that there would be a recession, and I 
think I was the only man that publicly 
“called the turn.” It is true, however, 
that I underestimated this fall enormously. 
I do humbly confess it. But it was partly 
because I believed that the policy that 
Governor Strong had initiated and the 
policy which Governor Rooth is now suc- 
cessfully carrying out would be continued. 
Governor Strong died in 1928. I thor- 
oughly believe that if he had lived and his 
policies had been continued, we might have 


' had the stock market crash in a milder 


form, but after the crash there would not 
have been the great industrial depression. 
I believe some of the crash was inevitable 
because of over-indebtedness, but that the 
depression was not inevitable. The reason 
is that the deflation that went with over- 
indebtedness was not necessary. We can 
always control the price level. 

When Governor Strong was ill at Atlantic 
City he paced the floor because he found 
that his colleagues were not raising the rate 
of rediscount in order to prevent the crash 
that he saw coming. If his open market 
operations had been properly continued, I 
believe the crash would have been greatly 
reduced, the open market operations would 
have been reversed in time, and the indus- 
trial depression would have been prevented. 

I apologize for not having foreseen clearly 
what was going to happen. But I believe 
that I was justified, in view of what Gov- 
ernor Strong told me, in thinking that we 
would continue to have a one-hundred-cent 
dollar, and that it was not going to be a 
one-hundred-and-eighty-one-cent dollar. 

Incidentally, I hope you will not forget 
that my opinion in 1929, whether justifiable 


‘or not, was then shared by the great ma- 


jority of observers, from the President and 
the Secretary of the Treasury down—in- 
cluding the chief bankers of New York City. 


FOREWORD 


In tae white-hot crucible of the present economic crisis the instrumentalities of 
transportation are being prepared for recasting into changed implements of 
commerce. ‘The terrific heat engendered by economic forces, the glare of pub- 
licity, and the pressure of conflicting interests, are combining to purify the trans- 
portation facilities of the United States by the elimination or at least the reduction 
of extravagance, waste, destructive competition, inefficiency, unnecessary 
duplication, and archaic forms of regulation or lack of regulation. 

The affairs of the transportation world were considered in the recent past by 
relatively few persons excepting those intimately connected with the industry; 
but now the condition and the rivalries of railroad, waterway, pipe-line, highway, 
and air transport carriers have come to occupy a prominent place in the Pantheon 
of contemporary economic problems. The press and the air are full of facts and 
figures and conflicting opinions. 

At such a time it is appropriate that a journal in the field of the social sciences 
such as THe Annars of the American Academy of Political and Social Science 
devote at least part of a volume to the consideration of the problems in the 
various subdivisions of the field of transportation. ‘The contributors to the 
transportation problems section have been selected from among those who occupy 
significant positions in transportation and whose previous contributions to the 
economic literature of the subject indicate that they have distinctive points of 
view. ‘These views are diverse and the contributions speak for themselves. 
Many of the contributors need no introduction to students of economic and trans- 
portation problems, and some have achieved such prominence in their respective 
fields that they require no introduction to general readers. 

If there are to be any permanent Improvements in transportation, several 
things are necessary: first, a wider recognition of the presence and the nature of 
the problems; second, a critical inventory of the transportation facilities of the 
United States; third, a comprehensive and impartial analysis of the transportation 
services to be rendered; fourth, an adaption of each instrumentality to serve the 
rôle for which it is economically best fitted; and finally, a constructive legislative 
program which will regulate all forms of transportation in the interests of the 
respective carriers and in the public interest. 

It is with the hope that the problems confronting the technicians and managers 
of transportation, investors, economists, legislators, and the public may be more 
fully appreciated in their true importance, and that the need for reorganization 
and codrdination may be more apparent, that this volume is offered. 

G. Luoyp Wiison 
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The Recent Past and Immediate Future 
of the Railways 


By Jurus H. PARMELEE 


HE period of transition from 

downward to upward trends, or 
vice versa, is as a general rule the most 
difficult period in which toanalyze and 
project trends. The present period of 
transition is particularly difficult to 
diagnose, inasmuch as other than 
purely economic forces have been 
brought to bear on the situation to an 
extent never before experienced in this 
country. There has thus been intro- 
duced a degree of uncertainty in analy- 
ses of current trends. Statistical anal- 
ysis is based largely upon knowledge 
of the effect of purely economic forces 
under given conditions. The weight 
‘of government control such as we now 
have is difficult of determination, and 
it is impracticable at present to fit that 
weight properly into our ‘economic 
scales and balance cause against effect. 
But whatever the causes of the present 
upturn in economic activity, the cur- 
rent effect on railway statistics may be 
outlined. First, however, let us look 
briefly into the recent past of the rail- 
way industry. 


The recent past of the railways of. 


the United States may be regarded as 
dating from the beginning of the post- 
war program of rehabilitation of rail 
facilities. That program was adopted 
early in 1928. The period from then 
to now falls naturally into three sub- 
periods, as follows: (1) 1923-1929, 
characterized by rising trends; (2) 
~1930-April 1983, characterized by 
downward trends; and (8) May 1933 
to date, characterized by a partial 
return to upward trends. 


PERIOD FROM 1923 To 1929, INCLUSIVE 


The first period included in its earlier 
years a comprehensive program for the 


rehabilitation of rail facilities and serv- 
ices, which produced in its later years 
an excellence of service unequaled in 
transportation history. 

During the seven years fromthe 
beginning of 1923 to the end of 1929, 
the railways expended an aggregate of 
$5,869,108,000 for capital improve- 
ment, including new and rebuilt equip- 
ment, heavier rail and ballast, addi- 
tional tracks and yard facilities, and 
many other types of Improvement to 
plant and facilities. 

Results flowing from this improve- 
ment in plant, together with a definite 
improvement in efficiency of railway 
personnel and management, may be 
appraised by considering certain factors 
of operating performance. Selecting 
twelve such factors, all of which are 
generally recognized as measures of 
railway efficiency, and relating the 
average of each in 1929 to the corre- 
sponding average in 1922, it appears 
that every one of the factors showed 
improvement, as follows: 


TABLE I—Imerovement IN PERFORMANCE, 
1929 COMPARED WITH 1922 





Per Cent 

Increase 
Freight car-miles per car-day.........| 8 
Net ton-miles per car-day........... 2 


Net tons per loaded car............ 
Freight cars per train.............+. 
Gross tons per train...... ee re 
Net tons per train. ..... 5.2... eee 
Freight train speed (m.p.h.)......... 
Gross ton-miles.per freight train-hour 
Net ton-miles per freight train-hour. . 
Freight locomotive-miles per locomo- 
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CIVO-C8Y ohce toi onts raidai 25.2% 
Gross ton-miles per ton of fuel........ 81.4 
Passenger train car-miles per ton of 

file) 3.5/5. Rivne week Aad iS scene yece 19.8 
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During this period the freight traffic 
of the railways was showing an irreg- 
ular but general trend upward, while 
the passenger traffic showed an almost 
steady downward movement. Com- 
paring 1929 with 1922, revenue ton- 
miles increased 31.8 per cent, while 
passenger-miles declined 12.4 per cent. 
The composite result of this increase in 
ton-miles and decrease in passenger- 
miles, stated in terms of operating rev- 
enues, was an increase of 13 per cent. 
Operating e expenses for the correspond- 
ing period showed an increase of 2.1 
per cent, while net railway operating 
income increased 65 per cent. 

Railway taxes showed a steady in- 
crease during the same period, the in- 
crease from 1922 to 1929 being 31.8 per 
cent. 

The rate of return on property in- 
vestment, which was 3,59 per cent in 
1922, rose to a peak of 4.99 per cent 
in 1926, and declined to 4.84 per cent 
in 1929. 

Other significant developments dur- 
ing this period were a rapid and 
continuing development of the motor 
vehicle, of the highway network, and of 
commercial motor vehicle operations, 
offering a constantly increasing threat 
of competition to railways in both the 
freight and the passenger carrying 
field. At the same time, large govern- 
mental expenditures were being made 
for the construction and improvement, 
not only of highways, but of waterways 
and airways as well, all of which led to 
increased potential ‘competition in the 
transport field. The railways found 
it correspondingly necessary to aban- 
don many of their unprofitable lines, 
some of which were branch lines lying 
in sparsely settled territofies, with the 
result that the total railway mileage 
in the United States showed a net loss, 
from the beginning of 1928 to the end 
of 1929, amounting to nearly a thou- 
sand miles. 
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PERIOD FROM 1930 To May 1933 


The second period was marked by a 
steady downward trend in general busi- 
ness activity throughout the United 
States, with corresponding declines in 
rail traffic and earnings. 

An effort to stem the ebbing tide by 
continuing the high level of capital ex- 
penditures throughout industry failed. 
To offset their rapidly diminishing 
revenues, the carriers in 1931 asked for 
a 15 per cent increase in freight rates. 
Temporary increases in certain com- 
modity rates were granted by the 
Interstate Commerce Commission, es- 
timated to increase freight revenue 
between 2 and 3 per cent. These 
increases have now been removed. 
The revenue received from the in- 
creases was for the most part pooled 
and loaned to carriers through the 
Railroad Credit Corporation. Early 
in 1933 certain industries petitioned the 
Interstate Commerce Commission to 
reduce freight rates generally, but this 
petition was denied by the Commission. 

The Reconstruction Finance Cor- 
poration was created early in 1932, and 
aided the railways temporarily to meet 
pressing financial obligations. ‘The to- 
tal amount actually advanced to 
carriers, less repayments, slightly ex- 
ceeded $330,000,000. 

Management and employees agreed 
upon a temporary 10 per cent deduc- 
tion from pay checks. This went into 
effect on February 1, 1932, and has 
been extended to June 30, 1934. 

The banking crisis of early 1933 
marked a low point in railway traffic, 
earnings, and net income. 

The result of this continuing down- 
ward trend in'railway affairs may be 
measured in part by comparing certain 
operating statistics for 1929 and 1932, 
and in part by comparing statistics of 
early 1933 with corresponding returns 
for 1932. 


Tur Recent Past AND IMMEDIATE FUTURE OF THE RAILWAYS 


Take first the capital expenditures of 
he railways, which in 1929 amounted 
0 $853,721,000. These declined in 
[932 to $167,194,000, a reduction of 
nore than 80 per cent. At the same 
‘Ime, revenue ton-miles declined 48 
yer cent from 1929 to 1932, revenue 
yassenger-miles fell off 45 per cent, 
ind total operating revenues were re- 
luced 50 per cent. Net railway oper- 
iting income (after deducting expenses, 
‘axes, and equipment rentals) fell off 
74 per cent, and represented a return of 
nly 1.25 per cent on the property in- 
vestment. The net corporate income 
‘after deducting fixed charges) declined 
‘yom a plus or net figure of $897,000,000 
n 1929 to a minus or deficit figure of 
5139,000,000 in 1932—a downward 
*hange of more than a billion dollars i in 
-he three-year period. 

The purchase of material and sup- 

olies and the employment of men by 
she railways also showed sharp reduc- 
ons. These two factors are signifi- 
sant measures of the contribution of 
she rail industry to general economic 
ictivity. Railway purchases declined 
rom $1,329,535,000 in 1929 to $445,- 
)00,000 in 1932, or 67 per cent, while 
she average number of railway em- 
sloyees was reduced from 1,660,850 
0 1,031,703, or 38 per cent. 
_ statistics of railway operating eff- 
lency, or performance, were affected 
xy the unprecedented conditions in 
he whole rail industry, which forced 
such measures of economy and re- 
xenchment on the railways as would 
10t normally be contemplated. 

It is significant, however, that three 
of the twelve factors of performance 
ilready compared over the period 
[922-1929, average freight train speed, 
zross ton-miles per freight train-hour, 
ind fuel performance in passenger 
‘ervice, showed improvement between 
L929 and 1932. These three factors 
wre among the few that are wholly or 
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largely under the control of railway 
management, indicating that the down- 
ward statistical trend in railway efb- 
ciency was more apparent than real, 
and that it will probably show an 
upturn with the return of traffic to the 
rails. 

Serious as the traffic and financial 
position of the railways was in 1932, 
the trend was destined to go even 
lower during the first four months of 
1933, before any upward trend set in. 
During those four months, declines in 
traffic and earnings continued un- 
abated. Revenue ton-miles decreased 
12 per cent under the corresponding 
period of 1932. Revenue passenger- 
miles declined 24 per cent. Total 
operating revenues fell off 19 per cent, 
while net railway operating income 
showed a loss of 38 per cent, the rate 
of return falling to three-quarters of 
one per cent. The net corporate 
deficit (after deducting fixed charges), 
which had amounted to $74,768,000 
during the first four months of 1932, 
increased by 60 per cent to a deficit or 
red figure of $119,755,000 during the 
first four months of 1933. 

The number of railway employees 
also showed continuing declines, drop- 
ping below a million for the first time 
since 1899, and going as low as 919,881 
in March. From that low point, the 
figures showed a slow but consistent 
rise in later months of the year. 

In fine, the first four months of 1933 
brought the railways no ray of en- 
couragement, but only a continuation 
of the steady downward trend in the 
several factors of operation. 


May 1933 to DATE 


Fortunately ‘for the railway indus- 
try, it survived the drab days of March 
and April last, and May saw the 
beginning of an upturn movement. 
The definite break in the trend occurred 
in the week’ ended May 13, when for 
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the first time over a period of 185 
successive weeks, freight carloadings 
increased slightly over the correspond- 
ing total of the preceding year. From 
then to the date this article was writ- 
ten, every week showed an increase 
over 1932, although none was so high 
as in 1931, not to mention 1930 and 
1929. 

To summarize this upturn, we may 
consider the trends of railway traffic 
and earnings for the first four months 
of 1983, and for the second period of 
five months (May—September), also the 
nine months as a whole, compared with 
similar periods of 1932. 


TABLE II—PERCENTAGE or INcEEAEE OR DECREASE, 
1933 vs. 1932 











Jan— | May- | Jan 

April Sept. Sept. 
Carloadings........e06- D 14|I =16/TI 2 
Revenue ton-miles...... D 12|I 24/1 7 
Passenger-miles.,....... D 2411 1] D_ 10 
Opérating revenue...... D Wil 138D 2 
Net operatingincome....; D 38| I 167; I 72 
Net deficit. ..........6: I 60 a. | D 77 
Number of employees... D 14| D D 8 


3 


a Deficit of $100,000,000 in May—Sept. 1932 changed 
to income of $80,000,000 in May-Sept. 1933. 


Even a superficial glance at this 
table will show the changed trends of 
railway operation from May on. In 
the case of carloadings, the upward 
trend continued through October, the 
latest month for which statistics were 
available at the time this article was 
written; the total for ten months to 
the end of October increased 2 per cent 
over the corresponding period of 1932. 

Ton-miles for the whole period 
showed an increase. Passenger-miles 
were still down, but at a lower rate of 
decline, and showed a slight upturn 
beginning with July. ° Revenues in- 
creased in the second period, but failed 
by a small amount to make up the 
deficiency of the first four months. 
Net operating income showed an in- 
crease for the nine months, while the 
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net deficit after fixed charges was grad- 
ually being reduced. 


EMERGENCY Act or 1933 


Of considerable significance to the 
railway industry during this period 
was the passage of the Emergency 
Railroad Transportation Act, 1933, 
which received the President’s signa- 
ture on June 16. Briefly, the Act 
provides for a Federal Coördinator of 
Transportation, to carry out a program 
designed to avoid unnecessary duplica- 
tion of services and facilities, to permit 
joint use of terminals and track facili- 
ties where possible, to avoid waste and 
preventable expense, to promote finan- 
cial reorganizations as a means of 
reducing fixed charges, to improve 
credit, and generally to study prob- 
lems ‘concerning railroad transporta- 
tion. Joseph B. Eastman, a member 
of the Interstate Commerce Commis- 
sion, was appointed Federal Codrdina- 
tor and is functioning in that capacity. 

Three regional group committees— 
Eastern, Western, and Southern—are 
set up, each with five regular and two 
special members, the former being 
selected by the railroads in each group, 
and the latter under the direction of 
the Coördinator. These committees 
are to carry out the purposes of the Act 
voluntarily in so far as possible, only, 
resorting to the Coördinator for re- 
quired orders when necessary on ac- 
count of legal or other restrictions, 
The expenses of the Coördinator are 
borne by the railways in proportion to 
the mileage of each.’ 

With regard to employment, which 
is a central issue in the Administra- 
tion’s program of “controlled econ- 
omy,” the Act provides that railroad 
employees are not to be reduced below 
the number on pay rolls during May 


_ 1938, subject to a 5 per cent limitation 


to care for deaths, resignations, and so 
forth during any year. Also, no re- 
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ductions in compensation of railroad 
employees can be made by the Co- 
ordinator or by the railways them- 
selves, having the effect of reducing 
the compensation paid in May 1933. 
The Coördinator shall from time to 
time submit to the Interstate Com- 
merce Commission, for transmission to 
the President and Congress, such 
recommendations calling for further 
legislation as he may deem necessary 


and desirable in the public interest. 


During the period in which the Coérdi- 
nator is in office, rail carriers are relieved 
from the operation of antitrust laws. 

The Interstate Commerce Act was 
amended with respect to mergers and 
consolidations, placing holding com- 
panies under the control of the Inter- 
state Commerce Commission. The 
recapture clause of the Transportation 
Act, 1920, Section 15a, was repealed 
ab initio, and provision was made for 
the return of money paid into the 
general railroad contingent fund estab- 
lished by that section. 

The Emergency Act expires by 
limitation in June 1934, but may be 
extended by Executive order for one 
more year or a part thereof. 


THe IMMEDIATE FUTURE 
If any forecast can be made at this 
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time when all industry is in a state of 
transition due to NRA, inflation pros- 
pects, the foreign trade situation, and 
what not, it can hardly go beyond the 
year 1933 as a whole. Even for such 
a forecast the risks are great, involving 
not only an estimate of traffic and 
revenues, but of what the expenses are 
likely to be on a rising market for fuel 
and other supplies. 

The following general suggestions 
are made, with full recognition of the 
danger of any essay into the future so 
far as the railways are concerned. It 
seems likely that carloadings will 
increase to the end of the year, although 
at a lower rate of increase than in 
earlier months. Passenger-miles and 
passenger-revenue will be less for the 
year than in 1932. Total revenues 
will be approximately the same as in 
1932. ‘The net deficit (after meeting 
fixed charges) may be replaced by a 
small net income; many of the indi- 
vidual railway companies will, how- 
ever, continue in the red to the close of 
the year 1933. 

For the longer look ahead, future 
developments in industry and com- — 
merce will be the controlling factors. 
If general economic conditions return 
to anything like a normal! level, the 
railways will benefit accordingly. 


Julius H. Parmelee, Ph.D., is director of the Bureau 
of Railway Economics, Washington, D. C., and president 
of the Arlington and Fairfax Railway Company and 
the Arlington and Fairfax Motor Transportation 
Company. Hewas delegate tothe International Railway 
Congress, London, 1925, and to the Third General 
Conference on Communications and Transit, Geneva, 
1927. He is author of “War Administration of the 
Railways in Great Britain” (1918). 


Railroad Operation and Services 


By ErīsHA LEE! 


N THE year 1825, a celebrated 
British civil engineer, Thomas 
Tredgold, published in London a vol- 
ume entitled A Practical Treatise on 
Rail-Roads and Carriages. Among 
other items of information which it 
contains is a tabulation comparing the 
amounts of work a horse of average 
strength could do in one day, drawing 
loads on a canal, on a level railway, 
and on a level turnpike. The meas- 
ure of efficiency used was what would 
now be called “net ton miles” per day; 
that is, the number of tons of lading, 
excluding the weight of the vehicle, 
hauled one mile. The results are 
shown at various speeds, ranging from 
two and one-half miles to ten miles per 
hour. 

At all speeds the level railway was 
shown to be about eight times as effi- 
cient as the level turnpike. The 
horse produced eight times as many 
ton miles of useful service drawing a 
vehicle on rails as it did on a highway 
of excellent construction. 

At the lowest speed shown—that of 
two and one-half miles per hour—the 
horse could produce a little more than 
four and one-half times as many ton 
miles of service in a day on the canal 
as on the level railway, and approxi- 
mately thirty-seven times as many as 
on the turnpike. 

As speed mcreased, however, the 
efficiency of the canal rapidly de- 
clmed. When five miles per hour was 
reached, it was less than that of the 

1Eprror’s Note-~This article represents 
probably the last written contribution by the 
author in the field to which he devoted lifelong 
service. A few days after the receipt of the 


manuscript, Mr. Lee’s death was oe in the 
press, 


rails. At further increases in speed, 
the drop in the efficiency of the canal 
was precipitous, and when ten miles 
per hour was reached, only 1.3 per cent 
of its original effectiveness remained. 
In other words, the resistance of the 
vessel or barge to movement through 
the water at ten miles per hour was so 
great as to absorb 98.7 per cent of the 
useful effect which the horse was able 
to produce at two and one-half miles 
per hour. 

These simple comparisons embody 
what still constitute the fundamental’ 
principles governing the relative util- 
ity, as transportation agencies, of 
canals, railways, and highways. A 
canal is efficient, in the sense of per- 
mitting the movement of relatively 
heavy loads for the expenditure of a 
given volume of energy, only when 
speeds are kept so low as to be out of 
harmony with the tempo and require- 
ments of modern life, save for very 
limited classes of traffic. 

A railway, at any speed above what 
might be considered a fairly brisk 
walking pace, uses power far more 
efficiently than a canal, and at all 
speeds, greatly surpasses the efficiency 
of the highway im that respect. 

The sole advantages of the highway 
over the railway are the greater flexi- 
bility of traffic movement which it 
permits, and the fact that it stretches 
from door to door instead of merely 
from terminal to terminal. 


SUPERIORITY OF RAILWAY 
TRANSPORTATION 


Of the three agencies of transporta- 
tion, the railway alone may be de- 
pended upon to furnish continuous, 
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year-round service, practically with- 
out regard to temperature or precipi- 
tation, and over a far wider range of 
climatic conditions than occur within 
the boundaries of the United States. 

In considering the basic superiority 
of the railroad from the viewpoint of 
the efficient use of power, sight should 
not be lost. of the fact that in the early 
days of steam transportation, me- 
chanically propelled highway vehicles 
came into a considerable degree of use, 
especially in England, though only for 
a comparatively short period of time. 
In so far as feasibility of operation 
was concerned they were probably 
about as successful and reliable.as the 
earlier types of automobiles, and had 
their development continued, a steam 
automotive vera might have been 
created a century ago. Public opin- 
ion, however, rebelled against steam 
wagons, particularly on account of 
their noisiness, the manner in which 
they frightened horses, and what was 
felt to be their dangerous speed. 
Prohibitory laws were enacted against 
them. 

A deeper and much more per- 
manent cause for their disappearance 
` and for the absence of any determined 
effort to revive their use, however, was 
undoubtedly the early discovery of 
the far greater cheapness of operating 
steam-propelled vehicles on rails in- 
stead of on road surfaces. To this 
more than to any other single factor, 
undoubtedly, must be attributed the 
fact that mland steam transportation 
was destined to have its development 
by railway instead of highway. The 
increased efficiency of the rails much 
more than offset the cost of providing 
a private right of way instead of using 
the publicly owned highways. 

In discussing this subject almost at 
the beginning of the railroad era, an- 
other authority, the Rev. Dionysius 
Lardner, LL.D., in a volume of Uni- 


“161 


versity lectures published in London 
in 1832, estimated that the resistance 
to rolling wheel motion on a turnpike 
was about twelve times as great as on 
a railway, but added that according to 
some investigators, the ratio was as 
high as twenty times. 

Whether Lardner or Tredgold, 
with the latter’s ratio of approxi- 
mately eight to one, was nearer right, 
is perhaps not now important. The 
essential point is that the marked 
economic superiority of the railway in 
converting fuel energy into transpor- 
tation service was clearly established 
almost at the start. To this advan- 
tage was added the adaptability of the 
railroad to long trains manned by 
small crews, whereas road vehicles 
were and are limited to much smaller 
transportation units, and utilize man 
power much less efficiently. 


DoMINANT POSITION OF THE 
RAILROADS 


The relative efficiency of railroad 
and highway freight operations under 
modern conditions is strikingly illus- 
trated by the results of a recent check 
of the highway traffic made at Metu- 
chen, New Jersey, on Highway No. 25. 
This highway affords the principal 
motor vehicle route between the cities 
of New York and Philadelphia. It 
also carries an enormous amount of 
through traffic between points west 
and south of Philadelphia on the one 
hand, and the New York metropolitan 
district and New England on the 
other. 

During twelve hours from 5:00 P.M. 
to 5:00 A.M., 1,402 trucks passed the 
observation point, 749 northbound 
and 653 southbound. Allowing for 
relief drivers, at least 1,500 men were 
engaged in this operation. Yet, the 
total freight carried was estimated at 
only aboyt 8,000 tons, and it could all 
have been handled in a single moder- 
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ate sized freight train in each direc- 
tion, each with a crew of five men. 
Had this daily movement of freight 
been left to the paralleling railroads, 
Highway No. 25 could have been built 
in a much less costly manner and at a 
saving to the public of millions of dol- 
Jars. 

A picture of the converse of this is 
presented by the fact that if the 
efficiency of the use of energy to 
produce transportation service on rail- 
roads were reduced to that of high- 
ways, as represented by Tredgold’s 
ratio, the fuel bill of the railroads, in a 
year of normal traffic, would be in- 
creased about two and a half billion 
dollars, equivalent to an advance of 
55 to 60 per cent in total operating 
expenses. Only the efficiency and 
cheapness of railroad operation made 
possible the rapid development of the 
United States and the opening up of 
its natural resources. ` 

An enlightening comparison of the 
relative efficiency of freight transpor- 
tation by rail and by canalized river is 
furnished by conditions prevailing on 
the Ohio River in the 980 miles be- 
tween Pittsburgh, Pennsylvania, and 
Cairo, Illinois. On this stretch there 
are 49 locks and dams. The cost of 
canalization was over $129,000 per 
mile. In the year 1931 the operation 
of the locks and dams, maintenance 
work, and interest and depreciation 
cost the taxpayers nearly $11,000,000; 
-and all the freight carried by water 
could have been taken care of by a 
single freight train daily in each direc- 
tion on rails already -paralleling the 
river. The out-of-pocket cost of op- 
erating two additional daily freight 
trains on the rail facilities already ex- 
isting would not, at a very liberal 
calculation, have exgeeded $1,000,000 
for the year. This cost would have 
been repaid in full out of the rates, 
which in addition would have yielded 


Tue ANNALS OF THE AMERICAN ACADEMY 


something over toward a return on 
capital. In other words, the public 
paid $11,000,000 to furnish partly free - 
transportation service for freight 
which the existing railroads could 
have carried profitably for less than 
one tenth of that sum. 

With these comparisons of more 
than a century ago and of the present 
day as a background, it is easy to see 
why the railroads continue to domi- 
nate the transportation field in the 
face of competition on highways and 
waterways, much of which. is subsi- 
dized or otherwise the recipient of 
Government aid, none of which is 
adequately regulated, and a great por- 
tion of which is not regulated at all. 
The operations and services of the 
railroads not only remain essential to 
the public, but far surpass in actual 
and potential usefulness all other 
transportation activities combined. 
No developments at present in sight 
seem capable of disturbing this rela- 
tionship. 

According to the estimates of the 
experts who assisted the National 
Transportation Committee, the rail- 
roads of the United States continue to 
carry at least three quarters of all the 
freight traffic moving within the na- 
tional boundaries by all agencies of 
transportation combined, including the 
highways, the inland waterways, the 
Great Lakes, and the pipelines. They 
also continue to carry a large passenger 
traffic, with every prospect that it will 
materially increase as business condi- 
tions improve, and particularly with 
the new era in fast passenger train 
service presaged by stream-lined trains 
and other developments im higher 
speeds, and greater comfort, including 
air conditioning. 


VOLUME or TRAFFIC AND EARNINGS 


Railroad freight operations in this 
country reached their maximum in 
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1929, when 450,000,000,000 tons were 
carried one mile. The four preceding 
` years were also heavy, with traffic in 
each exceeding 400,000,000,000 ton 
miles, as was also the case in 1923, 
1920, and 1918. In the year 1932, at 
the bottom of the depression, freight 
traffic fell to 234,000,000,000 ton miles, 
a decline of 48 per cent from the peak. 

Railroad passenger operations 
reached their maximum much earlier 
than did freight operations. The peak 
came in the year 1920, with 47,300,- 
000,000 passenger miles of service ren- 
dered. Not only was the year one of 
high general business activity, repre- 
senting the climax of the postwar 
boom, but the movement of passengers 
was also to some extent augmented by 
the demobilization of returning Ameri- 
can soldiers. 

Since 1920 there has been almost an 
unbroken decline in passenger traffic. 
In the culminating year of the ill-fated 
“New Era,” 1929, it had decreased 
to 31,000,000,000 passenger miles, or 
84 per cent from the high point of 
1920. Owing to the very active na- 
ture of the business conditions which 
prevailed in 1929 and in the immedi- 
ately preceding years, this decrease 
could not be attributable in any way 
to lack of purchasing power on the part 
of the public, or unwillingness to spend 
money. It may be taken as represent- 
ing almost entirely traffic diverted 
from the railroads to the highways, 
principally to the private automobile, 
the motor bus being a relatively minor 
factor. 

Between 1929 and 1932 there was a 
further decrease of 14,100,000,000 pas- 
senger miles, or 45 per cent. The 
major portion of this loss may be at- 
tributable directly to the depression, 
particularly as both the production 
and the registration of passenger auto- 
mobiles have been decreasing for over 
three years. 
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The 16,900,000,000 passenger miles 
recorded in 1932 represented a total 
decrease in this branch of the railroad 
service of 64 per cent as compared 
with the maximum in 1920. 

If the annual volumes of. railroad 
freight traffic since 1920 were plotted 
graphically on a chart, in relation to 
the curve of business activity, they 
would follow the latter more or less 
generally, though their upward swings 
would be somewhat less marked. If 
the annual volumes of passenger traf- 
fic, however, were similarly plotted, 
they would show practically no rela- 
tionship at all to the curve of business 
activity from 1920 to 1929, but would 
for the last three years. Prior to the 
World War period, passenger traffic 
fluctuated with general business condi- 
tions much as did freight, and for dec- 
ades, both exhibited strong long-term 
upward trends. 

As the decline in passenger traffic 
from 1929 to 1932 was actually some- 
what less than the percentage decline 
in freight traffic, and was certainly no 
greater than the decline in general 
business activity, the spending power 
of the public, and other basic economic 
factors, there may be some ground for 
feeling that the diverting mfluences of 
the automobile are no longer increasing 
relatively, and hence that with return- 
ing general prosperity, passenger traf- 
fic will again parallel the line of general 
business activity, though of course 
from a lower base. 

Railroads reached their maximum 
gross earnings in 1926, with operating 
revenues of $6,508;000,000. This was 
not a year of maximum freight or pas- 
senger traffic, but the most favorable 
combination of traffic volumes and of 
rate and fare levels occurred. 

The results of railroad operations for 
stockholders were most favorable in 
the year 1929, when the total net in- 
come amounted to $977,000,000. In 
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1932 there was no net income, but a 
deficit of $152,000,000 below fixed 
charges. 


INCREASED OPERATING EFFICIENCY 


No achievement in railroad history 
has been more noteworthy'than the 
great economies and the increased effi- 
ciency put into effect during the years 
of the present depression. While it 
was not possible to escape a deficit for 
the railroads as a whole for 1932, re- 
ceiverships were kept at a minimum, 
many of the stronger roads maintained 


thoroughly sound financial positions, . 


and a number continued to give their 
stockholders at least some return upon 
Investment. : 

A measure of the efficiency of rail- 
road management which is often used 
is the operating ratio, i.e., the ratio of 
operating expenses to operating reve- 
nue. Inthe extremely prosperous year 
of 1929 this reached the low figure of 
71.76 per cent for the Class I railroads. 
In 1932 it was only 76.87 per cent, 
despite the fact that in the meantime 
substantially half of both freight and 
passenger traffic had been lost. 

It is a well-established principle in 
the operation of any industry or utility 
that efficiency is most readily attained 


when the plant is working at or close . 


to normal capacity, and most difficult 
when activity is at very low ebb. The 
operating ratio of 1932 is therefore a 
striking testimonial to the success of 
the efforts of railroad management to 
avert wholesale financial disaster. 

The last severe business depression 
in this country occurred in the year 
1921. The operating ratio of the Class 
I railroads in that year was 82.80 per 
cent. The difference between that 
figure and the ratio of 76.87 per cent 
shown in 1932, however, by no means 
measures the real increase in efficiency 
of operation in the latter year. 

For example, in the hearings last 


$ 
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spring before the Interstate Commerce 
Commission in its inquiry into the 
question of a general revision of freight 
rates, the testimony submitted on be- 
half of the Eastern District, including 
the Pocahontas Region, showed that 
the railroads in that section operated 
at a ratio of 84.13 per cent in 1921 and 
73.99 per cent in 1982. It was pointed 
out, however, that in the meantime the 
rate of return for work done (or serv- 
ice rendered) per revenue ton mile had 
decreased 17 per cent. Therefore, if 
the income of the railroads was read- 
justed and the operating ratio redeter- 
mined on the basis of the revenue per 
ton mile prevailing in 1921, the reduc- 
tion shown as between that year and 
1982 would be from 84.13 per cent to 
63.51 per cent. This is the true meas- 
ure of the increased efficiency of opera- 
tion attained from one major depres- 
sion period to another. 

It was also pointed out that on the 
basis of the Commission’s rules for 
segregating freight expense, the rail- 
roads in the Eastern District, including 
the Pocahontas Region, had reduced 
their transportation expenses per thou- 
sand revenue ton miles, from $5.12 in 
1921 to $3.26 in 1932. 

These achievements in increased effi- 
ciency have largely been made possible 
by the extensive improvements and 
betterments incorporated into the rail- 
roads in the last ten years, representing 
altogether expenditures of more than 
seven billions of dollars. To a great 
extent the improvements have been of 
a character devised to simplify and 
expedite the major operations of rail- 
roading, such as to increase the length 
of both the freight and passenger trains 
which it is practicable to handle, and 
reduce the time of freight in transit. 


IMPROVED FACILITIES 


New facilities have also simplified 
the handling of trains in freight yards, 
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and enabled through trains to be as- 
sembled and dispatched over longer 
distances. Such modern devices as 
the portable freight container, capable 
of being carried on either a motor truck 
or a flat car, have eliminated much re- 
handling of less-than-carload freight 
formerly performed at transfers. The 
container offers a smaller transporta- 
tion unit, which in terminal areas can 
be used for store-door collection and 
delivery by truck and can then be as- 
sembled in larger units for efficient 
transportation by rail over the long 
line haul. 

Great advances have been made in 
electrification in recent years, includ- 
ing the designing and construction of 
electric locomotives of special types for 
both freight and passenger service, so 
devised that they are capable of being 
operated singly or in combination, to 
give almost any tractive power desired 
and permit the efficient and economi- 
cal handling of trains of varying length. 

The effects of these and many other 
improvements and new facilities are 
not only to reduce the cost of service 
but also to increase its attractiveness 
and convenience. The shipper has 
benefited by expedited and scheduled 
freight service, which has been one of 
the most important factors in elimi- 
nating the necessity for carrying large 
inventories of merchandise. Passen- 
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gers have received the advantage of 
higher speeds, excellent records of on- 
time performance, and many added 
features to make train travel enjoyable 
and even luxurious. At the same time 
there have been increasing efforts on 
the part of the railroads to furnish ex- 
tremely low-priced passenger service 
and to meet particular needs by such 
devices as special excursions, special 
week-end rates, tourist fares, and so 
forth. 

The beneficial results of these forms 
of transportation progress, both in fur- 
ther increasing the efficiency of opera- 
tion and in attracting additional traf- 
fic, will be increasingly marked when 
general business activity again ap- 
proaches what may be considered more 
nearly normal levels. 

In conjunction with liberalized gov- 
ernmental policies, including reduction 
in the excessive degree of competition 
heretofore required of the railroads, 
and equalizing conditions of regulation 
as between the railroads and their com- 
petitors, the investments of the rail- 
roads in improved facilities and serv- 
ices should help materially to lower 
still further the costs of transportation 
and render the dominant position of 
the railroads in the general transporta- 
tion field even more nearly impreg- 
nable in the future than it has been 
in the past. ) 


Mr. Elisha Lee was vice-president of the Pennsyl- 
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Railroad Consolidation 
_ _ By W. W. ATTERBURY 


HE great economies of recent 

years, and ‘especially since the be- 
ginning of the depression, have brought 
the operating efficiency of American 
railroads to the highest point.in their 
history. It seems improbable that 
comparable further increases in eff- 
ciency can be realized under the system 
of competitive operation which has 
hitherto prevailed, or with the existing 
humber of «independent railroad sys- 
tems in the field. Whatever may be 
accomplished under the Emergency 
Railroad Act must necessarily be of 
limited extent because of the restric- 
tions in the act itself, and its temporary 
nature. 

The public, however, continues to 
seek cheaper railroad transportation. 
Moreover, the ‘ability to offer lower 
rates and fares would be to the interest 
of the public and the railroads alike, as 
it would improve the position of the 
, railroads with respect to traffic now 
moving by highway and other com- 

peting carriers, but which is intrinsi- 
cally capable of being carried at lower 
actual cost by rail. 
_ The public can have cheaper railroad 

transportation and better service at 
the same time, if it is willing to forgo 
the excessive competition between the 
railroads heretofore insisted upon, and 
permit nation-wide consolidations of a 
character to produce more effective 
results. By reason of this situation, 
railroad consolidation has become per- 
haps the most important and widely 
discussed transportation question of 
the day. 

The principle of congolidation is in no 
sense new. From a very early period 
in the railroad era it was the chief 


means by which many of the largest 
systems now existing in the country 
were built up. This particularly ap- 
plies to the great systems of the East 
and the South. Originally planned as 
comparatively small local enterprises, 
they reached their present size to a 
great extent through the acquisition of 
other lines built, or at least projected, 
independently. Not until the building 
of the Pacific lines were systems of 
great extent projected, as such, from 
their beginnings. 

The Pennsylvania Railroad System 
furnishes an excellent illustration. As 
originally planned, it consisted of a line 
about 250 miles in length from Harris- 
burg to Pittsburgh, to be operated in 
connection with previously existing 
lines which linked Harrisburg with 
Philadelphia. While the Pennsylvania 
subsequently built a network of branch- 
Jine mileage under its direct ownership 
in the State of Pennsylvania, many of 
its other branches within the State, and 
all of its extensions outside. the limits of 
that Commonwealth, resulted from the 
acquisition or the lease of other rail- 
roads, many of which had been planned 
as wholly independent enterprises. 
What is today operated as a railroad 
system of 11,500 miles of line and 
28,000 miles of track, under one man- 
agement, represents what were origi- 
nally the properties of about six hun- 
dred companies. | 


Present ALIGNMENT OF RAILROADS 


The alignment of the railroad sys- 
tems in the United States, as it exists 
at the present time, is the result of 
factors which were operative during 
two distinct periods of railroad history. 
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In the first period, covering’ about 
sixty years and terminating in 1887, 
almost complete freedom of competi- 
tion prevailed, including competition 
in rates, and there was practically no 
regulation—certainly none that was 
effective. In the second period, cover- 
ing the forty-six years since the passage 
of the Interstate Commerce Act, 
governmental regulation was imposed. 
At first it was of a mild nature. Later 
it became stringent, and was extended 
to substantially every phase of railroad 
activity. 

Logically, with the advent of regula- 
tion, the requirements of law and the 
demands of the public as to the extent 
of competition should have been re- 
laxed. It is true that in applying 
regulation under the Interstate Com- 
merce Act, the intent undoubtedly was 
to eliminate competition in rates and 
confine it to service and solicitation. 
That would have been sound, but un- 
fortunately the result was achieved far 
more in theory than in fact. In all 
other respects the requirements for 
competition were intensified, both by 
law and by the attitude of shippers and 
other patrons. In this second era, 
therefore, the railroads operated under 
a maximum of both competition and 
regulation. 

The users of the railroads were ob- 
sessed with the belief that as much 
competition as possible was necessary 
for their protection and to insure high 
standards of service. ‘Their insistence 
drove the railroads themselves to 
initiate unsound practices, such as the 
establishment of a needless multiplicity 
of routings for freight, many of them 
circuitous, and the operation of an un- 
necessary number of competitive pas- 
senger trains on two or more lines 
between the same cities. Railroad 
competition developed into economic 
warfare. 

What the users of the railroads over- 
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looked’. was’ that ` competition costs 
money, and that when it is carried to 
an excessive length it not only materi- 
ally increases the charges which must 
be made for service, but, by impairing 
the earnings of the carriers, reduces the 
quality of the service which they are 
able to provide. ` They overlooked the 
further and closely related fact that 
when regulation is adopted, it can and 
should, by its very nature, be allowed, 
in at least a substantial degree, to take 
the place of competition in protecting 
the interests of the public. 

Bearing in mind, therefore, that the 
present alignment of the railroad: sys- 
tems is the result of a public policy 
which for years needlessly enforced 
excessive and wasteful competition, it 
is evident that any marked improve- 
ment of that alignment must involve a 
substantial modification of such policy. 

Three general possibilities as to re- 
medial measures seem to present them- 
selves: 

(1) Consolidation as contemplated 
under the Transportation Act of 1920, 
subject to its provision that “ compe- 
tition shall be preserved as fully as 
possible and whenever practicable the 
existing channels of trade and com- 
merce shall be maintained.” As gen- 
erally interpreted, that would mean 
eighteen or twenty systems. 

(2) Consolidation into a much small- 
er number of systems, largely on re- 
gional lines, preserving competition 
only in a limited degree and deliber- 
ately concentrating trafic upon the 
more efficient routes. 

(3) Complete unification of all the 
railroads of the country into a single 
system, which automatically would 
completely abolish competition. 


CONSOLIDATION UNDER TRANSPORTA- 
TION AcT 


Consolidation as proposed under the 
Transportation Aet would be a distinct 
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step in advance. I think, however, it 
would fall measurably short of yielding 
the full benefits in the form of increased 
efficiency and reduced cost of operation 
which otherwise are capable of realiza- 
tion, with the support and approval of 
public opinion. The number of sys- 
tems which has been proposed under 
this plan is unnecessarily large, and the 
requirements as to preserving com- 
petition as fully as possible, as well as 
existing routes, limit the extent of the 
operating economies which might be 
obtained, even though the Interstate 
Commerce Commission has expressed 
its intent to interpret these } provisions 
liberally. 

The real purpose of the consolidation 
provisions of this act was not so much 
to promote greater efficiency in opera- 
tion as to carry into effect the “fair 
return” principle, which was never 
realized and is now generally conceded 
to have been unsound. 

Although the Transportation Act 
went into effect fourteen years ago, in 
only one section of the country—the 
territory of the Eastern Trunk Lines— 
has a workable scheme of consolidation 
been devised under its terms, which 
has proved, acceptable to the principal 
carriers involved. 

It is true that I participated per- 
sonally in the negotiations which led 
to the formulation of the Four Party 
Plan for the eastern roads, and ear- 
nestly worked to secure an agreement 
upon it and approval by the Inter- 
state Commerce Commission. I did 
so, however, in the belief, which was 
shared by my colleagues, that it repre- 
sented the best that could practicably 
be obtained at the time, and that we 
should therefore unite in bringing it to 
consummation. J never on any occa- 
sion said or thought that it represented. 
a finality. I should Still like to see it 
go through as an intermediate step to a 
more permanent grouping, if it is not 
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possible to proceed to the latter in one 
move. Personally, however, I have 
become convinced that it is entirely 
possible and practicable to do so. ` l 

since the Four Party Plan negotia- 
tions were carried on, changes have 
taken place in the economic conditions 
of this country and its railroads which 
are of such stupendous character that 
the mind can scarcely grasp them. 
There has arisen a pressing need for 
dealing with the situation of the rail- 
roads in a broad way to assure their 
financial soundness, stabilize employ- 
ment upon them, and allow them free- 
dom of action to increase their oppor- 
tunities for rendering greater service 
to the public. 

In addition, the attitude of the pub- 
lic toward the value of competition, the 
extent to which it should be required, 
and the degree to which it is consistent 


. with regulation, has also, I believe, un- 


dergone extensive changes, and will 
change still more in the not far distant 
future. I consider this to be an im- 
portant development in the direction 
of helping to deal with the problem of 
ridding the railroads of the incubus of 
competitive waste. 


COMPLETE UNIFICATION 


It is possible to present a forceful 
argument on behalf of eliminating com- 
petition among the railroads altogether. 
That would involve unification into a 
single system, the third of our possible 
remedial measures, and was the plan 
proposed by the National Transporta- 
tion Committee, headed by the late 
Calvin Coolidge. 

In strict theory, any degree of com- 
petition requires some duplication of 
facilities or service, or both, and hence 
adds to the cost of rendering service. 
In theory, therefore, service could be 
rendered at the lowest cost with com- 
petition abolished. That would be 
true if initiative were not impaired and 


RamRoAD CONSOLIDATION 


the public not rendered uneasy by the 
fear of monopoly. On both of these 


questions I fear that there are reasons . 


to entertain grave doubts. 

It is my belief that from a practical 
viewpoint it would be both politically 
and socially exceedingly difficult, or 
more likely impossible, to have com- 
plete unification of the railroads in this 
country, and complete abolition of 
competition, except on the basis of 
Government ownership. 
` I do not believe that more than a 
very small fraction of the people in 
this country are in favor of Govern- 
ment ownership. There is no expecta- 
tion in my mind that Government 
ownership will be adopted by this 
country as a result of popular demand. 
On the contrary, I think it would be 
repellent and distasteful to an over- 
whelming majority, and will come, if 
and when it does, only if we fail to 
adopt sound and constructive remedies 
while there is yet time to do so. 

Governmental operation, even in 
the hands of trained men, inevitably 
means political domination and waste. 
That was our experience with Federal 
control during the World War. It is 
the bitter experience today of the peo- 
ple in Canada with their governmen- 
tally owned railroad system. ‘The 
ruinous losses which its ownership and 
operation have inflicted upon the tax- 
payers of the Dominion were set forth 
in 1932 in the report of a Royal 
Commission which inquired into its 
affairs. Commenting on the Royal 
Commission’s report, an outstanding 
American engineering firm makes this 
statement: 


The Canadian situation is so serious that 
the Canadian National Railways may be 
characterized as a strangling millstone 
about the neck of thé country’s credit, as it 
is the cause of about one half of the direct 
` national debt and of nearly three fourths of 
both the direct and indirect debt, and with 
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an ever increasing strangle-hold in pros- 
pect. 

Governmental operation in other 
countries, generally, has brought sim- 
ilar results. 


Puan FoR Minimum COMPETITION 


Having rejected the first and the 
third of our possible measures, let us 
consider the second. 

A suggestion embodying these gen- 
eral principles was laid before Congress 
early in 1933. While it was not 
adopted, partly because it was de- 


‘ clared to be not fully worked out, as 


was undoubtedly true, nevertheless 
it attracted wide attention among 
leading officials of the Government and 
among railroad managements through- 
out the country. 

The basic idea was that some degree 
of inter-railroad competition must be 
preserved to keep initiative and enter- 
prise‘of management at a high pitch 
and avoid running counter to the 
public mistrust of monopoly. It was 
stipulated, however, that the degree of 
competition to be retained should be 
the least necessary to assure these 
results. 

The manner in which this was 
worked out was ingenious. It was 
held, and able arguments were ad- 
vanced to support the point, that the 
character’and quality of the through 
service rendered between main terminal 
points of the country determine the 
character of the service at all inter- 
mediate points. ‘Therefore, in order 
to sustain initiative and enterprise in 
maintaining and improving the char- 
acter of the service, all that is necessary 
would be to continue a sufficient degree 
of competition between certain mam 
terminals, while competition could be 
abolished at all intermediate and other 
points and its @osts saved. It was 
further held that, where competition is 
necessary; the competition of two lines 
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between any given tema is just as 
effective as that of a larger number— 
hence that more than two would in- 
volve unnecessary waste and would 
not be required. 

In order to carry these theories into 
effect, the railroads of the country were 
regrouped into seven great systems, 
and the various lines so arranged that 
between certain designated main ter- 
minals there would be two, but in no 
case more than two, alternative com- 
peting routes open to the shipping 
and traveling public. It was felt that 
this manner of grouping would retain 
all the real advantages that are in- 


herent in competition, and at the very ° 


lowest possible cost. 

While this plan was not adopted as 
such, there is much that is sound in its 
principles and the logic of its argu- 
ments. Whether the groupings sug- 
gested are the best that can be devised, 
is a question. The subject undoubt- 
edly requires further extensive study. 
That, broadly speaking, the aims 
sought to bë accomplished are sound 
and in the public interest, appeals to 
me strongly. In the small number of 
systems which it proposes, the plan 
is attractive-and advantageous.’ It is 
to be hoped that in considering the 
character of the permanent legislation 
which is to be drafted for presentation 
to Congress, the President’s advisers 
will give full.and careful consideration 
to the 1 ingenious and original principles 
contained in this plan. 
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Erriects or CONSOLIDATION 


It is obvious that under any plan of 
consolidation which involves substan- 
tial reduction of competition and the 
selective use of facilities; two results 
are bound to occur. There will be a 
certain degree of abandonment of 
facilities, including “lines, terminals, 
shops, and so forth, the less efficient 
being given up in favor of ‘the more 


THE ANNALS OF THE Oe ACADEMY 


efficient. The public ill expect, and 
quite properly, that the capitalization 
represented by these facilities shall 


eventually be written off. There will 


also be fewer employees required to 
handle a given volume of traffic. As 
to both of these eventualities, capital 
and labor are entitled to just and fair 
consideration at the hands of the eo 
ernment and the public. 

Where facilities are to be eon 
it must not be forgotten that the exist- 
ing system of railroads was brought 
into being under a public policy requir- 
ing maximum competition. If this 
policy is now to be reversed, it does not 
seem fair that the resulting losses shall 
fall upon investors who acted with 
reasonable wisdom and prudence in the 
light of the public policy in effect at 
the time their investments were made. 
In such cases the capitalization in 
question should be amortized out of 
railroad earnings, on a reasonable 
valuation basis over a period of years, 
and the owners thereby be fairly 
reimbursed. Where investments of 
clearly unsound character have been 
made, however, the customary penalty 
must be paid. 

The question of displacing employees 
likewise involves the requirement that 
fair treatment be accorded. It is a 
more difficult one to deal with, and I 
shall not attempt to offer a complete 
solution. It may: be pointed out, 
however, that deaths and retirements 
naturally deplete the forces every year, 


_ so that if the plan were put into effect 


gradually, as necessarily it would be, 
at least part of the problem would 
automatically solve itself. If, m addi- 
tion, we experience a sustained recovery 
in business, another offsetting factor 
will be offered. Moreover, reduced 
costs of service, reflected in lower rates 
and fares, should stimulate traffic 
independently of the rate of general 
business recovery. -If the matter is 
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handled with skill and consideration, 
the question of employment during the 
transition period can be dealt with 
satisfactorily. 
completed and broad consolidation isin 
effect, the greatly increased efficiency 
of railroad service and its attractiveness 
to the public should be powerful factors 
in stabilizing railroad employment. 
Apart from the direct savings mm 
operating costs under such a plan of 
unification, the grouping of the rail- 
roads into a small number of systems, 
and largely eliminating competition, 
would have many collateral advantages. 
The relations between the several 


railroad systems in their dealings with ` 


one another would be greatly simpli- 
fied. Executives would be freer to 
attend to the important questions of 
operation. The amount of inter-com- 
pany accounting would be greatly 
reduced and its character simplified. 
The relations with the regulative au- 
thorities could be carried on with far 
greater ease. The present Commis- 
sioners are swamped with details, so 
much so that important questions are 
settled by Examiners instead of. by the 
Commissioners themselves. It would 
be much easier, with consolidation in 
effect, to adapt regulation to modern 
conditions. Rate structures could be 
greatly simplified. 

The credit of each system, under a 
sound plan of grouping, would be high. 
Consequently it could obtain new 


When the transition 1s- 
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capital upon favorable terms. The 
position of the owners of the securities 
of each system would be improved, as 
the stockholder would have his invest- 
ment spread over what were formerly 
a considerable number of companies, 
while the bondholder would have a 
lien against a similar large number of 
properties. In either case the effect 
would be the same as diversifying the 
investment over a number of railroads 
under existing conditions. 

Elimination of unnecessary lines 
would mean elimination of the neces- 
sity for their mamtenance. The con- 
solidated systems would use equipment 
more efficiently, and consequently re- 
quire less of it. Capital could be writ- 
ten down as unnecessary equipment 
was scrapped. There could be greater 
concentration of traffic into heavier 
train loads. There would be a reduc- 
tion in empty car movements. Parallel 
single-track lines could be operated as 
double track. Fast traffic could be 
given preferred routings, and the slow 
traffic diverted, where necessary, to the 
less desirable routings. 

From every viewpoint, the advan- 
tages of close consolidations, with 
elimination of competitive wastes, are 
paramount considerations in facing 
the railroad problem. I know of noth- 
ing which has greater promise of effec- 
tive results in restoring the railroads to 
their proper place among the economic 
resources of the Nation. 
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Railroad Valuation 
By E. I. Lewis 


CLEARER understanding of the 
entire subject of the valuation of 
the railroads may be had if there 
are briefly set forth the reasons which 
led to the enactment of the Valuation 
Act of March 1, 1913, and particularly 
the reasons underlying the recommen- 
dations of the Interstate Commerce 
Commission that a valuation of the 
property of the railroads be made. 

It is not generally known that the 
Act to Regulate Commerce, as origi- 
nally enacted, provided that the Com- 
mission might require annual reports 
of common carriers subject to the 
act, which should show, among other 
things, the cost and the value of the 
carriers’ property. With reference to 
this subject the Commission in its An- 
nual Report of 1888 said: 


. It was manifestly the desire of Con- 
gress to assure it a trustworthy estimate of 
the relation existing between ‘the present 
worth of railroad property and its costs to 
those who are proprietors of it. It was felt 
that the estimate of social agitators on the 
one hand, and men interested in the pres- 
ent status of the property on the other, 
might be far from the truth. .. . Under 
such circumstances the need of an estimate 
by competent authority, free from outside 
influences, and clothed with ample power 


for the investigation was recognized ‘as 


imperative. 


Congress, however, made no appro- 
priation for the work, and the Com- 
mission entered upon its work without 
doing anything m the way of valua- 
tion. 

In 1898 the Supreme Court in 
Smythe v. Ames (169 U. S. 466) laid 
down the famous valuation rule that 
the fair value of the property being 
used for the convenience of the public 


was the basis of all calculations as to 
reasonableness of rates, and enumer- 
ated certain elements to be considered 
in determining that value. The im- 
portance and necessity of obtaining a 
fair valuation of the properties of the 
common carriers which the Commis- 
sion was required to regulate was soon 
forcibly brought home. Many car- 
riers began to make valuations of their 
properties to support their attempts 
to overturn important orders of the 
Commission as confiscatory. Neither 
the Commission nor the shippers, 
thrown on the defensive, were in- a 
position to meet or test the expert 
evidence of the carriers. Valuation 
became an important public issue. 
Several states prepared, and some 
adopted, provisions for valuations. 
The Interstate Commerce Commis- 
sion in its annual reports to Congress,! 
pointed out the difficulties under 
which it and the shippers were labor- 
ing. 


Reasons FOR FEDERAL VALUATION 


The reasons for a Federal] valuation 
that were advanced by the Commis- 
sion may be briefly summarized: 


(a) To obtain a trustworthy estimate 
of the relation existing between the 
present worth of railroad property and 
its cost to its proprietors; 


(b) For use in determining a basis 
for fair rates and to defend those rates 
against charges of confiscation; 

(c) For use in connection with rail- 
way taxation; 


(d) For use in ascertainment of 
proper rates of depreciation and for 
setting up of such reserves; 


+1903, 1907, 1908, 1909, 1910, 1911, and 1912. 
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(e) For use in testing the accuracy of , 


the balance sheets of the carriers; 

(f) For use in the organization `of 
railway statistics in general; 

(g) For determining whether the rail- 
roads were under- or over-capitalized 
and whether unfair rates, fares, and 
charges were being levied to support 
such over-capitalization. 


For these and other reasons, Con- 
gress in 1913 enacted legislation ? pro- 
viding for the ascertainment of “the 
value of all the property owned or 
used by every common carrier subject 
to the provisions of this Act.” The 
-act provided for more than the mere 
“physical valuation” of the carriers’ 
property. It was elaborated. It 
called for: a field inventory and clas- 
sification of all property; the cost of 
reproduction new; cost of reproduc- 
tion less depreciation; original cost; 
and an analysis of the methods by 
which the several costs were obtained, 
as well as all other elements of value, 
if any. 

The act also required an investiga- 
tion of and report on the corporate 
and financial history and organization 
of the present and of any previous 
corporation operating such property; 
the earnings and expenditures; the 
aids, gifts, grants, and donations made 
to any carrier. In short, the act at- 
tempted to provide all possible facts 
which may be a basis for ascertaining 
the fair value of railway property. 

Congress realized that valuations 
would soon become obsolete. It 
therefore provided that upon the com- 
pletion of the original valuations, the 
Commission should “in like manner” 
keep itself informed of all changes in 
the condition and value of the prop- 
erty, and should from time to time 
correct and revise its original inven- 
tories and values. < 


2 U, S. Code, title 49, sec. 19a. 


t 
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DIFFICULTY OF APPRAISAL 


It is no exaggeration to say that the 
act placed upon the Commission the 
duty of performing, under exact and 
strict limitations, the greatest ap- 
praisal of highly complicated and tech- 
nical property that this Government, 
or possibly any other, had attempted. 
There is reason to believe that neither 
the Congress nor the Commission had 
an adequate idea of the extensiveness 
of the undertaking, neither could they 
foresee the complications that would 
develop. 7 

This is easi WAA.. lized when the 
property involved is considered. It 
included 1,685 steam railroads listed 
for valuation as of March1,1913, with 
their property and property rights 
aggregating billions of dollars, some 
250,000 miles of main trackand 400,000 
miles of all track extending into every 
section of the country, immense termi- 
nals, millions of units of equipment, 
buildings, bridges, and structures of 
varying dimensions, and all the other 
property devoted to transportation 
by rail. The Commission was un- 
der mandate to inventory all of it 
in detail, from lands to spikes and 
office furniture. Also, to comply with 
the laws, there had to be a great deal 
of historical research and auditing of 
present and past corporate trans- 
actions. 

Theredeveloped persistent and dog- 
ged attacks by the carriers on meth- 
ods, policies,anddecisions. The Com- 
mission’s tentative valuations were 
protested by hundreds of carriers, and 
the investigations and hearings re- 
quired the expenditure of money and 
time far beyond any original concep- 
tion. The task soon proved to be so 
intricate, laborious, and contested that 
many voiced the thought that the pri- 
mary valuations could not be brought 
to a suceessful cqmpletion. 
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STIMULATION AND COMPLETION 
or WORK 


New vitality was given to the un- 
dertaking by the Transportation Act 
of 1920. Theretofore, the valuation 
work of the Commission had appeared 
to some to be a matter of academic 
interest only, because they did not un- 
derstand its significance in the Com- 
mission’s regulatory duties. By the 
enactment of the Transportation Act, 
Congress left no doubt as to the part 
valuation should play in the regula- 
tion of the railroadgd The jurisdiction 
and the duties of th#@@ommission were 
enlarged in recognition of the new na- 
tional policy toward railroads. Con- 
gress made the value of the carriers’ 
properties the cornerstone of the regu- 
latory structure. 

The Commission was required by 
statute to ascertain and base its con- 
clusions in large part upon the value 
of the carriers’ property; consolida- 
tions were to be authorized only after 
the Commission had ascertained that 
the securities of the corporation which 
was to be the owner of the consoli- 
dated properties did not exceed the 
value of the properties sought to be 
consolidated; aggregate group rates 
prescribed by the Commission were to 
yield a fair return on the aggregate 
value of the carriers’ property as as- 
certained by the Commission, and 
coupled with this was the so-called 
“recapture-of-excess-earnings provi- 
sion,” bottomed upon the value and 
net income of the individual carriers; 
joint divisions were to be based in part 
upon the value of the property; secu- 
rity issues were to be passed upon by 
the Commission and authorized only 
if they were found compatible with 
the public interest and would not im- 
pair the ability of thé issuing carrier 
to perform its service as a common 
carrier, thus bringing into the picture 
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the relation of the value of its assets 


toitssecurities. Thenceforththe Com- 
mission was more than ever compelled 
to complete the original valuations 
and bring them up to current dates. 

On the date of the enactment of the 
Transportation Act of 1920, the field 
inventory of most of the carriers and 
the collection and investigation of the 
underlying data and records necessary 
for the preparation of tentative valu- © 
ation reports had been completed. 
But there remained the work of di- 
gesting this field work, the analysis 
and weighing of various factors, and 
the preparation and issuance of tenta- 
tive valuation reports. 

With the issuance of these tentative 
reports began the carriers’ testing, in 
meticulous detail, in the public hear- 
ings provided for by the Valuation 
Act, the Commission’s inventories, 
prices, methods, theories, and conclu- 
sions. <A host of experts consisting of 
engineers, land appraisers, auditors, 
accountants, and attorneys were re- 
quired to meet this litigation. Pro- 
tests were filed in 748 cases and hear- 
ings held in 503 cases. Hearings on 
some properties ran many months. 
To these long-drawn-out proceedings . 
is attributed much of the cost and the 
delay in the completion of the original 
valuations. 

Despite the gloomy predictions that 
the original valuations would never be 


‘completed, or if completed that they 


would be too remote to be of practical 
use, original or primary valuations of 
all the 1,685 steam railroads listed as 
existing as of March 1,1913, were com- 
pleted and are incorporated in 1,035 
final valuation reports. In addition, 
in 1927-28 there were field inventoried 
some 190 more carriers that had come 
into existence, or whose status had be- 
come that of common carriers since 
the original field inventorying had 
been completed in 1921, together with. 
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a few small carriers that had failed to 
be included in the original hsting. 
Tentative reports were issued on them, 
and all except less than a dozen are 
final now. As a result, there are avail- 
able for the first time inventories in 
minute detail of the railroad property; 
a complete corporate and financial his- 
tory of the present and any previous 
corporations operating such proper- 
ties; the original cost, as nearly as it 
could be determined, of such proper- 
ties; estimates of the cost of reproduc- 
tion and accrued depreciation; as well 
as many other facts relating to their 
value. Finally, there are the Com- 
mission’s findings of value as of their 
valuation dates. The valuation work 
developed the fact that prior thereto 
many carriers had no comprehensive 
knowledge of the property owned or 
used by them. 


KEEPING INFORMATION CURRENT 


Changes in the property of the car- 
riers, consisting of additions, better- 
ments, and retirements, are constantly 
going on at the rate of from more than 
one-quarter billion to more than one 
billion dollars annually. The prop- 
erty also changes to a considerable de- 
gree from a non-carrier to a carrier 
status and vice versa. The condition 
of the property also undergoes change, 
more marked in times of depression 
and when changes in the art and meth- 
ods of constructionoccur. Pricelevels 
likewise fluctuate. Therefore, unless 
the Commission keeps itself informed 
of such changes in inventory and 
value, as provided by the act, much 
of the benefit to be secured by the 
costly field inventory and original val- 
uations is quickly lost and the integ- 
rity of the records is impaired. It is 
all the more imperative to keep the 
information up to date because the 
Supreme Court has held that substan- 
tial fluctuations in price levels affect 
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values, and it is the settled rule of 
that court that it recognizes “present 
value” only, and not some value as of 
another period. For some time past, 
excepting its work in recapture pro- 
ceedings, the Commission’s valuation 
work has been centered on getting the 
records of changes brought to more 
current dates for the purpose of cor- 
recting and revising its original valu- 


ations. 


The Commission’s experience had 
demonstrated that there could be no 
realization of current valuations at a 
reasonable cost if the same practices 
and procedure as in the original valu- 
ations were again followed. It accord- 
ingly recommended to Congress that 
the provision of the act relating to the 
revision of inventories and values be 
amended, particularly with reference 
to the phrase “in like manner.” Dur- 
ing the first special session of the 
present Congress, the section of the 
act relating to this provision® was 
amended by eliminating the phrase 
“i like manner” and in other re- 
spects, but it still directs the Commis- 
sion to keep itself informed of all 
changes in the carriers’ property, its 
condition, and value, in order that 
whenever the Commission deems nec- 
essary it will be enabled to “revise, 
correct, and supplement any of its in- 
ventories and valuations.” 


Toe Commission’s FACILITIES 


The Commission has required the 
carriers to keep records of all changes 
in physical property and their cost 
from date of original valuation, and to 
file summaries thereof with the Com- 
mission. These records are checked in 
the field so that their integrity is in- 
sured. The Commission is thus pro- 
vided with the necessary information 
to revise its inventories at a relatively 
negligible expense, and at the same 

* Section 19a (f) and (g). 
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time the call on the carriers is kept as 
near as possible to such records as 
good practices dictate that they shall 
keep for their own corporate purposes. 
In fact the Commission has been in- 
sisting that less elaborate records be 
kept for its use than many of the car- 
riers prepare and forward to it. Of 
equal importance, the actual and legit- 
imate current cost or investment in 
carrier property is no longer a matter 
of conjecture or subject of overstate- 
ment. 

By reason of the recent distressed 
financial conditions, some carriers are 
delinquent in their reports. The work 
of revising records, however, has pro- 
gressed to the point that the original 
inventories have been revised to com- 
paratively recent dates for most of the 
carriers and to current dates for many 
of them. It is anticipated that all in- 
ventories will be current within a short 
time. 

The Bureau of Valuation’s cost ex- 
perts have kept abreast of changes in 
costs and prices of railroad construc- 
tion. They are prepared to apply cur- 
rent unit prices to the revised inven- 
tories whenever called upon to so do. 
Indices have been developed showing 
the price level prevailing for railroad 
construction for each year subsequent 
to the original valuation dates, not 
only for the country as a whole but 
also for the recognized groups and re- 
gions. These indices are also prepared 
and available for all the various pri- 
mary accounts. It is a comparatively 
easy matter, therefore, to compute 
current estimates of cost of reproduc- 
tion and cost of reproduction less 
depreciation. 

The condition of the carriers’ prop- 
erty is obtained from the study of an- 
nual reports showing maintenance ex- 
penditures, and of other sources, and 
by field inspection from time to time. 
Expert land appraisers are stationed 


| . 
THE ANNALS OF THE AMERICAN ACADEMY 


in important railroad centers. They 
keep close record of realty values and 
changes in the carriers’ property. 

That the Commission’s valuation 
bureau can furnish it with underlying 
data and studies necessary for the de- 
termination of the present value of the 
carriers as a whole or of any individual 
carrier upon very short notice, was 
demonstrated during the recent rate 
hearing—Docket 26,000, In the Mat- 
ter of Rates and Charges of Carriers 
by Railroads Subject to the Interstate 
Commerce Act—1933. The Commis- 
sion placed in the records summaries 
of estimates of cost of reproduction . 
new and cost of reproduction less de- 
preciation of the properties, other than 
land, as of December 31, 1932, on the 
basis of both period prices and spot 
prices as of June 1, 1933; original cost 
studies for the same property; land 
records and values as of June 1, 1933; 
and a statement of investment as car- 
ried on the books of the carriers. All 
this was given for the railroads as a 
whole and then broken down for the 
three major rate regions. These ex- 
hibits were prepared within one 
month’s time. 


Osyectrves or VALUATION WORK 


The popular conception of the valu- 
ation work is too narrow. It over- 
looks many phases. “Original cost to 
date” is required by the law; original 
cost is an element in the fixation of 
value recognized by the courts. The 
construction of American railroads, 
however, spans a century. During 
the first three quarters of that period, 
there were no requirements on carriers 
to keep records. The result was that 
many kept none, and those that did 
keep them often produced inadequate 
or inaccuraterecordsof cost. In many 
instances the records, such as they 
were, had been destroyed. ° 

One of the most interesting features 
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connected with valuation is the build- 
Ing up of records of original cost. Out 
of the chaotic conditions above re- 
cited, there 1s being brought into ex- 
istence with surprising and cumulative 
rapidity a definite, reliable record. 
Little more than a decade ago, 80 per 
cent or 85 per cent of the cost of the 
railroads lay in the realm of the un- 
known. Valuation requirements that 
carriers annually report all changes in 
property subsequent to the original 
field inventory and valuation, together 
with the uniform accounting classifi- 
cation which went into effect m 1907, 
have covered the period of great re- 
construction and modernization of the 
railroads. As the result of writing out 
old property retired and writing in the 
replacements, improvements, and ex- 
tensions, the field of the unknown has 
been narrowed until it is down to 
about 32 per cent. To bridge that 
32 per cent, recourse must be had to 
estimate. If the above processes and 
requirements continue, the time is 
near at hand when there will be ac- 
curate cost records for all except the 
most permanent property, which prob- 
ably represents less than 10 per cent. 
The original cost factor is attracting 
renewed attention in these days of 
changing conditions and thought con- 
cerning value. 

Likewise, investment records are be- 
ing perfected with the turnover of the 
property. This is of especial impor- 
tance in a period of consolidations, ab- 
sorptions, and abandonments, with 
their effect on capital structures, both 
present and future, and underlying 
mortgages and obligations. 

Valuation, rounding out as it is 
being accomplished, also includes eco- 
nomicjustification. Thisis penetrated 
by studies of corporate operations. In 
- the final analysis, the valuation work 
is designed to afford a record of the 
property; cost of the property dedi- 
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cated to and used in public service; 
segregation of that which is used in 
public service from that which is not; 
cost to reproduce the property; the de- 
preciation that has occurred and is 
accruing; and the mvestment and 
financial results of discharging the ob- 
ligation to serve. All this is needed 
by the Commission for the establish- 
ment of sound and fair bases for the 
discharge of its various duties. States 
are calling on the Commission for its 
valuation data in their efforts to equal- 
ize taxation. Carriers likewise are 
using it for such purposes; in the mat- 
ter of considering elimination of lines 
that, under changing transportation 
conditions, seem no longer to be justi- 
fied; and for a wide range of other 
needs. 

The advanced position to which the 
valuation work and its related activi- 
ties have been carried has called for 
heavy expenditures up to the present 
year by both the Government and the 
carriers. The Commission’s valuation 
work is so organized now, however, 
that the annual appropriations neces- 
sary for the Commission and the car- 
riers to keep it current are and will 
continue to be relatively negligible. 


RATEMAKING AND REGULATION 


Recent amendments to the Inter- 
state Commerce Act substantially al- 
ter the so-called ratemaking provi- 
sions. The statutory direction that 
rates be fixed to yield a fair rate on 
the aggregate value of the carriers’ 
property has been eliminated. A dis- 
cussion of rules for ratemaking is be- 
yond the scope of this article, but 
attention may be directed to the fact 
that even though the statute does not 
mandatorily require the Commission 
to base returns upon value, the 
carriers may trge “Constitutional 
rights.” The Supreme Court has not 
announced any reversal of its “set- 
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tled” rule that the rate base it rec- 
ognizes in determining whether rates 
are confiscatory is present value. : 

As heretofore indicated, under mod- 
ern theory and practice, ratemaking is 
only one of many functions of the 
Commission. Accurate knowledge of 
the value of the property involved is 
intimately and fundamentally con- 
nected with proper and fair regulation. 
It is Just as important today that the 
Commission should have a “trust- 
worthy estimate of the relation exist- 
ing between the present worth of 
railroad property and its cost to its 
proprietors” as it ever was. President 
Roosevelt and other eminent authori- 
ties have stated that the capital struc- 
~ tures of the railroads generally should 
be adjusted wherever out of line. A 
complete and thorough knowledge of 
the properties and their actual values 
and assets is necessary for such deter- 
mination. It would seem to be neces- 
sary to know this in determining 
whether it is safe and prudent for the 
Government to lend money to car- 
riers, or to raise it by issuance of bonds 
or stocks. Depreciation reserves to be 
charged to operating expenses can be 
known only by the fact and the rate 
of depreciation. 

In the light of all that has been 
stated heretofore, it seems obvious 
that the value of the property devoted 
to public service is fundamentally re- 
lated to and embedded in the correct 
principles of regulation of such prop- 
erty, whether viewed from the stand- 
point of public interest, equity, law, 
or economics. 


REVISION OF VALUATION Law 


For the convenience of those suff- 
ciently interested in the subject to 
have read the foregoing, the revision 
of 19a—the valuation law—-may be 
summarized: There are no material 
changes in the act a’s it existed up to 
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June 16, when amended, except in re- 
moval of the requirement “in like 
manner” to revise valuations from 
time to time. The revisions lie in 
these three paragraphs: 


(a) That the Commission shall, as here- 
inafter provided, investigate, ascertain, 
and report the value of all the property 
owned or used by every common carrier 
subject to the provisions of this Act, except 
any street, suburban, or interurban electric 
railway which is not operated as a part of 
a general steam railroad system of trans- 
portation; but the Commission may in its 
discretion investigate, ascertain, and report 
the value of the property owned or used by 
any such electric railway subject to the 
provisions of the Act whenever in its judg- 
ment such action is desirable in the public 
interest. To enable the Commission to 
make such investigation and report, it is 
authorized to employ such experts and 
other assistants as may be necessary. The 
Commission may appoint examiners who 
shall have power to administer oaths, ex- 
amine witnesses, and take testimony. 
The Commission shall, subject to the ex- 
ception herembefore provided for in the 
case of electric railways, make an inventory 
which shall list the property of every com- 
mon carrier subject to the provisions of 
this Act in detail, and show the value 
thereof as hereinafter provided, and shall 
classify the physical property, as nearly as 
practicable, in conformity with the classi- 
fication of expenditures for road and equip- 
ment, as prescribed by the Interstate Com- 
merce Commission. 

Sec. 208. Paragraphs (f) and (g) of 
such section 19a, as amended (U.S. C., 
title 49, sec .19a (f), (g) ), are amended to 
read as follows: 

(f) Upon completion of the original | 
valuations herein provided for, the Com- 


mission shall thereafter keep itself in- 


formed of all new construction, extensions, 
improvements, retirements, or other 
changes in the condition, quantity, use, 
and classification of the property of all 
common carriers as to which original valu- 
ations have been made, and of the cost of 
all additions and betterments thereto and 
of all changes in the investment therein, 
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and may keep itself informed of current 
changes in costs and values of railroad 
properties, in order that it may have avail- 
able at all times the information deemed by 
it to be necessary to enable it to revise and 
correct its previous inventories, classifica- 
tions, and values of the properties; and 
when deemed necessary, may revise, cor- 
rect, and supplement any of its inventories 
and valuations. 

(g) To enable the Commission to carry 


out the provisions of the preceding para- . 


graph, every common carrier subject to the 
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provisions of this Act shall make such re- 
ports and furnish such information as the 
Commission may require. 

With the above amendments, with 
primary valuations completed, and 
with litigation over details practically 
ended, strides are now being made in 
the simplification of methods, proc- 
esses, and reports, and in the reduction 
of expenditures by both the Govern- 
ment and the carriers. The period of 
high cost of valuation is past. 


Mr. E.I. Lewis is director of the Bureau of Valua- 


tion of the Interstate Commerce Commission. 


He 


was chairman of the Indiana Public Service Com- 
mission during the World War; member of the Inter- 
state Commerce Commission from 1921 to 1932 
inclusive, being chairman in 1929, and Commissioner 


in charge of valuation for more than a decade. 


The 


primary inventory and valuation of the railroads of 
the United States has been completed during the 


years of his supervision. 


"Problems of Government Ownership and 


a 


ee, | Operation of Railroads 


By Emory R. JOHNSON 


OUR years of business depression 

have made trouble for the railroads 
as they have for all other industries 
and enterprises. The railroads are 
confronted not only with adverse busi- 
ness conditions but also with greatly 
augmented and intensified competition 
with other agencies and facilities of 
transportation, particularly those pro- 
viding carriage on the highways. The 
public, however, cannot afford to adopt 
or to continue a policy towards the 
railroads that will prevent them from 
returning to a prosperous condition. 
They are a public utility, perhaps the 
most essential of all public utilities, and 
their ability to render efficient and 
economical service and to be finan- 
cially strong enough to keep abreast of 
technical progress is of vital impor- 
tance to public welfare and social 
well-being. 

The unhappy uies condition of 
the railroads at the present time com- 
pels consideration of what should be 
the policy ofthe Government towards 
them and also towards other carriers 
that have come to share largely in the 
performance of transportation. The 
present policy in the United States is 
comprehensive state and Federal regu- 
lation of the railroads and incomplete 
but increasing control of highway-car- 
riers by the states, while there is no 
regulation of highway carriers by the 
Federal Government, and, with the ex- 
ception of very partial regulation of 
coastwise carriers, no Government con- 
trol of transportation upon the water- 
ways. Shall this policy be continued 
and be so developed as to bring all 
classes of carriers under like ‘principles 


of regulation, or shall the goal of the 
not distant future be the ownership 
and operation of the railroads by the 
United States Government, and such 


‘Government control of other agencies 


and facilities of transportation as the 
adoption of that policy will require? 
This is the transportation problem of 
the hour in this country. 

Government ownership and opera- 
tion of railroads has its advocates, 
there being those who believe as a 
matter of principle that such should be 
the policy m all countries. Probably 
the present, although presumably tem- 
porary, necessitous condition of the 
railroads has increased the number of 
those who would favor such a policy. 
It thus seems especially appropriate to 
consider the problems that Govern- 
ment ownership and operation of-the 
railroads in the United States would 
create. This paper will not consider 
the cognate questions connected with 
the Government’s relation to other 
agencies of transportation. 


REASONS FOR GOVERNMENT CONTROL 
IN ÖTHER COUNTRIES 


In the majority of countries the rail- 
roads, wholly or in large part, are 
owned and operated by the govern- 
ment. The causes that have brought 
this about have not been the same in 
all countries, and most of them are not 
present or operative in the United 
States. 

In several countries, of which India 


2 As is indicated by the present official inves- 
tigation of transportation being made'in accord- 
ance with the Emergency Transportation Act of 
July 16, 1933. 
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GOVERNMENT OWNERSHIP AND OPERATION OF RAILROADS: . 


and China are examples, one reason, 
but not the only reason, for government 
ownership and operation of railroads 
has been the deficiency of private cap- 
ital and the inefficiency of corporate 
enterprise. In these and in other 
countries the government has sought 
by means of the railroads to accom- 
plish political, social, economic, or 
military aims that could not otherwise 
be realized. China also had a special 
reason for taking over the railroads in 
1912 after the establishment of the 
Republic, the reason being the elimina- 
tion of foreign contro! of the railroads 
of the country. In India, the Govern- 
ment needed, the railroads to make 
possible effective political administra- 
tion and to further social welfare and 
development. 

In numerous countries, among them 
Australia, South Africa, the Sudan, 
and Canada, the government con- 
structed or took over the operation of 
railroads to hasten the development of 
economic resources. In other coun- 
tries, particularly Germany and Rus- 
sia, the acquisition and construction of 
‘railroads by the government was for 
military reasons. In some instances, 
as in the case of Canada, corporately 
owned railroads that had been built 
with government aid were faced with 
financial insolvency and it seemed 
necessary for the government to ac- 
quire and operate them in order that 
the public might continue to enjoy es- 
sential services. 

' This brief statement concerning con- 
ditions that have brought about na- 
tionalization of railroads in other 
countries indicates that those condi- 
tions do not prevail in countries such 
as the United States and Great Britain. 


Government ownership and operation’ 


of railroads in any particular country 
is not a question of fundamental prin- 
ciple but of practical wisdom and ex- 
pediency. The answer to the question 
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would not necessarily be the-same for 
all countries. As far -as. the: United 
States is concerned, probably no one 
would say that the policy of govern- 
ment ownership and operation of rail- 
roads must be adopted. The question 
is whether such a policy should be 
adopted, and the answer to the ques- 
tion involves several queries. 


ADMINISTRATIVE DIFFICULTIES 


The first query to be considered is 
whether it would be possible to have a 
nonpolitical Government administra- 
tion of the operation of railroads. The 
Government would be charged with 
the duty of financing, operating, main- 
taining, and developing nearly a third 
of all the railroads of the world. The 
problem of administration would be an 
executive one and would have to be 
placed in charge of an executive body 
which would derive its powers from 
Congress, but which would need to be 
free from Congressional interference 
with administration. It would, for in- 
stance, be essential that the executive 
authority should not be subject to 
political control as regards wages, 
working conditions, rates charged, or 
services rendered. When one consid- 
ers the large influence now exercised 
upon Congressional action by organ- 
ized labor, by the agricultural inter- 
ests, by the manufacturing interests, 
and by other blocs representing eco- 
nomic and political interests, one 
realizes at once both the necessity and 
the difficulty of establishing and main- 
taining the nonpolitical administration 
of railroads owned and operated by the 
Government. 

Our experience in Government ad- 
ministratiort is not altogether encour- 
aging. The Post Office, which is a 
distinctively Government institution, 
does not so keep its accounts as to in- 
dicate the real costs of service. The 
large investments of the Government 
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in post offices and other facilities are 
regarded asa gift of Providence. The 
franking privilege that is extended to 
Government officials and particularly 
to members of Congress imposes large 
expense upon the Post Office for which 
no reckoning is made. ‘This statement 
is not made to criticize the policy of 
the Government, so much as to indi- 
cate that it is not the policy to manage 
the finances of the Post Office in a 
businesslike way. 

Another illustration of Government 
methods is afforded by the Inland 
Waterways Corporation, by means of 
which the Federal Government Is oper- 
ating barge lines on the Mississippi and 
Warrior Rivers. Other operations are 
in prospect. The declared purpose of 
the Government is to demonstrate that 
transportation upon the inland water- 
ways may be profitably performed by 
private corporations; but the Inland 
Waterways Corporation, owned by the 
United States, pays no interest on the 
investment in facilities, pays no taxes, 
and is even afforded office facilities free 
of charge in Government buildings in 
Washington. The effect to date of the 
operations of the Inland Waterways 
Corporation has been to make more 
difficult and precarious the profitable 
performance by private enterprise of 
transportation upon inland water- 
ways. 

This raises the question whether the 
United States Government could and 
would operate railroads as economi- 
cally and efficiently as corporations 
can. The Government is not a busi- 
ness organization. It is, of course, 
possible for a political organization to 
create organs and establish agencies 
. that will function in accordance with 
the best business standards and meth- 
ods; but there is no assurance that our 
Federal Government would carry on 
business operations in accordance with 
business methods. ° 
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FINANCING THE RAILROADS 


Would the cost of securing capital be 
less if the railroads were owned by the 
Government? Generally speaking, 
the Government can borrow money or 
secure capital at lower interest rates 
than can even the best of private cor- 
porations; but we must keep in mind 
the fact that as a result of the World 
War, of our mability to collect what is 
owed us by foreign governments, and 
of the great increase in Government 
debt being made at the present time to 
hasten the revival of business, the total 
debt of the United States is already 
very heavy. If we were to add to an 
indebtedness of thirty billions, twenty 
billions more resulting from the owner- 
ship and the operation of the railroads, 
would the United States be able to 
command capital at lower rates of in- 
terest than would need to be paid by 
well-managed corporations? Not ev- 
erybody will make the same answer to 
this question. It is, however, one that 
merits careful consideration. 

It is presumably not to be expected 
that railroad operating expenses would 
be less under Government administra- 
tion than under private management. 
In the United States the labor costs are 
quite certain to be greater for Govern- 
ment enterprises than for those under 
private control. If the Government 
were to operate the railroads there 
would unquestionably be, as our war- 
time experience demonstrated, a larger 
labor force than corporations would 
maintain. Moreover, the political 
forces influencing wages would un- 
doubtedly place labor costs on a higher 
level than they would be under private 
management. Operating expenses are 
determined mainly by labor costs 
and by administrative efficiency. 
Whether the United States Govern- 
ment would have greater administra- 
tive efficiency than such corporations 
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as the New York Central, the Pennsyl- 
vania, and the Southern Pacific, is at 
least doubtful. 

Perhaps the argument most urgently 
pressed for Government ownership 
and operation of the railroads is that 
the rates paid by the shipping and 
traveling public would be made lower 
than they would be under corporate 
enterprise. Under present conditions 
railway rates and services are fully 
regulated by the Government, but it is 
believed that Government administra- 
tion would result in substantially lower 
rates. Presumably it would be the 
policy of the Government to keep rates 
at the lowest possible levels, but if the 
railroads were wisely managed, the 
Government revenues would have to 
be sufficient to make the railroads self- 
supporting. That is, the revenues 
would first of all have to cover fixed or 
capital charges and maintenance and 
operating expenses. Moreover, if all 
these expenses were fully met there 
would still remain the question 
whether the railroad administration 
should be expected to turn into the 
Federal treasury each year a sum 
equal to the taxes now paid by rail- 
road corporations, which, beforé the 
present business depression, amounted 
to more than a million dollars a day. 

Would Government ownership and 
operation further or retard the techni- 
cal development of railway equipment 
and facilities? Successful railroad 
management must be progressive. 
During the past decade the technical 
development of railroads in the United 
States under corporate management 
has been notably rapid, and the pres- 
ent indications are that great improve- 
ments in service will be made in the 
near future. Would Government ad- 
ministration have the same impulse for 
improvement in facilities and for the 
introduction of more economical meth- 
ods as has a corporation whose motive 
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is to make profits from the conduct of 
its business? l 


COÖRDINATION OF TRANSPORTATION ' 
FACILITIES 


If the Government were to take over 
the ownership and operation of rail- 
roads, certain important transporta- 
tion problems not easy to solve would 
thereby be created. We hear much 
at present of the desirability of co- 
ordinating transportation facilities— 
of developing a national system of 
transportation by railroads, highways, 
waterways, and airways. Efforts are 
being made, in developing the policy 
of regulation, to bring about a greater 
coördination and unification of trans- 
portation facilities. If the Govern- 
ment owned and operated the railroads 
would it also operate boats and barge 
lines on the inland lakes, rivers, and 
canals? . Or would it leave the trans- 
portation by water to regulated private 
corporations? If so, under what con- 


‘ ditions would the Government rail- 


roads and the private water lines com- 
pete with each other? 

Under present conditions the chief 
competitors of the railroads are the 
carriers on the highways. Presum- 
ably, transportation on the highways 
would still be performed by private 
carriers, common and contract, and by 
those using the highways in connection 
with their own business activities. 
Nevertheless, the Government’s rail- 
road management could hardly avoid 
engaging in highway transportation 
either directly or through contract 
carriers. The collection and delivery 
of freight within terminal areas either 
by railroad carriers or by their subsid- 
iaries has béen begun in this country, 
and it probably will not be long before 
freight will move from shipper to con- 
signee by a complete service performed 
by one responsible carrier. Likewise, 
outside terminals, the railroads, di- 
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rectly or through subsidiaries or those 
with whom contracts are made, are 
extending their services over the high- 
ways. 

In England the railroads are working 
out complete transportation services. 
Small beginnings have already been 
made in this country in providing com- 
plete service from off-rail shipper to 
off-rail consignee. This is but the be- 
ginning of what is ultimately to become 
universal, our several transportation 
facilities being codrdinated into a uni- 
fied country-wide system. It is evi- 
dent that if the Government takes over 
railroad transportation it will have to 
engage in a good deal more than merely 
transportation upon the rails, and will 
have to carry on its activities largely 
in competition with carriers by road, 
water, and air, and also increasingly in 
coöperation with such competitors. 
The only alternative would be the oc- 
cupation of the entire transportation 
field by the government—an alterna- 
tive that is inconceivable. 


RAILROAD ADMINISTRATION AN UNDUE 
BURDEN ON GOVERNMENT 


In the United States as in other 
countries, Government activities are 
rapidly increasing. Social and eco- 
nomic changes are taking place at an 
accelerated speed, and they are creat- 
ing conditions that seemingly can be 
dealt with only by the Government. 
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Every thoughtful man has been dis- 
tressed by the fact that the machinery, 
particularly the legislative machinery, 
of democratic government that, in the 
interest of individual liberty, has been 
so painfully developed over a long 
period, has not been able to function 
successfully. 

We are indeed putting a heavy 
strain upon the machinery of govern- 
ment; we may even be endangering the 
Constitutional foundations of our po- 
litical institutions, We may well 
think twice before placing large addi- 
tional burdens of administration upon 
the executive department of our Gov- 
ernment, which is even now surcharged 
with duties and responsibilities. 

Apparently we must look more and 
more to the Federal Government as 
well as to the states to regulate social 
and economic affairs. The railroads in 
the United States in corporate owner- 
ship and management are rendering an 
excellent service with increasing econ- 
omy and efficiency. Adequate Gov- 
ernment regulation protects and pro- 
motes the public interests. Our past 
experience should enable us to do 
whatever may be necessary to solve 
the problems of Government regula- 
tion of railroads and other transporta- 
tion facilities. Government owner- 
ship and operation of railroads in the 
United States seems neither necessary 
nor desirable. 
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Railroad Mileage Freight Rates 


By J. HADEN ALLpREDGE 


S THE term itself implies, mileage 
rates! are rates that gradually 
increase or decrease—depending upon 
whether the scales are read progres- 
sively or regressively—in direct rela- 
tion to distance. While mileage rates 
-are invariably constructed in the form 
of scales, they are not always actually 
published in such form.’ 

The mileage principle is frequently 
observed in the construction of express 
rates and passenger fares as well as 
freight rates, but this discussion will be 
limited solely to freight rates.’ 

Mileage scales are not new in rate 
construction. They have been used in 
this country since the beginning of rail- 
road transportation; but their principal 
field of operation, until recent years, 
has been limited to short-haul traffic. 
The new element in the situation is the 
employment of such scales in general 
rate revisions where long-haul as well 
as short-haul traffic is involved. The 
Interstate Commerce Commission has 
used mileage scales as the basis for 
many widespread rate revisions im 
recent times. Whether this has been 


1 Mileage rates are sometimes called distance 
rates, 

2 Mileage rates may be published in the form 
of mileage seales with distance tables annexed, 
as point-to-point rates, or by using the scales 
between base points and grouping contiguous 
points with such base points. The basis of con- 


struction, rather than the method of publication, 


determines whether a given rate is a mileage 
rate or some other kind of rate. As a general 
rule, mileage tariffs are confined to short-haul 
trafic. Rates for the longer distances, even 
when based upon mileage scales, are invariably 
-published as specifie rates. 

3 What is said herein might apply with equal 
force to both motor-vehicle freight rates and rail- 
road freight rates, but rates of the latter charac- 
ter have formed the historical background for 
this discussion. ) 


the result of a fixed policy or not, it is 
unquestionably true that mileage scales 
have been employed more extensively 
in rate revisions in the last several years 
than ever before.4 


DiverGcent VIEWS 


This definite trend toward mileage 
scales has created a sharp divergence of 
views among shippers, shippers’ traffic 
representatives, and railroad traffic 
men throughout the country. Many 
traffic men strenuously object to the 
general use of mileage scales in making 
rates, but others may be found who are 
just as strongly in favor of it. 

It is undoubtedly true that any ex- 
tensive rate revision nearly always 
creates business disturbances, and it 
is entirely possible that some of the 
apprehension about the widespread use 
of mileage rates among those not famil- 
lar with the technicalities of rate con- 
struction may be due to an exaggerated 
fear of the ultimate consequences of 
such disturbances. Experienced traf- 
fic men, however, generally base their 

4 The following are typical cases in which the 
Interstate Commerce Commission has approved 
or prescribed mileage scales as the basis ‘for 
general rate revisions in recent years: 

National Paving Brick Mfrs.” Assn v. A. & F. 
Ry. Co., 68 I. C. C. 213; Southern Class Rate 
Investigation, 100 I. C. C. 513; Fertilizer and 


Fertilizer Materials between Southern Points, 
113 I. C. C. 389; Rates on Chert, Clay, Sand and 


Gravel, 122 I. C. C. 133; Consolidated South- - 


western Cases, 123 I, C. C. 203; Lime Between 
Southern Points, 129 I. C. C. 635; Southern 
Cement Rates, 182 I. C. C. 427; Ohio Farm 
Bureau Fed. v. A. & W. Ry. Co., 146 I. C. C. 419; 
Krupp Foundry Co. v. Sou. Ry. Co., 148 I. C. C. 
743, 156 I. C. C, 415; Rate Structure Investiga- 
tion, Part 6, Iron and Steel Articles,-155 I. C. C. 
517; Western Trunk-Line Class Rates, 164 I. 
C. C. 1; Eastern Class Rate Investigation, 164 
I. C. C. 314, . 
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opposition to the use of mileage rates, 
where such opposition exists at all, up- 
on more solid and substantial grounds. 
As one might readily infer from the 
fact that both advocates and opponents 
of mileage rates are to be found within 
the ranks of the leading traffic men of 
the country, there are two sides to this 
question. A fair discussion of the 
subject, therefore, calls for a presenta- 
tion of the arguments of both sides. 


Arguments AGAINST MILEAGE RATES 


In so far as the writer has been able 
to ascertain from careful investiga- 
tion, the principal arguments advanced 
against the widespread use of mileage 
rates are these: 

1. Mileage is not always an accurate 
or reliable measure of the cost of trans- 
portation service, which is one of the 
major elements entering into the rea- 
sonableness of rates. 

As a general proposition it would be 
rather hard to sustain such a conten- 
tion, but it is claimed that in numerous 
instances, because of differences in 
operating conditions, cost of service 
does not increase as distance increases. 
The Interstate Commerce Commission 
recognized the correctness of this con- 
tention, when cost of service is viewed 
in detail, in its report in the Southern 
Class Rate Investigation, 100 I. C. C. 
518, but held that a detailed considera- 
tion of cost of service was impracticable 
in the circumstances presented by that 
case.® 

5 At pages 611 and 612 of the report in this 
case the Commission said: “‘Distance scales are 
frequently criticized, as in this proceeding, on the 
ground that cost of service is not dependent 
upon distance alone. This is true when service 
is viewed in detail, for other factors affect cost, 
such as grades, curves, cost ‘of construction, 
weather conditions, and density of traffic. A 
longer haul may actually be cheaper, because of 
the type of train used, than a short haul over the 
same line. Broadly speaking, however, cost of 


service undoubtedly does increase as distance 
increases, and in any adjustment of rates such 


Tue ANNALS or THE AMERICAN ACADEMY 


2. The use of mileage rates does not 
give adequate recognition to the com- 
petitive forces that are constantly at 
work in the commercial world, and fails 
to accord sufficient influence to legiti- 
mate ratemaking factors other than the 
cost of service. 

In support of this argument it is 
claimed that business must be carried 
on under competitive conditions; that 
there 1s no way for business to avoid the 
influence of competition; that compe- 
tition does not follow geographical lines 
or conform to variances in distance; 
and consequently that a system of 
rates which adheres rigidly to distance 
frequently cuts across the usual trend 
of business and resists the normal flow 
of traffic, to the detriment of the in- 
terests of both the carriers and the 
publie. 

The law as interpreted by the courts 
and by regulatory commissions recog- 
nizes several ratemaking factors other 
than cost of service. One of these is 
competition—market competition, car- 
rier competition, and competition be- 
tween commodities or classes of traffic. 
It is undoubtedly true that the force of 
competition cannot be fully recognized 
under a rigid system of mileage rates.® 

Value of the service is one of the 
principal ratemaking factors. This is 
an element that distance does not 
measure.’ 


as are here in issue detailed consideration of 
costs is impracticable.” 

6 In some of its decisions the Interstate Com- 
merce Commission has taken the position that it 
cannot give consideration to competition in 
prescribing just and reasonable rates. There 
are other decisions to the contrary. This seems 
to be one of the unsettled questions about rate- 
making. The writer, if he may be pardoned for 
alluding to it, has recently discussed this question 
from a legal standpoint in a pamphlet, the supply 
of which is exhausted, entitled Competition as a 
Faetor in Making Freight Rates. 

7Dr. M. O. Lorenz, Chief of the Bureau of 
Statistics of the Interstate Commerce Commis- 
sion, in a very interesting and instructive article 
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3. The usual effect of mileage rates is 
to restrict the distribution of commodities 
and thus to retard the fullest development 
of all sections of the country. 

This argument touches upon an 
interesting economic question. There 
are some economists who contend that a 
reasonable restriction of the distribu- 
tion of commodities so as to eliminate 
duplication and unnecessary transpor- 
tation service in supplying the needs 
of the consuming public would be 
desirable and promotive of greater 
efficiency in our industrial system; but 
this doctrine runs counter to the his- 
toric policy of the country. ‘The pres- 
ent regulatory laws are framed upon 
a different hypothesis.’ If it can be 
demonstrated that the employment of 
mileage scales in general rate revisions 
actually has the effect, as claimed, 
of curtailing or restricting, without 
adequate justification from a transpor- 


entitled “Commodity Values and Freight 
Rates,” published in the Traffic World of March 
8, 1930, discussed, among other things, the effect 
of distance on the value of the service in the 
transportation of freight. On this point he 
said: “It seems clear that economic considera- 
tions do not require a grading of the value element 
according to distance. But neither do they 
prohibit such a grading if the progression for 
distance or tapering in the total rate is such as 
not to restrict traffic.” 
- 8Jn Sand, Gravel, Slag, Stone and Chert, 168 
I. C. C. 731, the Interstate Commerce Commis- 
sion was pressed with the argument that because 
a certain section of the country possessed a sup- 
ply of sand, gravel, and stone, producers in 
adjoining territory had no lawful right to invade 
such section. In answering this argument, the 
Commission interpreted the underlying pur- 
poses of the present regulatory law as follows: 
“Respecting the argument here also made for 
protestants that Alabama shippers could not 
secure business in the Valley even if equality of 
rate levels prevailed, because shipments from 
Alabama would generally have to move through 
Mississippi producing points, it should be stated 
that the law contemplates, indeed commands, 
fair opportunity. As a matter of public protec- 
tion, also, it is advantageous to have an open 
door for all competing producers and products.” 
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tation standpoint, the normal distribu- 
tion of commodities, and thus prevents 
or retards the orderly development of 
the country as a whole, then it may be 
said that the opponents of mileage rates 
have a meritorious argument on their 
side. 

4. Mileage rates prevent the use, in 
many instances, of the most economical 
routes for the transportation of freight. 

This is, in reality, merely a corollary 
of the first argument mentioned, 
namely, that mileage is not always an 
accurate or reliable measure of the cost 
of transportation service. While it is 
not contended that it 1s necessary for 
carriers always to observe the actual 
ratemaking route (which, in the case of 
rates based upon mileage scales, is 
generally the shortest route) in the 
transportation of freight, still, the 
operation of the fourth section of the 
Interstate Commerce Act in connection 
with mileage rates frequently forces the 
traffic to move over the shortest routes, 
thus closing longer routes that might be 
more economical from an operating 
standpoint.’ 

5. The use of mileage rates does not 
promote simplicity in the rate structure 
or in the publication of tariffs beyond 
what is possible under other systems or 
theories of ratemaking. 

The simplification of the rate struc- 
ture and the publication of tariffs is 
generally considered to be a desirable 
end, but the opponents of mileage rates 
point out that in many cases where 
mileage scales have been used in the 
past, particularly in the making of 
rates for the longer hauls, substantial 
deviations from such mileage scales 
have been made. This, they claim, 


° The carriers have always contended that the 
shortest routes are not always the most eco- 
nomical routes. In two supplemental reports in 
the Southern Class Rate Investigation, 109 I. 
C. C. 300, and 113 I. C. C. 200, the Interstate 
Commerce Commission discussed this question 
in detail. ` . 
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fully substantiates the contention that 
` no greater degree of simplicity can be 
attained with mileage rates, in actual 
practice, than with rates made under 
other systems. As a matter of fact, 
convenience of tariff publication nearly 
always requires some departures from a 
strict observance of mileage scales, 
except for short distances. 

6. Experience has demonstrated that 
mileage rates are unsuited to the move- 
ment of some commodities, and the 
extensive use of such rates is, on the 
whole, the wrong theory of ratemaking 
for a territory of such geographical 
extent and such diversity of conditions 
and interests as this country exhibits. 

It is not seriously doubted in any 
quarter that it would be rather difficult 
to make a satisfactory system of rates 
on the mileage principle for some im- 
portant commodities, particularly where 
delicate commercial relationships be- 
tween producing or consuming points 
are encountered. Some traffic men, in 
fact, take the position that mileage 
rates are utterly inpracticable for such 
purposes, because the only relation- 
ships possible under such rates are 
those which distance dictates. Those 
who are opposed to mileage rates argue 
that the impracticability of the use of 
mileage scales in the construction of 
rates on some important commodities 
is sufficient proof that this theory of 
ratemaking has ‘some very definite 
limitations of a practical nature, and 
that such limitations may easily be 
exceeded unless considerable conserva- 
tism and discretion are exercised.!° 


ARGUMENTS ror MILEAGE RATES 


We now turn to the arguments of the 
advocates of the mileage theory in 


10 Coal is one of the important commodities 
for which mileage rates are generally considered 
to be unsuited, although attempts are being 
made here and there to apply mileage rates to 
the transportation of this commodity. 
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ratemaking, which, as the writer has 
noted them, are as follows: 

1. The observance of distance in the 
making of rates is the most practicable 
way of avoiding unlawful diserimina- 
lions in rates. 

The regulatory law of the Nation and 
of most if not all of the states prohibits 
unjust discriminations in rates. The 
advocates of the mileage theory claim 
that most of the complaints that have 
been filed with regulatory commissions 
have involved rate discriminations; 
that the most hampering effect upon 
commerce which rates may have is 
traceable, in the majority of cases, to 
discriminations of various kinds;.that 
it is in the public interest, including the 
interest of the carriers, that some prac- 
ticable means be adopted to prevent 
these complaints, and that distance 
furnishes the most practicable means to 
accomplish such purpose that has yet 
been discovered. 

Distance is a rate criterion that is 
susceptible of more uniform and uni- 
versal application (if that is what is 
needed in ratemaking and rate regula- 
tion to avoid unlawful discriminations) 
than anything else yet proposed.” 

2. The use of mileage rates has a tend- 
ency to stabilize the rate structure, and 
thus enables business to proceed in the 
course of its normal development with- 
out fear of frequent disturbances 
caused by rate readjustments. 

The stabilization of rates is one of the 
important objects of the regulatory 
law, and the advocates of mileage rates 
contend that experience has demon- 
strated that the other systems of rate- 
making which have been tried in the 

1 In discussing this question in its report in the © 
Southern Class Rate Investigation, 100 I. C. C. 
513, the Interstate Commerce Commission, at 
page 611, made this statement: “In public 
regulation, because of the desire to avoid un- 
lawful discrimination, the tendency has been 


toward closer adherence to the distance prin- 
ciple.” 
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past do not accomplish that degree of 
stability which the business part of the 
public expects. 

3. Rates made upon a mileage basis 
have the great practical advantage of being 
readily understood by the public. 

The public is prone to condemn that 
which it does not understand, especially 
when its pocketbook is affected. The 
more the public understands about 
rates, therefore, the less likely it is to 
create disturbances by uninformed 
agitation. Mystery about rates and 
the principles upon which they are 
founded cannot foster good relations 
between carriers and the public they 
serve. ‘Those who have had experience 
in the regulation of public-utility rates 
are perhaps more sensitive to the im- 
portance of simplicity in rates than are 
those who exercise authority over 
freight rates, but it is important in 
connection with rates: of the Jatter 
kind. 

4, Mileage rates have a tendency, to 
check wasteful transportation. 

Waste is an economic burden. View- 
ing the matter broadly, it seems that 
the avoidance of waste in transporta- 
tion, if it could be accomplished in 
making rates without exceeding the 
bounds of legal] propriety, would ulti- 
mately redound to the public good and 
would therefore be desirable. The 
danger is in doing violence to sound 
ratemaking principles; but so far as 
such an objective may be approached 


without violating the proprieties that 


have come to be recognized in making 
rates, this argument possesses merit. 

5. The use of mileage scales affords 
the most practicable basis for harmoniz- 
ing the various intrastate rate structures 
of the country with the interstate siruc- 
ture. 

The Federal law, as interpreted by 
the United States Supreme Court and 
by the Interstate Commerce Com- 
mission, demands reasonable harmony 
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between intrastate and interstate rates. 
Many people who have been brought 
face to face with the practical problem 
of effecting such harmony have been 
forced to the conclusion that mileage 
rates afford the most convenient meth- 
od of meeting that problem. 

Fitting one rate structure into an- 
other is quite a difficult task where the 
two structures are made upon different 
principles. Distance represents a com- 
mon rule, whatever may be the ob- 
jections to it, that affords an easy and 
simple basis of harmonizing inter- 
state with intrastate rate structures. 

6. By common consent, distance is the 
most accurate and reliable criterion yet 
discovered for determining the average 
underlying costs of transportation serv- 
ice, and it furnishes, at the same time, 
the most accurate measure of the quan- 
tity of service rendered. 

In justification of this contention, it 
is pointed out by those who favor the 
use of mileage rates that in most of the 
rate cases that have been heard and 
determined by regulatory commissions, 
the representatives of both carriers and 
shippers have generally resorted to 
distance comparisons to justify or con- 
demn the rates involved. It is claimed 
that this is in effect a tacit recognition 
of the fact that distance should be made 
the dominant factor in ratemaking. 
While it 1s not disputed that distance 
does not accurately measure transpor- 
tation costs in each and every instance, 
yet it is claimed that it does furnish a 
fairly reliable measure of the average 
underlying costs, as well as the quan- 
tity of service rendered. The averag- 
ing of costs in large rate groups or 
territories is justified, according to 
many authorities on the subject, by the 
apparent purpose of the Interstate 
Commerce Act as amended by the 
Transportation Act of 1920 to bring 
about more uniformity in the general 
level of rates and thus remove as many 


r 
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barriers as possible against the free 
movement of traffic.” 


RELATION or Commopiry RATES to 
Frest-Crass RATES 


A recent tendency has developed in 
the construction of mileage scales that 
is undoubtedly responsible for much of 
the criticism of the mileage theory of 
ratemaking. It has provoked oppo- 
sition even from the advocates of 
mileage rates. ‘This is the practice of 
making commodity rates in direct 
relation to first-class rates. 

Considerable latitude may be ob- 
served with entire propriety in the 
construction of mileage scales. In 
fact, mileage scales in the past have 
differed from one another very radi- 
cally. Many of the proponents of 
mileage rates believe that there should 
be some variety in commodity mileage 
scales. To compress all rates into one 
mold, while perhaps producing sym- 
metry of structure, would, according to 
this view, seriously disturb commercial 
conditions. 

The observance of a fixed relation 
with first-class rates, it is claimed, 


2 On the question of making rates for large 

territories by averaging the transportation 
conditions, the Interstate Commerce Commis- 
sion, in Consolidated Southwestern Cases, 123 
I. C. C. 203, said (p. $81): 
- There are, of course, variations in the density 
of traffic, in the population per mile of railroad 
and per square mile, in the earnings per mile of 
road, and in other factors to which consideration 
should be given in determining rates. Some 
lines are main lines of heavy density, others are 
branch lines of less density, and still others are 
short-line roads, usually with comparatively 
little traffic. It would be, however, manifestly 
undesirable and impracticable, even were it in 
harmony with the act, to prescribe rates de- 
pendent upon the density of traffic on particular 
lines. Rather, the average conditions in each 
part of the country should prevail. As noted, 
those average conditions are sufficiently similar 
in the area above indicated to warrant the con- 
clusion that the same level of rates should prevail 
throughout.” ° 
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prevents the giving of adequate con- 
sideration to the special circumstances 
and conditions that generally sur- 
round the movement of particular com- 
modities, and is, in reality, a change in 
the classification of the commodit es. 
If there is any reason for departing 
from the regular classification basis, 
according to the argument of those 
opposed to this tendency, then -the 
ratemakers should go far enough to 
recognize all of the special circum- 
stances and conditions that attend the 
marketing and transportation of the 
commodities involved. Fragmentary 
or partial consideration of conditions 
cannot, it 1s urged, produce a satis- 
factory system of rates, 

If all commodities moved under 
substantially similar circumstances and 
conditions, there would be no founda- 
tion for this argument; but such is not 
the case. If these differences could be 
adequately and satisfactorily recog- 
nized by changes in classification, that 
is, by merely changing the rate plane, 
the argument would have to fall; but 
that could hardly be true of all com- 
modities. In some instances, if not in 
a great many, the gradations of the 
first-class rates and the relationships 
which an observance of such gradations 
produces, run counter to the conditions 

18Jn summing up the meaning of the Act to 
Regulate Commerce (now the Interstate Com- 
merce Act) with respect to rates and rate regula- 
tion, the United States Supreme Court, in the 
case of T. & P. Ry. Co. v. I. C. C., 162 U. S. 197, 
at page 219, said: l 

“The very terms of the statute, that charges 
must be reasonable, that. discrimination must 
not be unjust, and that preference or advantage 
to any particular person, firm, corporation or 
locality must not be undue or unreasonable, 
necessarily imply that strict uniformity is not 
to be enforced; but that all circumstances and 
conditions which reasonable men would regard 
as affecting the welfare of the carrying com- 
panies, and of the producers, shippers and con- 
sumers, should be considered by a tribunal 
appointed to carry into effect and enforce the 
provisions of the act.” 
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surrounding the movement of particu- 
lar commodities. 


FOURTH SECTION OF THE [NTERSTATE 
Commerce ÅCT 


This discussion of mileage rates 
would not be complete without ref- 
erence to what some thoughtful traffic 
men believe is one of the contributing 
causes to the swing of the pendulum 
toward distance as the dominant factor 
in ratemaking. This is the fourth 
section of the Interstate Commerce Act. 

The action of Congress in gradually 
increasing the rigidity of the fourth 
section has undoubtedly had some 
effect in focusing attention on distance 
as a ratemaking factor, if it has not 
actually contributed something toward 
the extensive employment of mileage 
rates in recent years. The long-and- 


short-haul rule of this section is based ` 


entirely upon distance, and while one 
could not assert with authority that in 
enacting such rule Congress expressed 
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a preference for mileage rates over 
other kinds of rates, yet it cannot be 
denied that Congress has, by this rule, 
made distance the criterion by which 
relationships between short-haul and 
Jong-haul rates, particularly when the 
shorter hauls are included within the 
longer, are to be determined. 

In appraising the effect of the fourth 
section in this matter, however, it 
should be remembered that neither the 
Interstate Commerce Commission nor 
the carriers can be blamed for observ- 
ing a law of Congress. There may be 
grounds for differences of opinion 
about the proper construction of the 
fourth section or its correct application 
in particular situations, but it is a rule 
of law and must be observed wherever 
and whenever it is properly applicable." 


4 An example of differences of opinion about 
the proper application of the fourth section, even 
among members of the Interstate Commerce 
Commission, may be found in the majority and 
minority reports in Rates on Lumber and Other 
Forest Products, 165 I. C. C. 561. 
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_ The American Merchant Marine 


By R. J. 


HE American Merchant Marine 

has been an industry of violent 
fluctuation. Its problems are many. 
Its prospects are dependent upon a 
variety of factors, many of which are 
without the trade itself. 

Few American institutions can 
match the tempestuous career of our 
mercantile establishment. Our mari- 
ners have known the thrill of suprem- 
acy. They have tasted the bitterness 
of defeat. More than once we have 
ruled the seas. More than once we 
have choked our ports with alien bot- 
toms. For half a century, before the 


World War, our flag was a strangers 


on the routes of trade. 


History 


Shipping is our oldest industry. It 
is today one of our newest. The first 
American vessel left the, ways in 
1607. In 1713 Gloucester, launched 
the world’s finest schooner. There- 
after the forests of New England were 
destined to stud the seas with spars. 
Hundreds were built for Colonial own- 
ership, and other hundreds on foreign 
order. The “Earl of Bute,” con- 
structed at Bath in 1762, marked the 
beginning of contract shipbuilding m 
the United States. The happy com- 
bination of forest and river prevailing 
in New England was ideal for ship- 
building purposes. Until the appear- 
ance of iron vessels, American yards 
preserved their advantage. We built 
the first iron ship, the. “John Ran- 
dolph,” in 1834; but, as with the sub- 
marine and the airplane, utilization was 
left to foreign goverrments. . 

The Colonists were not long in chal- 
lenging the supremacy of the Mother 
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Country at sea. In the single year 
1769, American yards launched a total 
of 389 vessels. Yankee seamen ac- 
quired a reputation for enterprise and 
skill. They dominated the North At- 
lantic and soon ruled the whaling 
industry. The saving of this trade 
to British control was one of the 
chief reasons advanced by Edward 
Burke for conciliation of the Colonies. 
Burke’s eloquence failed, and war 
brought added impetus to the develop- 
ment of the American fleet. 

The merchant marine was a potent 


_factor in the Revolutionary War. The 


Colonists entered the war without a 
single armed vessel. Converted mer- 
chantmen were loosed ih great num- ° 
bers, however, and spread havoc 
among enemy vessels. More than:800 
British ships were captured or de- 
stroyed. The War of 1812 brought 
a similar experience. American pri- 
vateersmen scuttled enemy shipping 
within sight of their home ports, ac- 
counting for prizes valued at $40,- 
000,000 and taking more than thirty 
thousand prisoners in the process. 
Nava] prizes, in comparison, amounted 
to less than $7,000,000, while prisoners 
taken by the Army totaled but six 
thousand men. 

The heyday of American shipping 
was ushered in by the famous “Rain- 
bow,” first of the clipper ships. The 
“Rainbow” was launched in New York 
in 1845. She was designed by John 
Willis Griffiths, perhaps America’s 
greatest designer. The clipper ships 
inaugurated a whole new science of 
naval architecture,and for two decades 
they made the United States supreme 
at sea. 
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' After the Civil War, American in- 
genuity turned to the colonization of 
the West. Gradually we dwindled in 
sea power until, at the outbreak of 
the World War, we were left with ex- 
actly seventeen ships in foreign trade. 
Emergency building of the war period 
again populated the ocean with our 
vessels. We have hung on rather 
grimly since the war, and today, 
despite wholesale scrapping of war- 
built tonnage, American shipping has 
gained a foothold in essential trade 
routes. 


STATUS or AMERICAN SHIPPING 


Tue AMERICAN Mercuant Marine 


The seagoing merchant marine to-- 


day consists of approximately seven- 
teen hundred vessels, aggregating about 
9,500,000 tons. Some six hundred of 
these vessels are at the present time 
laid up. Most of them are privately 
owned, as the Government has prac- 
tically retired from the business of ship 
operation. About five hundred ships 


+ 


are engaged in foreign trade. The bal-’° 


ance, of which.many are tankers, are 
engaged in the coastal and intercoastal 
trades. These figures are for seagoing 
vessels only, of 1,000 gross tons or more. 
The total American fleet, including 
lake and river tonnage, consists of 
some 25,000 documented vessels of 
15,000,000 gross tons. 

Ships engaged in foreign trade now 
carry our products to ports in 125 for- 
eign countries, territories, and islands. 
These vessels have a book value of 
two thirds of a billion dollars. They 
give employment to thousands of men, 
and keep within the country millions 
of dollars in freight and passenger rev- 
enues. Commercial shipyards repre- 
sent an investment of $100,000,000. 
Federal, state, and municipal authori- 
ties have expended upwards of $600,- 
000,000 on seacoast harbor and channel 
improvements. The value of water 
terminal facilities runs into the billions. 
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Army engineers in a recent survey fixed 
the value of seaport terminals used 
wholly for foreign trade at nearly 
$1,000,000,000. 

The merchant marine has become an 
industry of the first magnitude, oc- 
cupying an important place in the eco- 
nomic structure of the nation. It is 
no less important from the standpoint 
of national defense. The vigor with 
which foreign powers prosecute their 
mercantile policies indicates the true 
importanceof shipping in international 
relationships. 

Ships have become an outstanding 
factor in preserving a favorable bal- 
ance of trade. England has for cen- 
turies shown an adverse balance in the 
exchange of goods. The exchange of 
services has been a different story. 
England has played wagoner to the 
world, and the earnings of her ships 
have consistently assured her a favor- 
able place in the balance of interna- 


tionalpayments. American vesselsare 


today doing the same thing for this 
country, despite the fact that they do 
not compete for the cargo of other na- 
tions. We spend around $500,000,000 
a year on ocean transportation. Do- 
mestic-flag vessels receive about a third 
of this expenditure, an amount which 
in 1932 was just sufficient to give us 
a favorable instead of an adverse trade 
balance. 

A domestic-flag marine is also im- 
portant from the employment stand- 
point. . Approximately 200,000 men 
now find work aboard ship, on harbor 
craft, on the piers, and in the offices 
of American steamship companies. 
Home-owned shipping also supports 
the shipbuilding industry, which has 
given employment to 25,000 men dur- 
ing the past four years. More than 
80 percent of the cost of a ship goes 
to labor, and shipbuilding materials 
are drawn from every state in the 
Union. ‘Ship supplies are likewise 
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brought to seaboard from every part 
of the country. Foreign vessels pro- 
vision in the country of origin, and re- 
pairs are made inthe home port. Two 
foreign liners operating out of New 
York were recently taken across the 
Atlantic for overhauling. One, on the 
Bermuda run, has never been in Eng- 
land except for the expenditure of 
repairmoneys. Yet American passen- 
gers account for 90 per cent of her 
operating revenues. 


IMPORTANCE IN Forren TRADE 
AND NATIONAL DEFENSE 


Ships are also of invaluable aid in 
the development of foreign markets. 
Dependable, economical service is nec- 
essary for survival in international 
competition, where the slightest handi- 
cap may spellcommercialrum. A na- 
tive marine gives us a voice in the 
determination of rates, assures us a de- 
livery service not beholden to other 
interests, and protects our products 
against those interruptions to service 
that have proved so costly in the past. 
Several times in our history, American 
business has been paralyzed through 
a sudden withdrawal of alien’ ton- 
nage from our shores. Incredible 
damage to our industrial mechanism 
has been the result. Our worst ex- 
periences of this sort occurred dur- 
ing the Boer War, the Russo-Japanese 
War, the World War, and the British 
coal strike. 

During the World War it was esti- 
mated by the Secretary of the Treas- 
ury that a lack of ships cost our people 
from $300,000,000 to $500,000,000 in 
one year. The total loss to our farm- 
ers and merchants was estimated to 
have been at least a bilion dollars. 
The farmer suffered most because of 
the perishable nature of his products. 
The markets of the world were crying 
for our goods, yet these goods glutted 
the home market because we were un- 


Tue ANNALS OF THE AMERICAN ACADEMY 


able to offer delivery. It was this in- 
tolerable situation, plus the exigencies 
of war, that drove us into the most 
colossal shipbuilding program of his- 
tory. 

We were forced to build under the 
most adverse conditions, with materi- 
als at peak prices and labor scarce and 
untrained. Before we could lay a sin- 
gle keel we had to build the yards 
themselves. To get to the yards we 
had to have railroads. Cities were 
erected to house men and machinery. 
When it was all over we found our- 
selves with a fleet of 2,500 ships and a 
bill for $3,000,000,000. We are today ` 
paying about $100,000,000 a year in 
interest alone on that bill. When the 
bonds with which it was built are 
finally retired, our war-inspired marine 
will have cost in the neighborhood of 
$6,000,000,000. Most of the vessels 
have already been scrapped, and all 
will have disappeared from the seas be- 
fore the account is closed. A sizable 
merchane marine.could have been pre- 
served throughout our history as a Re- 
public for half the cost of this single 
experience. 

The importance of ships to national 
defense must not be overlooked, no 
matter how pacific our intentions. The 
haval treaties have tended to encour- 
age competitive buildmg in merchant 
ships, especially in the super-liner class. 
The United States has launched no 
vessels in this category. Other powers 
are operating on the North Atlantic 
no less than eighteen great liners, each 
of more than 25,000 tons. Because of 
their great size and their speed, these 
vessels would be of great military value 
in any emergency that might arise: 
Rear Admiral Alfred T. Mahan, the 
great naval authority, defined sea 
power as a combination of fighting 
ships, plus bases, plus auxiliary ton: 
nage. Modern tacticians credit the 
merchant marie with 30 to 40 per 
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cent of the effective strength of the 
Navy in time of war. 


SHIPPING PROBLEMS 


The problems of American shipping 
are complex and constant. Few in- 
dustries are so restricted by statute. 
Feware so intenselycompetitive. This 
is especially true of ships in foreign 
trade. The vicissitudes of this trade 
are matched by those of no other 
American industry. Our foreign fleet 
has at times dominated the seas. It 
has disappeared from the seas. Once 
more American shipping is in the as- 
cendancy. What the next decade will 
bring is beyond prediction. 

Maritime competition is manifold. 
Ships must compete with one another. 
They must compete with the ships of 
othernations. Finally,they must com- 
pete with other forms of transporta- 
tion. The most grueling rivalry is that 
of low-wage foreign carriers. Ameri- 
can vessels cost from 50 to 60 per cent 
more to build. They are more ex- 
pensive to operate than the vessels of 
countries with a lower standard of liv- 
ing. Englishships are suffering greatly 
from the competition of Japanese, 
Greek, and other vessels. Yet Ameri- 
can costs are half again as great as 
those on British ships. It was to over- 
come this handicap that the American 
Congress in 1928 provided for a system 
of mail contracts for ships in foreign 
trade. 

The Jones-White Act has been in- 
strumental in preserving ship services 
over essential trade routes. Ships are 
paid upon a mileage basis, and accord- 
ing to speed and size. All ships so 
aided are required to maintain mini- 
mum sailings, and are available to the 
Government in time of national emer- 
gency. . The act has also been respon- 
sible for the construction of forty-two 
new vessels during the past five years, 
resulting in an expenditure of more 
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than $200,000,000 and employment of 
thousands of men. ‘This business was 


` not confined to seaboard. On the con- 


trary, it was spread out through the 
entire country, and more than 80 per 
cent of the gross expenditure went into 
the pockets of labor. Half of the labor 
charge was in the yard itself; the rest 
went for materials and supplies drawn 
in from a continental radius. 

The merchant marine program has 
naturally suffered some criticism, both 
here and abroad. Domestic critics 
have questioned the expenditure of 
public funds during a period of eco- 
nomic retrenchment. Foreign critics 
have condemned the principle of gov- 
ernment aid and have made frequent 
efforts to have the aid abolished. The 
last attempt along this line was made 
at the World Monetary and Economic 
Conference. It was aimed at France, 
Germany, and Italy as well as the 


United States, and failed when these 


countries added their voice to the 
American position. 

Some foreign spokesmen have also 
accused the United States of dumping 
ship services and with being responsi- 
ble for the present chaotic condition 
of world shipping. American ship- 
owners point out that, outside of our 
war program, we have built and are 
building fewer ships than any other 
maritime power. We are now tenth 
on the list of shipbuilding nations, be- 
lowDenmark. During 1932,moreover, 
we scrapped four times as much ton- 
nage as we built. For ten years our. 
merchant marine has been growing 
smaller, while other nations have gone 
on building ships to the limit of a 
solvent treasury. Since 1922 Great 
Britain has outbuilt us ten to one in 
numbers and fourteen to one in ton- 
nage. There is little evidence of Amer- 
ican dumping in these figures. 

From the domestic standpoint, spon- 
sors of the Govérnment’s maritime 
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program declare that the present sup- 
portisanactualeconomy. They point 
out that the present expenditure is 
but one fifth of the annual interest 
payment stilldue on the war-built fleet, 
that this expenditure -is less than half 
of the average operating deficits of the 
Shipping Board, and that, although 
commercial tonnage is indispensable to 
national defense, merchant marine ex- 
penditures equal but 3 per cent of our 
current military budget. The mail 
contracts this year represent a per cap- 
ita expenditure of 17 cents. 

Another problem of American ship- 
ping is found in the competition, of 
Government vessels. Transport serv- 
ices are maintained by both the Army 
and the Navy, and a ship line is oper- 
ated by the Panama Railroad. These 
services annually take from privately 
owned shipping some ten or twelve 
million dollars in revenue. The United 
States is the only government main- 
taining transport services in time of 
peace. 

American shipping is further handi- 
capped by the-operation of certain ar- 
chaic Federallaws. Some of these laws 
have to do with the Steamboat In- 
spection Service. Others concern the 
measurement of shiptonnage, the oper- 
ation of the Bureau of Navigation, and 
the Seamen’s Act. The primitiveness 
of the law establishing the Steamboat 
Inspection Service may be inferred 
from the provision requiring that “the 
` safety valve shall be opened when the 
vessel stops.” Chaos in the rules of 
measurement has seriously compli- 


cated the use of certain vessels in for- - 


eign trade, while the assemblage of 
legislation loosely termed “Navigation 
Laws” needs a thorough ‘overhauling. 
That need is eloquently attested by 
the provision, adopted in 1793, requir- 
ing for the registration of modern ves- 
sels a certificate from the master car- 
penter in charge of construction. Since 
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present-day vessels are not built by 
carpenters, this requirement is obvi- 
ously inoperative. 

Still other handicaps are found in 
the higher cost of drydocking and re- 
pairs in the United States, in the flow 
of capital to internal enterprise, and 
in the general apathy of the American 
people toward the sea. Foreign trav- 
elers almost invariably sail and ship 
on vessels of their own flag. Ameri- 
cans have hitherto taken little interest 
in the registry of ships which they 
patronize. The result has been that 
foreign nations reserve practically all 
their own transport business, and in 
addition secure a goodly percentage of 
ours. 


SHIPPING PROSPECTS 


While no American steamship com- 
pany is at this time showing any sub- 
stantial profit, and most companies are 
barely able to survive, the future is 
not without its ray of hope. Shipping 
has never been an especially lucrative 
investment, due to the rigors of low- 
wage foreign competition and to the 
superior opportunities in internal ex- 
pansion. Yet, by virtue of the Gov- 
ernment’s present policy, our fleet has 
been preserved through a major eco- 
nomic disturbance, and today stands 
ready to profit from the recovery which 
is apparently at last under way. 

The principal problem of all ship- 
ping has been the terrific shrinkage in 
world trade. Our foreign trade, which 
in 1929 amounted to more than $9,000,- 
000,000, shrank in 1932 to slightly 
more than $3,000,000,000. This latter 
figure is the lowest for more than a 
quarter of a century. There has re- 
cently been an encouraging pick-up, 
resulting in the commissioning of sev- 
eral laid-up vessels. Even a modest 
improvement in current figures would 
put a vast amount of cargo into the 
holds of American vessels. 
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Another encouraging factor is the 
trend to American bottoms. Before 
the World War we were carrying less 
than 10 per cent of our own exports 
and imports. Today American vessels 
get a third of the American business. 
The trend of foreign trade should give 
us a larger percentage in the future. 
In trading with such countries as Eng- 
land and Germany, we must compete 
with the customer’s own transporta- 
tion facilities for a share of the trans- 
port business. We are now looking to 
the industrially retarded nations as a 
source for future business. The Rus- 
sian, Chinese,and Latin American mar- 
kets can absorb vast quantities of 
manufactured articles. These coun- 
tries have few ships. It follows, there- 
fore, that the business which we do 
with them will m large measure go to 
American vessels, 

Even our trade with mercantile na- 
tions 1s susceptible of further diversion 
to American bottoms. We havea half 
interest In every cargo shipped from 
or imported to our shores. Manifestly, 
we cannot transship in the middle of 
the ocean. There is no equitable rea- 
son, however, why any maritime na- 
tion should not carry at least 50 per 
cent of its commerce with other mari- 
time nations. American vessels are 
confined to our own imports and ex- 
ports. Two thirds of Great Britain’s 
marine must find employment in out- 
side trades. 

There is a large opportunity for ex- 
pansion in the passenger carrying 
trades. American ships in the North 
Atlantic are carrying but a small frac- 
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tion of the available trade. American 
travelers, meanwhile, pay about 85 
per cent of all first-class cabins. The 
super-liner lists are composed almost 
exclusively of Americans. The great 
lmers of English, French, German, and 
Italian owners could not exist with- 
out American patronage. The United 
States has not built any ships in the 
luxury liner class. Our builders have 
nevertheless produced some splendid 
new ships during recent years, and 
they have met with ready acceptance 
on the part of the traveling public. 

Summing up,the prospects for Amer- 
ican shipping, it is safe to say that— 
with continued support from the Gov- 
ernment——-our merchant marine is on 
the seas to stay. For the first time in 
seventy-five years, we have a well- 
balanced, privately owned establish- 
ment. With some slight help to oyer- 
come the enormous handicap of oper- 
ating under the American standard of 
living, these vessels can hold their own 
with any ships afloat. They are in an 
admirable position to take advantage 
of improved conditions.. They are an 
important part of the nation’s defense 
mechanism,andan asset of tremendous 
value in the development of foreign 
markets. Finally, they give employ- 
ment to thousands of workers and keep 
in this country an annual transporta- 
tion bill of $100,000,000 that would 
otherwise go abroad. The merchant 
marine has become a vital factor in the 
political economy and in the foreign 
relationships of the American people. 
Its status and its problems are of in- 
terest to every American. 


Mr. R. J. Baker has been secretary of the American 
Steamship Owners’ Association for the past seven years. 
Prior to his present connection he was manager of the 
Foreign Trade Bureau of the Export and Import 
activities of the Baltimore Association of Commerce. 
He has contributed many articles to the periodical and 
daily press, on maritime and export subjects. ° 
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Inland Waterway Transportation—A National Problem 
By T. Q. ASHBURN 


{VOR the proper development of 
transportation upon our inland 
waterways there must be navigable 
streams, suitably designed equipment, 
rail-motor-water interchange termi- 
nals, balanced freight, fair interchange 
relations between rail, water, and 
motor, and an equitable division of 
accruing revenue for joint service 
performed. 

All of these except the first have to 
a large extent been brought about in 
the Mississippi Valley through the pio- 
neering of the Inland Waterways Cor- 
poration upon the Mississippi River 
from the Twin Cities to New Orleans; 
on the Illinois-Chicago River from St. 
Louis to Chicago, through Lake Pont- 
chartrain and Mississippi Sound from 
New Orleans to Mobile, and thence 
up the Warrior System to Birmingport, 
Alabama. Next year the operations 
will doubtless be extended on the Mis- 
souri River to Kansas City. 

Our rivers can be utilized only by 
common, contract, and private car- 
riers, which are named in the order of 
their relative importance to the public. 
The Inland Waterways Corporation is 
the greatest common carrier on interior 
rivers and canals in the world. 

To get the fullest benefit of our in- 
terior water transportation, our de- 
veloped waterway arteries should have 
common carriers operating upon them 
as regularly and as efficiently as great 
railroad systems operate; and these 
should be supplemented, by contract 
and private carriers. The construc- 
tion and maintenance of our inland 
waterways lies in theehands of the En- 
gineers of the United States Army, but 
the operation of Government owned 


facilities upon these streams for pio- 
neering and demonstrative purposes is 
the concern solely of the Inland Water- 
ways Corporation. 

During the war recourse was had to 
such completed waterways as were 
existent to relieve rail congestion 
caused by our efforts to move troops 
and supplies overseas. After the war 
the Inland Waterways Corporation 
was created to carry into effect the pol- 
icy of Congress to promote, encourage, 
and develop water transportation and 
to foster and preserve in full vigor both 
rail and water transportation. As it 
gradually expanded its usefulness and 
passed from a money-losing proposi- 
tion to a self-supporting and profitable 
basis, the first sharp clash arose over 
whether certain so-called “hidden 
costs” were involved in the question 
of actual costs of such water trans- 
portation. 


CONTROVERSY OVER Costs 


For 120 years the Government has 
consistently spent large sums of money 
in developing its harbors and interior 
streams, and it continues to spend 
money for such purposes; in fact, it has 
invested approximately a billion and a 
half dollars, in order that a cheaper 
means of transportation might be 
created, with the continuing thought 
in mind that these waterways should 
be forever free for utilization by all the 
people of the United States. Water 
transportation had waxed and waned, 
and common carriers had practically 
disappeared from the great Father of 
Waters and its tributaries, before the 
Inland Waterways Corporation was 
created to answer the question, “Can 
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such cheaper transportation be cre- 
ated?” On this subject two widely 
divergent schools of thought have 
arisen. 

The first school of thought holds as 
follows: 

The money which has been spent to 
create these navigable streams, to pro- 
vide flood control, to maintain chan- 
nels, and so forth, has already been 
spent, and the only possible way m 
which to get a return upon the money 
so invested is to utilize the water 
rights of way so created, in the manner 
for which they were created and free of 
any charges. The utilization of what 
has been created adds nothing to the 
cost of creation, of maintenance, taxes, 
or other charges. In order to reap the 
full benefit of all the money which has 
been spent, this school holds, it is 
necessary to carry to completion the 


main arteries in the order of their im- ` 


portance, in accordance with sound 
economics and sound engineering prin- 
ciples, and to build outward from the 
main arteries as sound business judg- 
ment dictates, and any agency, other 
than the one which destroyed water 
transportation, should be allowed their 
free use so that the benefits of such 
cheaper water transportation shall be 
available to all the people. 

The second school of thought admits 
that the money has been spent (largely 
improperly it is claimed), but insists 
that the facilities which utilize such 
waterways should have included in 
their operating expenses such items as 
taxes, maintenance of waterway, inter- 
est and sinking funds on waterway, and 
interest on the money invested in the 
floating facilities, terminals, etc. This 
school claims that if such charges were 
Imposed upon water carriers the re- 
sultant operating costs would be higher 
than the operating costs of the rail- 
ways, and hence the utilization of such 
waterways under the privileges the 


first school deems rightfully to belong 
to waterway transportation, consti- 
tutes an unfair competition with rail 
transportation. 

From these two divergent ideas 
spring all the controversy around “hid- 
den costs,” and the ramifications in- 
volving subsidies, banks, building and 
loan associations, security holders’ as- 
sociations, widows and orphans, and so 
forth. 


RAI AND WATER COMPETITION 


The Federal Barge Lines, operated 
by the Inland Waterways Corporation 
in its pioneering and demonstration as 
a transportation agency, have induced 
private capital to venture again into 
the transportation by water on our in- 
terior streams and canals, and although 
its revenue from such water-borne 
freight is negligible as compared to 
the total rail revenue (.134 of 1 per 
cent) , we are asked to believe that this 
negligible amount of freight carried by 
the Inland Waterways Corporation is 
an important contributing factor in the 
present plight of the railroads. This 
is a red herring drawn across the trail 
to divert attention from the main point 
at issue. 

Briefly, the main and only point at 
issue 7s, Shall water carriers be allowed 
to utilize the water arteries already 
created, free of charge for such water 
rights of way, or shall such costs be 
imposed for their utilization as to de- 
stroy the very purpose for which water 
rights of way were created, 1.e., to fur- 
nish cheaper transportation? It is in- 
teresting to note how much attention 
this main point at issue received from 
the National Transportation Commit- 
tee of which’ President Coolidge and 
Governor Smith were members. Gov- 
ernor Smith, in a supplemental report 
says: 

As to the subject of competition by air, 
water, pipe and highway lines, I believe 
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that the effect of competition of these lines 
upon the railroads has been exaggerated. 


And the Committee as a whole says: 


We believe that if the railroads had re- 
garded themselves more accurately as pur- 
veyors of transportation rather than as 
guardians of a monopoly, they would have 
been more alert to take advantage of every 
development in this field, and that a more 
progressive policy might have turned to 
their own distinctive advantage the very 
things they now regard as a burden and a 
threat. .. . Neither tax nor regulation 
should be applied for any purpose of handi- 
capping the march of progress for the bene- 
fit of the railroads. . . . We cannot solve 
the problem on the theory upon which 
horses are handicapped ina race, In a fair 
field and no favor competition should be 
‘ permitted to decide the result. Regula- 
tion should not attempt to “run the busi- 
ness” of transportation. It should con- 
centrate on protecting the public against 
discrimination and extortion and on requir- 
ing the most efficient service at the lowest 
competitive cost. 


Certainly no fair-minded man can 
dispute the principles here enunciated. 

Public arguments as to the relative 
merits of the various forms of compet- 
itive transportation pointedly ignore 
the fact that the public is entitled to 
the “most efficient service at the low- 
est competitive cost,” and in the dis- 
cussion of competitive cost even such 
distinguished men as Governor Smith 
fail to differentiate between man-made 
canals and God-given rivers. Canals 
are created at vast expense by private 
capital or the government, to accom- 
plish some specific local result, and 
their value as arteries of transportation 
must of course be judged by the same 
fundamental financial considerations 
as any other investment! This is en- 
tirely different from the conservation 
and utilization of our naturalresources, 
which, if properly developed and uti- 
lized, are of great public benefit to all 
the people. i i 
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Economic PARITY or tan MIDDLE 
WEST 


The purchase of the Louisiana Ter- 
ritory was brought about by the in- 
sistent demands of the settlers in the 
Middle West for an outlet by way of 
the Mississippi River to the Gulf of 
Mexico. From the days of its dis- 
covery and the exploration of the Ili- 
nois, men of vision have foreseen the 
great material advantages to be gained 
by direct water communication be- 
tween Lake Michigan and the Gulf of 
Mexico. It was inland water trans- 
portation upon the Mississippi and its 
tributaries that opened up the great 
Middle West and led to the conquer- 
ing of a continent; and the opening of 
this Lakes-to-the-Gulf route for the 
first time links together nineteen great 
cities with a population aggregating 
six and a half million people, offering 
them the benefits of cheap inland 
waterway transportation, which, if 
properly used, should bring about a 
restoration of the economic parity of 
the Middle West, which parity has 
been hampered by the Panama Canal 
and blanketed freight rates. It is true 
that the Drainage Canal, built by 
the Sanitary District of Chicago, is 
included in this great system; but this 
Drainage Canal was built primarily for 
the object of disposing of the sewage 
of Chicago, and it will be maintained 
for that purpose if no boats at all navi- 
gate it. 

Volumes could be written on the sub- 
ject of unbalanced economic parity, 
but it can be summed up briefly thus: 
No part of the United States can pros- 
per to the disadvantage of another 
part without unbalancing the economic 
structure of the whole country, and 
the country is prosperous as a whole 
only when its component parts are 
prosperous. The Middle West is not 
prosperous, and is being penalized. 


INLAND WATERWAY Transportation-—A NATIONAL PROBLEM 


Through the utilization of our interior 
waterways as arteries of commerce, it 
is our purpose to restore that economic 
parity. . 

Within the confines of the Appala- 
chian and the Rocky Mountains lies 
the destiny of this nation. It is the 
storehouse of the nation, producing 70 
per cent of the country’s agricultural 
products, 50 per cent of its manufac- 
tured products, and 60 per cent of its 
exportable surplus. It contains 98 per 
cent of our iron ore deposits, 82 per 
cent of our coal, and 70 per cent of our 
petroleum stores. With sucha wealth 
of raw material, who can doubt that 
with an outlet to the sea and therefore 
to the world at large, the Mississippi 
Valley will become the strength and 
the heart of America? 


A NATIONAL Concern 


The public interest in the proper de- 
velopment of this Valley section is 
deeper than its investment in any form 
of transportation or its need of a par- 
ticular form of service. The matter to 
which we address ourselves is a na- 
tional concern of the first magnitude. 
It was a vague realization of this fact 
that caused the Coolidge Commission 
to say: 


[Re Air Service}—Here again the rail- 
roads are confronted with a development 
of human progress. It cannot be handi- 
capped in their behalf. 

[Re Automotive Transportation}—One 
thing 1s certain. Automotive transporta- 
tion is an advance in the march of prog- 
ress. Jt is here to stay. We cannot in- 
vent restrictions for the benefit of the 
railways. 


With suchclear enunciation of princi- 
ples regarding these means of transpor- 
tation, it is hard to reconcile the Com- 
mittee’s pronouncement on interior 
waterways, especially in view of its 
very clear understanding on the sub- 
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ject of shipways and outer harbors of 
ports. On this subject the Committee 
said: 


This Government has long been com- 
mitted to the improvement and mainte- 
nance of shipways and of at least the outer 
harbors of ports accessible to great natu- 
rally navigable waterways. ‘This involves 
expense, defrayed by taxation of the whole 
nation, but applied at particular points, in 
the development of instrumentalities of m- 
terstate and international commerce, .. . 
and the railroads may be presumed to have 
been located, financed, and constructed 
with this in view. 


The question logically arising from. 
this dictum is: 

Why should the Government of the 
United States confine itself to the de- 
velopment of ports, harbors, shipways, 
and so forth, on the sea coasts, the 
Lakes, and the Gulf, for the benefit of 
these particular sections and the rail- 
roads, and not offer the great Missis- 
sippi Valley the same opportunity to 
get its produce cheaply to the world’s 
market, to get its raw materials for 
manufacture cheaply, and to distribute 
its finished product cheaply, in com- 
petition with the world’s markets? Is 
it not better to build up industry in 
the midst of agriculture than to drive 
industry away from it, thus depriving 
the interior of markets, manufactories, 
and population; with a necessary corol- 
lary that when this is done there will 
be less raw material for manufacture 
in the Middle West, fewer finished 
products, and fewer agricultural prod- 
ucts for exportation or for domestic 
use, to be shipped, with a consequent 
diminution of a demand for all forms 
of transportation? 

When the’ Committee answers this 
question by taking a hypothetical case 
of a Federally constructed canal be- 
tween Topeka and Oklahoma City—a 
stark ditch—for its example of interior 
waterways, it entirely misses the idea 
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that this subject which we. are dis- 
cussing is one of national magnitude. 
They say, “If that canal fairly bore 
the burdens of its cost of construction 
and operation, and yet could furnish 
transportation at an advantage over 
rails, nobody could complain, regard- 
less of the extent to which it diverted 
railroad traffic.” 

Such a canal, constructed with Gov- 
ernment money solely for the purpose 
of giving a chosen few an advantage 
which might destroy a railroad, seems 
to mea highly improper use of Govern- 
mentfunds. This example cogently il- 
lustrates the fact that a great many of 
our highly educated people hopelessly 
confuse improved naturally navigable 
waterways with man-built canals. 


New York Stare Barce CANAL 
‘The New York State Barge Canal 


has been held up as an example of the 


folly of spending public money to cre- 
ate artificial navigation, but I have yet 
to find any outspoken criticism of the 
expenditures of public money to im- 
prove the Hudson River, or for the 
creation of the port of Albany. 

It seems scarcely necessary to re- 
mark that a canal constructed on the 
lines of the present New York Barge 
Canal, with its natural and artificial 
handicaps, has avery small chance of 
demonstrating economical transporta- 
tion. Nevertheless the New York 
Barge Canal served a very useful pur- 
pose in its early days, and the rail 
rates in competition with canal rates 
today have a very marked effect upon 
the whole transportation structure of 
New York and its territory. If the 
savings in freight moved by the rail 
lines in the territory tribfitary to the 
canal were calculated on the basis of 
25 per cent less than gimilar rates ex- 
isting in the country not affected by 
the canal (a statement testified to be- 
fore the Interstate ‘Commerce Com- 
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mission by a railroad vice-president), 
it is certain that the canal has well re- 
paid to the State of New York more 
money than has ever been spent in its 
construction and maintenance. 

It is well to bear in mind in this con- 
nection that the canal was constructed 
by New York State alone, for the ben- 
efit of New York State primarily, and 
was in no sense a national project. 

When we are discussing inland wa- 
terway transportation we need the idea 
that we are discussing the state of the 
Union—not a local problem. It is not 
something that can be dismissed by 
the statement that the rehabilitation 
of interior water transportation might 
harm some railroads, or by harping 
upon so-called “hidden costs,” or by a 
solution of the vexing “long-and-short- 
haul” clause of the Interstate Com- 
merce Act. 


JOINT ‘TRANSPORTATION SERVICE 


The propriety of the utilization of 
our inland waterways as arteries of 
commerce hinges upon the determina- 
tion of the question as to whether or 
not the people of the United States, 
having subsidized every form of trans- 
portation, are entitled to the cheapest 
and best form available, regardless of 
its effect upon any competing form. 

That a large part of our projected 
inland waterways have been completed 
at an enormous cost is admitted; but 
the only way in which wholesome ben- 
efits can be derived from them is to 
utilize them as they have been in- 
tended to be utilized since the incep- 
tion of our governmental policy, as 
free arteries of commerce. We cannot 
admit that our whole policy has been 
a colossal failure, for the people of the 
United States, having been educated, 
have seen and are taking advantage 
of their inland waterway opportunities. 
Because they now seek to convert to 
some good end that which Nature and 


man have provided, there arises this 
bitter rail-water controversy. 

It seems to me that the opposition 
to the proper use of our waterways, 
the endeavor to handicap such use by 
the imposition of charges which either 
do not exist or would exist whether the 
rivers were used or not, is extremely 
shortsighted policy. Particularly do I 
feel that the railways are working 
against their own ultimate good in op- 
posing the proposition of restoring in- 
dustry to the midst of agriculture. 

If there be not much merit in the 
matters herein discussed, how can we 
account for the continued support of 
Congress to appropriations for such 
purposes, for the support of Presidents 
Wilson, Harding, Coolidge, and Hoover, 
and both the distinguished Presidents 
Roosevelt? How can we account for 
the fact that Secretaries of War Baker 
of Ohio, Weeks of Massachusetts, 
Davis of Missouri, Good of Iowa, Hur- 
ley of Oklahoma, and Dern of Utah 
all became water-minded enthusiasts 
when they once saw the national aspect 
of the proposition? Read what Secre- 
tary of War Dern, of land-locked Utah, 
says: 


The completion of the Mississippi Valley 
System will help place industry in the 
midst of agriculture, and this will be good 
for both agriculture and industry. It will 
also be good for the railroads of the Missis- 
sippi Valley, for cheap water transporta- 
tion means the cheap assembly of raw 
materials, and this everywhere is the base 
of that permanent industry which makes 
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business for the railroads. Population and 
pay rolls are incident to industrial develop- 
ment, and the railroads serve an increasing 
population and receive an increasing ton- 
nage of high-class freight. . . . Transpor- 
tation is so vital to all commerce that there 
must be neither injury nor destruction of 
any useful form of transportation. With 
the proper vision, we can so shape our 
transportation policy that there will be 
neither casualties to waterways or neces- 
sary truck service at the hands of the rail- 
roads, nor to railroads at the hands of 
waterways or trucks. The public will be 
best served by the codrdination and co- 
operation of all useful forms of transpor- 
tation. ‘The essence of such a policy is 
compensatory rates for each kind of serv- 
ice and giving the shipper the economies 
inherent in every form. 


This proper vision of the Secretary 
could be incorporated in a declaration 
of Congress and a mandate to the In- 
terstate Commerce Commission to this 
effect: 


It is hereby declared to be the policy of 
Congress to promote, encourage, and de- 
velop all forms of transportation, to the 
end that the public shall have the best and 
cheapest transportation system available, 
and that participating carriers in joint serv- 
ice performed shall receive for their part 
of the service performed a living revenue. 


. The Interstate Commerce Commission is 


hereby directed to establish a coérdinated, 
codperative system of transportation, and 
in its consideration of routes, rates, and 
divisions to be established to effect this 
purpose, to give due weight to the consid- 
erations above set forth. 


Major General T. Q. Ashburn is president of the 
Inland Waterways Corporation, Washington, D. C., 
and of the Warrior River Terminal Company. He 
has served as chairman of the Claims- Board for 
Transportation, and chief of the Inland Coastwise 
Waterway Service. He is author of “History of 
824th Field Artillery” (1919) and “Waterways and 


Inland Seaports” (1925). 


Transportation on the Great Lakes 


By Newton D, BAKER 


HE lakes of the St. Lawrence 

: Basin, including Lakes Superior, 
Michigan, Huron, Erie, and Ontario, 
comprise the greatest fresh water sys- 
tem of the globe. The area of water 
surface exceeds 95,000 square miles, 
while the watershed includes nearly 
800,000 square miles of land and water 
area. 

The water discharge of the system 
through the St. Lawrence River aver- 
ages 239,000 cubic feet per second, and 
the rate of discharge is unusually uni- 
form by reason of the regulating effect 
of the large reservoir area provided by 
the Jakes. 

Lake Superior, the largest Jake in 
the world, discharges into Lake Huron 
through the St. Marys River, about 60 
miles long, with a fall of about 22 feet, 
the greater part of the fall being found 
at the St. Marys Rapids. 

Lakes Huron and Michigan are con- 
nected by the Strait of Mackinac, the 
channel being of such ample dimen- 
sions that these two lakes have prac- 
tically the same surface elevation. 
Lake Huron discharges into Lake Erie 
through the St. Clair and Detroit Riv- 
ers and the enlargement known as Lake 
St. Clair, the fall in the 87 miles of this 
outlet being about 8 feet. Lake Erie 
is connected with Lake Ontario by the 
Niagara River, the fall of 326 feet be- 
ing largely concentrated at Niagara 
Falls. In the St. Lawrence River, 
draining the entire system, the fall is 
244 feet to the sea. 

From the earliest history of the lo- 
cality, this great water system has fur- 
nished the means of transportation 
over wide-flung distatices. The frail 
canoes of the Indians served them in 


the pursuits of peace and war, the 
lakes forming the avenue of friendly 
intercourse or hostileaggression among 
the various tribes occupying the area. 

With the coming of the Europeans 
in the seventeenth century and the 
subsequent development of the fur 
trade, canoes were used in this com- 
merce from the upper lakes to Mon- 
treal and finally to New York. The 
construction of the ill-fated “Griffin” 
in 1679 initiated the use of ships in the 
traffic of the Great Lakes, but prog- 
ress was very slow for the next 160 
years, the commerce being confined to 
supplying the needs of the pioneers 
and carrying to the eastern settlements 
the products of field and forest. 


CANALS, HARBORS, AND CHANNELS 


In these early times the rapids of 
the St. Marys River formed an effec- 
tive barrier to the water passage of 
ships into Lake Superior, and, except 
for a small canoe lock on the Canadian 
side, built in 1798 and destroyed in 
1814, all commodities had to cross the 
portage, about a mile in length. A few 
ships also were moved over land and 
used on Lake Superior to distribute 
throughout the lake settlements the 
supplies needed and return the local 
products to the head of the rapids. 

Efforts to have a ship lock con- 
structed to surmount the rapids were 
made as early as 1841, but these were 
not successful. Such was the primi- 
tiveness of the Northwest at this period 
that when the question of a grant of 
land to the State of Michigan for the 
construction of this lock and its canal 
was under discussion in the halls of 
Congress, so astute a statesman as 
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Henry Clay declared in derision of its 
utility that we might as well attempt 
to project commerce and civilization 
to the moon as up to that wilderness. 

In 1844 iron ore was discovered in 
the vicinity of Marquette on the south 
shore of Lake Superior, and the de- 
velopment of the mining of the ore, 
with possibility of its use in the fur- 
naces of Ohio and Pennsylvania, re- 
sulted in the State of Michigan’s re- 
ceiving from the United States a grant 
of land sufficient to finance the build- 
ing of the canal and locks, which were 
opened to commerce in 1855. The 
canal was 64 feet wide at the bottom, 
100 feet wide at the water surface, and 
13 feet deep, with two tandem locks, 
each 350 feet long by 70 feet wide, 
1144 feet deep, and a lift of about 
9 feet. While the plans for lock con- 
struction were forwarded by the pros- 
pects of iron ore traffic, the completion 
of the canal so facilitated the transport 
of the ore that the latter early became 
in point of tonnage the principal com- 
modity to pass the canal. During the 
first year, iron ore amounted to 1,447 
tons, or about one tenth of the total 
traffic; but the third year it exceeded 
all other commerce, and thereafter, in 
general, held this ascendancy. 

While certain harbors and channels 
of the lower lakes had been under mod- 
erate improvement by the United 
States from about -1824, the ability to 
reach Lake Superior and the conse- 
quent growth in traffic indicated the 
need for deeper channels. The St. 
Marys, St. Clair, and Detroit Rivers, 
originally obstructed by shoals with 
but 10 feet depth or less, were pro- 
gressively improved to give depths of 
16, 20, and 21 feet, while present plans 
call for a depth not less than 25 feet 
throughout. The improvement of im- 
portant harbors to similar depths has 
been carried on concurrently with 
channel deepening. 


+ 
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DEVELOPMENT OF SHIPS 


In the early period practically all 
lake commerce was carried in sail ves- 
sels, of which the largest was of some 
1,800 tons capacity. In1869 the “R. J. 
Hackett,” the prototype of the mod- 
ern freight steamer; was built, and this 
marked the transition from sail to 
steam motive power on the Great 
Lakes. This steamerwas 211 feet long, 
82 feet beam, and 20 feet 5 inches 
depth, and on the draft then available 
carried about 1,000 tons of cargo. 

The constant urge to lower the cost 
of transportation resulted in the build- 
ing of larger ships, this increase in size 
of carriers keeping pace with and fre- 
quently preceding the improvement in 
navigation facilities. In 1887 there 
were but 33 vessels in the Lake Su- 
perior trade carrying more than 2,000 
tons in their maximum cargo. In 1897, ` 
after the completion of a deeper lock, 
the capacity of the largest boats in- 
creased to 6,000 tons, and after the 
opening of the Davis Lock a capacity 
of over 14,000 tons was reached: The 
development of ships has resulted in 
what may be,considered the typical 
freighter with length of 600 feet, width 
of 60 to 65 feet; and molded depth of 
32 feet. Several vessels on the lakes 
exceed these dimensions, a length of 
638 feet and width of 70 feet having 
been attained. There are now engaged 
in the lake commerce 475 bulk freight 
ships of American registry with regis- 
tered tonnage of 2,313,902 tons, and 
237 ships of Canadian registry with 
registered tonnage of 422,712 tons. 

Similar advance has been made in 
the construction of passenger ships. 
The “ Mayflower,” built in 1849. with 
284 feet in length, 35 feet beam, and 12 
feet depth, was the largest vessel of 
her day, and her appointments were 
then considered the acme of steamboat 
construction. There were 85 state- 
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rooms with accommodations for 300 
cabin passengers, and provision in the 
steerage for 350 immigrants. By easy 
stages progress has been made, culmi- 
nating in the construction of two pas- 
senger steamers that ate 550 feet in 
length, 58 feet molded breadth with a 
beam of 100 feet over the guards, and 
a molded depth of 2314 feet: These 
ships are of the side wheel type, have 


650 rooms accommodating 1,200 pas- 
sengers with berths and beds. 


SHIP EMPLOYBES 


In the development of this transpor- 
tation system from which the people 
of the entire country enjoy the advan- 
tage of the lowest rates in existence 
anywhere for commodity movement, 
the thousands of employees of the 
steamship companies have not been 
neglected. The ships are equipped 
with the most advanced labor-saving 
machinery, so that manual work re- 
quired of sailors in earlier times has all 
but vanished, and this without diminu- 
tion of the number of men employed. 

Wages have been kept well above 
the levels of those paid in other mari- 
time trades. Through the coöperation 
of several banks, a system of wage 
saving has been in operation for the 
past twenty years. From about two 
hundred vessels the deposits in 1929 
aggregated $2,418,480. 

The men are comfortably housed in 
clean, dry, well-ventilated rooms, fur- 
nished with good spring beds or berths, 
good mattresses,and cleanlinen. Their 
food is of the best quality, skillfully 
prepared and palatably served, and no 
‘ distinction is made between the offi- 
cers and the men in the food furnished. 

While detached from their vessels 
the sailors have the use of club rooms 
maintained for them in the principal 
lake ports, and in tlfe winter season 
schools for the training of both deck 
and engine-room officers are main- 
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tained. Through these schools there 


have been graduated during the six- 
teen years of their operation 617 with 


original licenses as engineers, 454 as 


deck officers, and 509 officers who have 


_ had the grades of their licenses raised 


~a, total of 1,580. These schools are 
conducted without charge to the stu- 
dent. In fact there is a special fund, 
created by subscription, to which the 
men themselves have to some extent 
contributed, from which assistance 
may be given to such students as find 
themselves, through some unforeseen 
circumstances, unable to carry on to 
the completion of the course. 

Accident prevention is undertaken 
through committees on each vessel— 
not of officers, but of the rank and file, 
upon the assumption that these men 
are the ones most liable to personal in- 
jury, consequently most interested in 
its prevention and best qualified to 
suggest remedies. 

These committees, made up of 
wheelsmen, deckhands, oilers, firemen, 
and coalpassers, have made hundreds 
of recommendations which after favor- 
able review have been adopted and 
promulgated for the general benefit of 
all vessels. In this activity is found 
a fine expression of the codperative at- 
titude of satisfied employees who have 
recognized the sincere interest of the 
ship operators in their welfare and are 
doing their part in the conservation 
not only of life and limb but also of 
the ship and her tackle. 


Loanne ano Unioapine FACILITIES 


With the increasing dimensions of 
the bulk freight vessel there came a 
standardization of type adapted to the 
rapidly growing trade and designed to 
facilitate the processes of loading and 
unloading. This type of ship is so con- 
structed that with hatches extending 
athwartships nearly the full breadth 
of the ship, the deck in preparation 
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for receiving or discharging cargo, is 
thrown almost completely open. 

Loading and unloading facilities 
have kept pace with the demands of 
this highly specialized commerce. The 
loading docks consist of a series of 
pockets over which run the dump cars, 
so arranged that each car in the tram 
dumps into a separate pocket. These 
pockets are supplied with chutes which 
in the process of loading are projected 
into the hold of the vessel, the hatch 
openings of the vessels conforming to 
the width of pockets so that any de- 
sired number may be dropped into the 
ship and operated at one time. 

On a special prearranged test, the 
steamer “D. G. Kerr,” on September 7, 
1921, loaded 12,508 gross tons of iron 
ore at Two Harbors, Minnesota, in six- 
teen and a half minutes. This same 
cargo was unloaded at Conneaut a few 
days later in three hours and five min- 
utes. While the average loading and 
unloading rate is not nearly so fast, it 
is a common occurrence for a vessel to 
receive her cargo in an hour or two and 
discharge it in from three to six hours. 
In the days of the steamer “Hackett,” 
the unloading of her thousand-ton 
cargo required from three to seven 
days, while with present facilities a 
twelve- to fifteen-thousand-ton ore 
cargo is now between meals removed 
from the ship, weighed, and put in the 
storage pile or loaded into freight cars 
for transportation to the furnaces. 

The original method of unloading 
such bulk commodities as iron ore, 
coal, and sand by buckets swung 


from the rigging, hoisted aloft by 


horses, dumped into wheelbarrows and 
wheeled ashore by manual labor, has 
given way to elaborate and highly ef- 
ficient machinery. In 1880 a single 
cable-wired rig was invented by Alex- 
ander E. Brown, which hoisted the 
. bucket from the hold and conveyed it 
with its contents to storage. This in- 
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novation, which revolutionized unload- 


~ 


ing methods, was installed on a dock 


‘at Cleveland in 1882. A few years 


later the self-fillmg bucket, or clam- 
shell, became apart of the unloading 
equipment. .This-was the invention of 
Arthur J. Mason of the firm of Hoover 
& Mason, of Chicago. 

_ In:1899 George H Hulett designed 
a type-df machine differing greatly 
from. either of the foregoing, and this 
again accelerated the process of un- 
loading. A ' massive gantry traveling 
on rails parallel to the face of the wharf 
supports a carriage, which in turn 
carries a tilting girder from the end of 
which hangs a vertical leg with a rotat- 
able clanishell bucket. When filled, 
the loaded clamshell bucket is hoisted 
and carried back over the wharf, de- 
positing its load in cars or on stock pile. 

The present method of loading an- 
thracite coal is through elevated bins, 
similar to the loading of iron ore. 
Bituminous coal, however, is stored in 
railroad cars awaiting loading of the 
steamer. When ready, the cars are 
elevated to a height well above the 
deck of the vessel, and then inverted, 
depositing the coal in an inclined chute 
down which the coal flows to the vessel 
hold. The steamer “W. B. Schiller,” 
at Conneaut, Ohio, on July 9, 1931, 
thus received a cargo of 11,293 net tons 
and 250 tons of fuel in three hours and 
thirty minutes, or at the rate of 3,298 
tons per hour. 

Stone, which has become an impor-, 
tant item of traffic in recent years, is 
delivered by belt conveyors to elevated 
chutes which discharge into the vessel , 
hold. Much of it is carried in self- 
unloading ships which are provided 
with bins that discharge on longitudi- 
nal belts running beneath the bins and 
thence to a transverse belt leading over 
the ship side and out on a movable 
boom depositing - the stone on the 
wharf. 
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In the matter of grain handling, the 
process is for the elevator to project 
one or more spouts into the hold of the 
vessel.. The grain is elevated from the 
bins in the elevator and runs by grav- 
ity into the ship, the spouts so direct- 
ing and distributing the ‘grain as to 
load the vessel evenly. 

The unloading method is, with slight 
variation, the reverse of that of load- 
ing. The leg of the elevator, in which 
there is an endless belt with metal 
buckets at short intervals, is placed 
in the hold of the boat. So long as this 
leg stands in deep grain, the latter feeds 
the buckets and is carried up into the 
elevator, where it is placed in bins or 
directed into railroad cars. When the 
cargo has become so depleted that the 
grain does not automatically feed the 
elevator leg, steam shovels attached 
to long cables are put into the ship and 
the grain scraped to the elevator leg 
by power provided by the elevator. 

At Fort Wiliam and Port Arthur, 
adjoining ports, there is elevator capac- 
ity for 98,550,000 bushels of grain at 
one time. Duluth has storage capac- 
ity for 51,650,000 bushels; Chicago, 
33,325,000. Elevators at the receiving 
port of Buffalo can store 42,973,000 
bushels. The storage capacity of both 
shipping and receiving elevators at 
Great Lakes ports totals 350,265,000 
bushels. 

The navigation period on the Great 
Lakes is restricted to a season of from 
225 to 240 days per year, extending 
roughly from the middle of April to the 
middle of December, During the win- 
ter months the connecting channels are 
ice bound, and aside from a few car 
ferries that operate in the open lakes, 
the trade is suspended and the vessels 
‘are laid up. 


Extent or &rarric 


For the earlier years of the growing 
commerce no records of traffic were 
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made; but from the opening of the first 
lock at Sault Ste. Marie, the Govern- 
ment kept records of the movement of 
commerce between Lake Superior and 
the lower lakes. Only in recent years, 
however, have means been devised for 
gauging the entire lake traffic in the 
principal commodities, iron ore, coal, 
grain, and stone. 

Beginning with the opening of the 
State Lock in 1855, when the Lake 
Superior commerce was less than 
15,000 tons, it annually increased al- 
most by arithmetical progression and 
in twenty years passed the million-ton 
mark. In 1895, forty years after traf- 
fic began, the volume exceeded 15 mil- 
lion tons. .In 1902 it was nearly 36 
million. In 1906 is exceeded 51 mil- 
lion. In 1913 it closely approached 80 
million, and in 1929 reached its maxi- 
mum of 92,622,017 tons, exceeding the ` 
combined commerce of the Panama 
and Suez Canals of that year by nearly < 
25. million tons. 

The traffic of the entire chain of 
Jakes for the year 1929 as compiled by 
the United States Engineer Corps 
amounted to 161,344,261 tons, exclud- 
ing traffic pertaining exclusively to 
Canada, greatly exceeding the entire 
foreign commerce of the Atlantic, Gulf,- 
and Pacific Coast ports, which was 
107,351,685 tons. The perfection with 
which this great commerce is handled 
clearly demonstrates the codrdination 
and the adaptability of the lake fleet 
and the improvement of channels, har- 
bors, and port facilities for the han- 
dling of this very highly specialized 


‘commerce. 


ImprovEMEN?T Costs AND 
TRANSPORTATION Costs 


The benefits of this great waterway 
are self-evident, and the Government, 
fully appreciating this asset, has spent 
money liberally and judiciously in the 
deepening of its harbors and channels 
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and in the construction of new chan- 
nels; in the building of locks and canals 
at the Sault and in the providing of 
lighthouses and fog signals and the 
marking of shoals and reefs. General 
O. M. Poe, a distinguished officer of 
the Corps of Engineers of the United 
States Army, long stationed at Detroit, 
in charge of those waters where the 
greatest of the lake improvements 
have been made, said before his death 
forty years ago: 


Surely such a commerce deserves every 
aid and encouragement that can be ex- 
tended to it. Given a channel of 20 feet 
draft and it needs no prophet to predict a 
still more wonderful growth. Nearly 35 
years I have watched it, but neither I nor 
any one else within my knowledge has been 
able to expand at the same rate. The 
wildest expectations of one year seem ab- 
surdly tame the next. 


A short time after General Poe’s 
death the 20-foot channel was com- 
pleted, and the traffic increased from 
15 million tons in the year in which he 
spoke as above to more than 92 million 
tons twenty years later. In providing 
channel and harbor improvements the 
United States has expended 146 million 
dollars, and in maintenance and opera- 


tion of locks and channels an addi- 


tional 51 million. 

In connection with the develop- 
ment of this great transportation sys- 
tem, private interests have provided 
wharves, equipment, railway facilities, 
and ships at a cost far in excess of the 
Government’s expenditures. 

Iron ore, the principal downbound 
commodity in point of tonnage, is car- 
ried 800 miles on the lakes at a cost of 
less than a mill per ton-mile. Coal, 
the principal upbound freight, is usu- 
ally of insufficient volume to balance 
the traffic, and so is carried at a half 
mill per ton-mile. Grain takes a rate 
of from 18% cents to 3 cents per bushel 
for a trip of 800 to 1,000 miles, and as 
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these rates include unloading, the ton- 
mile rate is less than one mill. The 
savings in transportation Costs result- 
ing from these low rates'as compared 
with the cost of rail transport amount 
in a normal year to some 200 ‘million 
dollars, or more than the ‘entire ex-. 
penditure of the United States in the 
improvement of the waterway. 


Economic SIGNIFICANCE OF GREAT 
Lakes TRANSPORTATION 


So intimately is Great Lakes trans- 
portation related to the basic indus- 
tries, iron, coal, and agriculture, that 
it plays an important part in the eco- 
nomic growth of the United States and 
in promoting the social, industrial, and 
financial standing enjoyed by a vast 
proportion of the people of this coun- 
try. With the iron ore mines located 
a thousand miles from the coal pro- 
ducing areas, the tremendous iron and 
steel business of the nation would have 
been difficult if not impossible of reali- 
zation without the facilities afforded 
by the Great Lakes to bring the raw 
materials together at almost unbe- 
hevably low transportation cost. The 
cheap transport of coal to the North- 
west provides the factories and the 
railroads of that region with their 
power, and expedited a development of 
the Middle West that could not have 
been accomplished otherwise. 

This waterway also enables the 
farmer to ship his grain to the eastern 
milling centers, or a thousand miles to 
the seaboard for export, at such econ- 
omy of freight charges as to place him 
on a parity in the world’s markets with 
his competitors in the grain producing 
regions of Russia, Australia, and the 
Argentine. ‘Grain from seventeen mil- 
lion acres of Western farms is carried 
annually on this waterway, and the 
rate per bushel Ìs less than the postal 
charge on a letter transported in the 
mails. The Great Lakes have united 
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into one vast industrial empire the 
agricultural areas of the West, the iron 
ore mining sections of the North, the 
coal producing regions of Ohio, Penn- 
sylvania, and the Virginias, the manu- 
facturing centers of the Chicago, 
Detroit, Cleveland, and Pittsburgh 
districts, and the transoceanic com- 
merce of the Atlantic. 

The iron production of the United 
States approximates one half that of 
the entire world, and 80 per cent of it 
is manufactured from ore brought 
down the Great Lakes. 

In 1850 the combined population of 
Chicago, Detroit, Cleveland, and Buf- 
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falo was 110,277. By 1880 their aggre- 
gate population was 924,526, and the 
1930 census showed 6,418,605.: ‘To the 
influence of this waterway these’ cities 
and the large manufacturing communi- 
ties with which each is surrounded un- 
doubtedly owe their rapid growth and 
industrial achievements. Thus, under 
our eyes, a great historic process has 
been repeated. A self-contained and 
Integrated civilization has been built 
up around a natural waterway, and the 
Middle West has been able to work out 
a destiny for itself, while making a 
valuable contribution to the material 
strength of the country as a whole. 


Honorable Newton D. Baker is a member of the 
law firm of Baker, Hostetler, Sidlo and Patterson, 
Cleveland, Ohio; of the Court of International Jus- 
tice, The Hague; and of the Law Enforcement Com- 
mission. He served as Mayor of Cleveland for two 
terms, and as Secretary of War during President 


Wilson’s administration. 


HE term “intercoastal trade of 

the United States” is used in a 
distinct sense to include water trans- 
portation between ports of the United 
States on the Atlantic Ocean or the 
Gulf of Mexico on the one hand and 
the Pacific Coast on the other, through 
the Panama Canal. 


IMPORTANCE AND CHARACTERISTICS OF 
THE InrercoastaL TRADE 


The opening of the Panama Canal 
for commerce marked the maugura- 
tion of a new trade route affecting 
transportation conditions in both for- 
eign and domestic trades of the United 
States. The canal shortened distances 
between production and consumption 
regions so materially and reduced 
transportation costs so greatly that it 
made possible the further development 
of large-scale domestic water transpor- 
tation which heretofore had been prof- 
itable only in the Great Lakes and 
coastwise trades. The intercoastal 
trade route, as the domestic route 
through the Panama Canal is desig- 
nated, has grown rapidly until it has 
now assumed a position of national 
importance, bringing into existence 
problems that are vital to the welfare 
of the public and to private interests 
of the water and railroad carriers. 

It was not until 1923 that the impor- 
tance of intercoastal trade became def- 
initely evident. In that year slightly 
over eight million cargo tons of 2,240 
pounds were moved between the east- 
ern and western seaboards of the 
United States. This amount of ton- 
nage represented a large increase over 
the year 1922, when about two and 
one-half million tons were shipped 
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from one coast to the other. Crude 
petroleum accounted for the greatest 
part of the increased tonnage. Since 
1923 the intercoastal movement of 
commodities, under normal busmess 
conditions, has grown to about ten 
million long cargo tons, and it seems 
to be stabilized at about this figure, 
although the present depression has 
cut deeply into this volume of ship- 
ping. Like all economic agencies, the 
intercoastal trade has found a place in 
the United States economic structure, 
and its future development depends 
upon the wisdom with which its facili- 
ties are used. — 

Intercoastal commerce consists prin- 
cipally of bulk commodities, including 
petroleum, lumber, and iron, steel, and 
their manufactures, which account for 
a very large proportion of the cargoes 
transported. The following table il- 
lustrates the importance of these three 
commodities to the trade.4 

Several interesting and important 
facts are noted in these figures. Lum- 
ber and petroleum have comprised al- 
most 80 per cent of the total eastbound 
movement for the past eight years, and 
iron, steel, and their manufactures have 
amounted to almost 46.5 per cent of 
the total westbound movement for the 
same period. The intercoastal trans- 
portation of crude petroleum has prac- 
tically ceased since 1928, while that of 
its products has increased, due allow- 
ance being made for the depression. 
Miscellaneous commodities, i.e., all 
products moved other than those men- 


* “Regulation of Intercoastal Water Carriers.” 
Hearings before the Committee on Merchant 
Marine, Radio and Fisheries, Jan. 5-20, 1933, 
House of Representatives, S4491, pp. 499-502. 
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tioned above, are moving at present in 
about the same volume as in 1928, ship- 
ments of this class not having been 
affected greatly by the depression. On 
the other hand, the present economic 
condition has been responsible for a 
decided falling off in the tonnage of the 
important Intercoastal cargoes. 
‘Another outstanding characteristic 
of the intercoastal trade route is that 
the westbound and eastbound move- 
ments of freight appear to be greatly 
unbalanced, the Pacific coastal district 
originating much more traffic than that 
shipped by the other coastal districts. 
From the standpoint of the general 
cargo carrier, this unbalanced direc- 
tional movement is not so serious as the 
figures indicate; because petroleum 
and its products are almost entirely 
transported in tankers, and these 
liquid bulk freighters invariably oper- 
ate in ballast on their return trip. No 
true picture of the intercoastal trade 
is possible, therefore, unless the petro- 
leum tonnage is deducted from the 
total eastbound freight movement. 
For the eight-year period ending with 
1982, the westbound movement of all 
commodities excluding petroleum to- 
taled 27,005,053 tons, while the east- 
bound traffic amounted to 19,411,011 
tons. These figures show that there 
does exist a greater flow of cargoes to 
the east than to the west, but the un- 
balanced condition is not at all so seri- 
ous as totaled figures would indicate. 


RATE STRUCTURE AFFECTED BY VARIETY 
oF CARRIERS 


Intercoastal water-borne commerce 
is transported by a variety of carriers, 
which may be classified according to 
types of service. In general, there are 
common, industrial, and chartered car- 
riers; but the common carriers may be 
subdivided into high-ost and low-cost, 
semiforeign trade, and Government 
aided common carriers. í 
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A private or industrial carrier is one 
who, without being engaged in such 
business as a public employment, un- 
dertakes to deliver goods in a particu- 
lar case for hire or reward. A common 
carrier, on the other hand, must follow 
such business as a public employment; 
he must undertake to carry goods for 
persons generally, and he must hold 
himself out as ready to engage in the 
transportation of goods for hire as a 
public, not as a casual, occupation. 
Chartered or tramp carriers are exten- 
sively used to transport bulk cargoes, 
and they serve any and all ports in 
irregular charter party contract carrier 
services. 

High-cost common carriers are ves- 
sels purchased, usually from the Gov- 
ernment, at high postwar prices; while 
low-cost carriers are ships which have 
been purchased from the Government 
within recent years at a very low sum. 
Vessels of the semiforeign trade type 
are engaged in both foreign and domes- 
tic trade, some of them being interested 
in the latter solely to supplement their 
revenues. Most ofthe latter are Gov- 
ernment aided ships which have been 
granted construction loans and mail 
contracts, and as a result, their oper- 
ating costs are decidedly lower than 
those of the other types of carriers. 

It is obvious that such a variety of 
transportation agencies engaged in the 
same route is bound to produce cha- 
otic rate conditions, particularly when 
there are other disturbing factors. In- 
dustrial carriers do not wish to main- 
tain conference rates at all times, be- 
cause any rate over and above their 
operating costs contributes just that 
much towards reducing their expenses. 
Tramp-vessel rates are far from stable, 
and all carriers whose costs are low are 
tempted to cut conference rates. The 
high-cost intercoastal common carriers 
are therefore placed at a decided disad- 
vantage in comparison with all the 
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other carriers in the trade route, and 
their financial condition has been pre- 
carious for some time. 

Ocean shipping conferences have 
usually been comparatively successful 
in minimizing wasteful competition on 
all world trade routes. However, they 
have not been able to cope with com- 
petitive conditions in the intercoastal 
trade. The first intercoastal confer- 
ence was organized in 1920 and it 
lasted for a short period of time. Sev- 
eral additional agreements were en- 
tered into subsequently, none of which 
enjoyed any degree of permanence or 
success. ‘The breakdown of the inter- 
coastal conference system has prac- 
tically demoralized the intercoastal 
shipping industry. 

Conditions within the intercoastal 
trade during the periods in which con- 
ference agreements were in existence 
were far from desirable. Each codper- 
ative agreement was marked by 
turbulence, suspicion, and misunder- 
standing. Codperation of shipping 
companies by voluntary action in mak- 
ing rates proved to be short-term armi- 
stices and provided temporary relief 
only, because the members could not 
remain united. No voluntary associa- 
tion can ever succeed unless the inter- 
ests of each member of the group are 
similar and the conditions of competi- 
tion are about equal. The inability 
of the intercoastal carriers to reach a 
permanent agreement is largely the re- 
sult of unequal competitive conditions. 


EFFECT oF INTERCOASTAL COMMERCE 
UPON OruER Domestic [INTERESTS 


It is obvious that such large quan- 
tities of freight could not be moved 
without having an effec? upon certain 
domestic interests, especially in view of 
the confused condition of the inter- 
coastal trade. Some industries and 
sections of the country have benefited, 
while others have’ been affected ad- 
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versely. Undoubtedly the manufac- 
turing and jobbing concerns located 
within an economic. distance of the 
United States coastline have secured 
favorable transportation rates at the 
expense of those located in the Middle 
West, and to that extent they have se- 
cured a competitive advantage. The 
inter-mountain territory is not at pres- 
ent undergoing any disadvantage, be- 
cause the Interstate Commerce Com- 
mission has compelled the railroads to 
place it upon a parity with the coast in 
most respects. However, this sparsely 
settled region has never been com- 
pletely satisfied, because it feels uncer- 
tain about the permanence of the Com- 
mission’s decision. 

The railroads have also been affected 
by the Panama,Canal, but not to the 
same extent or manner. The transcon- 
tinental carriers have suffered most, 
but it should be recalled that in con- 
sidering the effect of the intercoastal 
movement upon this railroad group, 
one must not consider the total traffic 
moved. According to the table pre- 
sented above, almost 80 per cent of the 
total eastbound movement is made.up 
of lumber and petroleum—-commod- 
ities that should normally move by 
water, especially when the transporta- 
tion movement is over a long distance. 
Of the remaining 20 per cent there are 
other so-called ideal water transporta- 
tion commodities, such as copper and 
its manufactures, canned goods, and 
paper stock and manufactures, which 
are carried at low rates and which can 
contribute but little to the railroad 
revenues. In fact, it is claimed that 
the rail carriers cannot possibly meet 
water competition on strictly coast-to- 
coast business, especially on low-grade 
bulky goods. 

The eastern trunk-line railroads and 
those serving the Gulf ports have 
gained because of the Panama Canal. 
Formerly they obtained a share of a 
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low long-haul rate, but at present they 
secure the entire local rate to and from 
the coast, which in most instances gives 
them more revenue. 

The adversely. affected groups have 
exerted tremendous pressure upon 
Congress to rectify this situation, and 
Congress has met their demands in 
part by enacting the Copeland Bill in 
March 1933. 


Reeuvation or WATER RATES 


Prior to June 1, 1933, the United 
States Shipping Board had control 
over the maximum interstate port- 
to-port rates, and it could correct 
any unjust rate condition so long 
as the goods were moving on a purely 
port-to-port contract. The Interstate 
Commerce Commission, on: the other 
hand, has jurisdiction with respect 
to interstate water rates so far as 
they join with rail carriers in through 
transportation under a common con- 
trol, management, or arrangement for 
a continuous carriage or shipment. It 
does not have control over port-to-port 
rates except in instances where it has 
permitted rail carriers under the Pan- 
ama Canal Act to continue in control 
of water carriers, in which case all the 
interstate rates of water carriers, in- 
cluding their port-to-port charges, are 
under its jurisdiction. 

Since June 1, 1933, the date when the 
Copeland Bill became legally effective, 
the powers of the United States Ship- 
ping Board over intercoastal water 
transportation have been increased. 

The term “common carrier by water 
in the intercoastal commerce” was de- 
fined as including every common and 
contract carrier by water engaged in 
the transportation for hire of passen- 
gers or property between one state of 
the United States and any other states 
of the United States by way of the 
Panama Canal. All such carriers are 
required to file the actual rates charged 
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by them with the Board, and they may 
not depart from them except on thirty 
days’ notice, or on shorter notice as 
may be permitted by the Board. Rate 
schedules must also be open to public 
inspection, showing all rates, fares, and 
charges for or in connection with inter- 
coastal transportation. 

In case a through route is estab- 
lished, all the rates, fares, and charges 
foror inconnection with transportation 
between intercoastal points on its own 
route and points on the route of any 
carrier by water must be published. 

The Board is authorized to conduct 
hearings upon all schedules slating a 
new individual or joint rate, fare, or 
charge, or any new individual or joint 
classification, or any new individual or 
joint regulation or practice affecting 
any rate, fare, or charge either upon 
complaint or upon its. own initiative. 

Several criticisms have been made 
against the bill. In particular, there 
was strong objection to having its pro- 
visions administered by the Shipping 
Board, on the grounds that the regula- 
tion of the intercoastal water carriers’ 
principal competitors, i.e., the trans- 
continental railroads, is now vested in 
the Interstate Commerce Commission. 
If one form of transportation is regu- 
lated by one agency and a competing 
form by another, conflicting interests 
may develop which will delay or pre- 
vent the adoption of the soundest prin- 
ciples of regulation. 

The United States transportation 
system must be codrdinated on a na- 
tional basis in order that the public 
may secure efficient and economical 
service, and this basic principle is 
largely frustrated so long as the regula- 
tion of the cofintry’s two major trans- 
portation agencies is vested in two 
separate regulatory bodies—the Inter- 
state Commerce Commission and the 
United States Shipping Board. 

The recent governmental program 
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involving the reorganization and con- 
solidation of Federal departments and 
bureaus still further emphasizes the 
need for transferring the regulation of 
domestic water transportation to the 
Interstate Commerce Commission. 
The Shipping Board had been rele- 
gated to a subordinate position as a 
bureau in the Department of Com- 
merce, and it is now one of its numer- 
ous bureaus. It is no longer an inde- 
pendent agency on a codrdinate basis 
with the Interstate Commerce Com- 
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mission, and it is undesirable to permit 
a subordinate group to issue orders 
and regulations which may conflict 
with those issued by a superior au- 
thority. It does not appear to be 
possible to develop a comprehensive - 
policy of regulation of parts of a trans- 
portation system which should be in- 
terrelated by means of several Federal 
regulatory bodies, especially when the 
regulatory bodies are of different types 
and possess different degrees of au- 
thority. 
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Oil Pipe Lines 


By Rates F. BREYER 


HESE are days of searching in- 

quiry into privately owned and 
privately operated industrial facilities, 
especially for those invested with a 
public interest. And one of the old 
stand-bys, the oil pipe lines, has not 
been neglected. Pursuant to House 
Resolution 59 of the House of Repre- 
sentatives, adopted January 19, 1932, 
the Committee on Interstate and For- 
eign Commerce has recently completed 
and published its Report on Pipe Lines. 
This investigation recalls that of the 
Federal Trade Commission made some 
seventeen years ago. To touch up our 
perspective it might be well to review 
briefly the conditions and findings 
brought to light by that earlier investi- 
gation, before proceeding with an 
estimate of present-day conditions. 


Tue FEDERAL TRADE CoMMISSION’S 
INVESTIGATION 


The Federal Trade Commission’s 
study covered the period from 1911 to 
1914. In the year 1913 we produced 
about 250 million barrels of crude 
petroleum, valued at approximately 
237 million dollars. The average price 
per barrel for the same year was 95.4 
cents. The Mid-Continent field was 
producing about 35 per cent of our 
total output, the California field 40 
per cent, and the Appalachian, 10 
per cent. The Standard Oil group of 
companies completely dominated both 
the crude and refined markets. While 
there were a number of important 
“independents,” it was only during the 
subsequent two decades that they and 
other companies formed subsequently 


attained their maturity, so to speak. — 


The most important oil refining centers 


were already established, although 
many of these, particularly in the 
East, have since greatly increased their 
capacities. Only one trunk pipe line 
extended from the Mississippi River 
across the Central West to eastern 
refining centers, and this was owned by 
Standard Oil interests. 

The Federal Trade Commission’s 
report covered the five large interstate 
pipe-line systems, which constituted 
the bulk of the long-distance facilities. 
The principal facts developed in the 
report were: (1) that “fixed investment 
in pipe lines is extensive and corre- 
sponds closely to the actual cost of the 
property”; (2) such investments in 
pipe lines are not “especially hazard- 
ous”; (3) “there is generally a large 
difference between the cost of pipe- 
line transportation and pipe-line tariff 
rates, while the independent shipper 
cannot use railroads instead because 
their rates are still higher”; (4) “the 
pipe-line companies generally require 
large minimum shipments, which makes 
it impracticable for small producers or 
refiners to ship crude oil by pipe line”’; 
(5) “the price of the crude oil at the 
refineries is to a large extent made up 
of the transportation charge”; (6) the 
cost of pipe-line construction is so large 
that small companies cannot construct 
lines from the Mid-Continent field to 
large consuming and distributing mar- 
kets; and (7) “lower pipe-line rates 
and smaller minimum shipments are 
necessary to*enable small concerns to 
compete with large refineries affiliated 
with pipe-line companies.” Perhaps 
the Commission’s conclusions are best 
summarized by the statement in its 
letter of Submittal that 
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there is no possibility, therefore, of any 


satisfactory solution of the problems. 


affecting the oil industry as long ‘as-the 
common-carrier service of pipe lines is not 
performed under reasonable and equitable 
terms. Furthermore, the statement may 
be ventured that if these problems are 


once correctly solved, the other problems: 


of the oil industry will present not only less 
difficulty but also less danger. 


Recent CHANGES 


The years intervening between that 
study and the present report of the 
Committee on Interstate and Foreign 
Commerce have wrought many note- 
worthy changes. Production of crude 
oil rose phenomenally to a peak of over 
one billion barrels in 1929, and then 
‘subsided to about 846 million barrels, 
valued at 550 million dollars, in 1931. 
The average price per barrel for the 
latter year registered only 65 cents. 
_ The discovery and development of new 
pools in the Mid-Continent field, par- 
ticularly East Texas, has made that 
section of even greater importance. 
In 1931 it accounted for 64 per cent 
of the total production, California 22 
per cent, and the Appalachian field 
3.5 per cent. 

| Several independent (non-Standard) 
companies have attained “national” 
distribution and compare in size favor- 
ably with many of the Standard com- 
panies. Tanker shipments from Cali- 
fornia and the Gulf to the Atlantic 
seaboard have become far more im- 
portant. So have water shipments 
from Latin America—at least up to 
1931. The Shell-Union, Texas, and 
` Gulf companies, all independents, have 
built trunk lines from the Mid-Con- 
tinent field to the Central West or to 
eastern refining centers. . 

Many new pipe lines have been built 
to the Gulf coast. Oil pipe-line mile- 
age increased 30 per cent between 
_ May 1, 1926 and May 1, 1931. New 
alignments of prodycing, purchasing, 
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transporting, refining, and marketing 
companies have been or are being 


. worked out. There is a distinct tend- 
..ency for oil companies to provide 


their own pipe lines, either alone or 


jointly, and rely less upon lines of 


other companies. Gasoline pipe lines, 
moving the most valuable finished prod- 
uct hundreds of miles to distant mar- 
kets, have bulged into the picture. 

Then, during the last few years the 
effects of the drastic business recession, 
with fading markets and almost wanton 
overproduction and with oil selling 
as low as 25 cents per barrel, has been 
felt in every sector of the industry, 
with keen, often cutthroat competition 
threatening the ruin of the entire 
industry. This has occurred despite 
the proration and unitization programs. 


Tur House REPORT 


Facing these conditions, the Commit- 
tee on Interstate and Foreign Com- 
merce set out to throw some light 
upon one important sector of the vast 
oil field—that of pipe lines. 

The Report of the Committee on 
Interstate and Foreign Commerce cov- 
ers 94.7 per cent of the total oil pipe- 
line mileage. It classifies the owner- 
ship into the three groups shown in the 


table below: 
TABLE I 


Number 
of Top 
Companies * 


Large and medium-sized inte- 
grated units of the oil industry 20 
Partially integrated and smaller 
integrated units of the oil in- 


Indust 6G ics ete wher aeia 1l 
Independent pipe lines... ....... 11 
TO ra oa ne EE N 42 


a There are a few omissions from this table. 
The relative importance of the three 
groups is shown in the following table: 
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: The half-dozen most important com- 
panies, as measured by investment in 
oil and gasoline pipe-line facilities, 
are represented as follows: 


TABLE III 


— 


Standard Oil Co. (New Jersey 


corporation)... ....ce.ee ee. $153,645,888 
Consolidated-Oil Corporation...| 129,792,097 
Standard Oil Co. (Indiana)... . 95,021,060 
Socony-Vacuum Corporation. . . 89,474,562 
Gulf Oil Corporation of Pennsy]- 

vania... a... aaea a 85,776,345 
Texas Corporation............ 76,400,501 


AIl these companies belong to the 
first group of large and medium-sized 
integrated units. The Standard Ou] 
“Company (New Jersey corporation) 
and the Consolidated Oil Corporation 
have 30 per cent of this group’s invest- 
ment in pipe line facilities. When the 
next two companies’ pipe-line invest- 
ments are added to these, we have 
accounted for one half of the group’s 
total. 

To obtain a more complete picture 
of the control of pipe lines, the Com- 
mittee examined the ownership of the 
“top companies,” i.e., the parent 
companies who in turn owned the 
pipe-line- companies. Eight top com- 
panies are controlled by highly con- 
centrated ownership, centered often’ in 
the hands of one family. This is shown 
in the following list: 


Group 1 


Gulf Oil Corporation of Pennsylvania—Mellon 
family, 73.16 per cent 

Shell Union Oil Corporation—DeBataafsche 
Petroleum Maatschappij, care of Asiatic 
Petroleum Co., New York City, 64.35 per cent 

Sun Oil Co.—Estate of J. N. Pew and members 
of Pew family, 79.05 per cent 


GROUP 2 


Wm. F. Morgan (Inc.)—William F. Morgan 

. National Refining Co.—JLamprecht, Briggs- 
MeMyler, and Fretter families, 60.20 per cent 

Valvoline Oil Co—Edmanco Securities Co. 
(Edwards family), 63.72 per cent - 


® 
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Group 3 


Elk Oil Co—Estate Elmer E. Smathers, 82.5 
per cent 

Franklin Pipe Co. (Ltd.)—Grant family, 98.7 
per cent 


In several other cases a substantial part 
of the voting power is held by a single 
interest or a related group of interests. In 
most of these cases the Rockefeller family 
or Rockefeller endowed institutions are the 
largest stockholders. 


Of the Rockefeller 
Report says, in part: 


interests the 


It will be seen that the present Rocke- 
feller interest is largest (approximately one 
third) in the ease of South Penn Oil Com- 
pany and smallest (7.12 per cent) in the 
case of Atlantic Refining Company. Rocke- 
feller holdings of the stock of the pipe-line 
companies in every instance approximate 
one fourth of the total; those in Ohio Oil 
Company, Socony-Vacuum Corporation, 
and Standard Oil Company (New Jersey 
corporation), are approximately a quarter, 


. a fifth, and a sixth, respectively. 


(1) In no case does the holding of any 
other well-defined group closely approxi- 
mate the Rockefeller holding in size. 

(2) In the case of some of the companies 
a considerable number of the larger re- 
maining stockholders represent individual 
or family holdings of stock which was at 
one time the property of business associates 
of John D. Rockefeller, Sr., or of persons 
from whom refining or other properties 
were acquired in the expansion of the 
Standard Oil Company. 

(3) The total number of stockholders is 
large, reaching a maximum of approxi- 
mately 100,000 and 127,000 in the case of 
Socony-Vacuum Corporation and Standard 
Oil Company (New Jersey corporation), 
respectively. This situation enhances the 
influence which a given concentrated 
holding can exert. 

(4) The managements of several of the 
companies have specifically indicated that 
the conduct of their business is left in their 
hands. Some, particularly the pipe-line 
companies, state that commonly proxies 
for a majority of the stock are secured 
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without. including those representing the 
Rockefeller holdings. 

(5) The competition between certain of 
the companies named above is also cited as 
evidence of noninterference with managerial 
policy. ... The areas in which there is 
competition between two or more com- 
panies whose stock is held in substantial 
amounts by Rockefeller interests stand out 
clearly. Standard Oil Company (Indiana) 
operates in 44 states, Socony-Vacuum 
Corporation in 35, and Standard Oil Com- 
pany (New Jersey corporation) in 21. The 
first two meet in competition in 30 states, 
the first and third in 21, and the second and 
third in 12. Other tests of the competition 
between the various units of the oil 
industry are provided by their production, 
purchasing, and transportation operations. 


HoLDING COMPANIES 


In addition to its study of concentra- 
tion of ownership, the Committee, in 
its report, gives considerable attention 
to the place of holding companies in 
pipe-line transportation. It defines 
a “pure” holding company as 


a corporation whose assets consist only of 
securities of other corporations and which 
therefore does not itself engage in produc- 
tion, marketing, or other such business 
operations. ... In a broader sense, the 
term “holding company” includes any 
company which owns the securities of other 
companies, including therefore the very 
common case in which-a company engaged 
in one or more lines of business activity 
also owns the securities of other corpora- 
tions. If classified as a holding company, 
such a company would be designated as of 
the “mixed type.” 


Of 32 top companies, the Report 
finds that 14 are of the pure type and 
18 of the mixed type. Where a sub- 
sidiary is of the nature of a holding 
company the mixed type predominates, 
29 being of this nature against 14 
of the pure type. 


' To a large extent the forms of organiza- 
tion found in the oil industry are typical of 
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the way in which an industrial grdup grows. 
Companies engaged in one or more phases 
ot the industry have acquired other. 
companies in order to expand their area of 
operation, to add new lines, or to effect an 
integration deemed necessary for the 
efficient conduct of the enterprise. The 
acquiring company may in turn be acquired 
by or come under the control of a larger 
company, itself desiring to achieve a more 
efficient size and scope of operation or 
perhaps to offset or thwart the expansion of 
competitors. Such acquisitions may take 
the form of an outright purchase of the 
physical assets and good will, or of the 
purchase or exchange of securities. Many 
eases of both types of acquisition have 
occurred im recent years. Where the 
assets are bought outright they may be 
transferred to the parent company, or to an 
intermediate or other company in the 


_ group, or to a new company created for the 


purpose. Because of the generally greater 
ease of acquiring an interest in a company’s 
stock than of purchasing its assets, and the 
possibility of acquiring control by securing 
merely a majority of the stock, it is a 
common practice to expand in this manner 
rather than by acquiring direct legal title 
to the assets. The same considerations 
may also account for the continuance of 
the corporation rather than subsequently 
winding up its affairs and closing it out. 
However, as will be shown presently, there 
is a distinct tendency in the oil industry to 
acquire all or substantially all of the 
securities of subsidiaries, either at the time 
of original acquisition of an interest in a 
company or by subsequent purchases. 
Also, new companies are organized from 
time to time to which definite functions are 
assigned. Reasons other than those arising 
from the way in which companies were 
brought into the grouping or inertia, must 
therefore supply a substantial part of the 
explanation of the existing organization of ° 
the industry. 

The considerations by which to test the 
situation are partly operating, partly legal 
or regulatory, and partly financial. Some 
of these apply generally to any principal- 
subsidiary relationship and some more 
especially to the holding company type of 
organization. 
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" Where°the acquired company has a 
strong management, or where it is en- 
gaged in a line of business different from 
that of the parent company, it is often 
desirable ‘to permit the acquired com- 
pany to retain a separate corporate 
identity. The legal advantages of 
domestic corporations and perhaps the 
more liberal charters and privileges 
granted by some states may make for 
separate incorporation or retention 
of the original corporation charter. 
Approximately one half of the pipe-line 
companies were incorporated in the 
_ state in which they operate. 


Attention may now be turned to the 
considerations which are peculiarly asso- 
clated with the development of the holding 
company. device. These are largely of a 
financial character. One general observa- 
tion will simplify the discussion; the holding 
company, whether of the “pure” or mixed 
type, cannot work effects of such serious 
import to the public generally in a competi- 
tive industry as it can in a regulated one, 
` such as public utilities and railroads. The 
reason is the obvious one that the individual 
members of a keenly competitive industry 
cannot add to their earning power by de- 
vious corporate devices. Thus the “service 
contract,” so controversial a factor in the 
public-utility field, can be dismissed as 
having little significance in the oil industry. 
Where questions arise as to intercompany 
payments for services rendered within a 
group or as to the division of joint expenses 
between members of a group, the considera- 
tions involved are mainly the propriety of 
accounting practices and the rights of 
minority interests. The first is of little 
general concern to the public, while the 
second possibility is largely discounted by 
reason of the fact that the oil industry and 
especially its pipe division are organized on 
the basis of generally 100 per cent owner- 
ship of subsidiaries. k 


The Report finds also that 


the organization or grotping of companies 
merely for promoters’ profits, so large a 
factor in public-utility experience, appears 
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_not to have been important in at least the 


case of the major units of the oil industry. 


Furthermore, it appears that one of 
the incentives for holding companies, 
namely, the attempt to control vast 
assets with a minimum of investment, 
so far as pipe-line companies them- 


. selves are concerned, is conspicuous by 


its absence. 


SHIPPING AND STORAGE 


It has been general knowledge that 
the oil pipe lines, by and large, carried 
only a relatively small amount of 
crude oil for “outside” interests. The 
Committee’s report gives us an ex- 
cellent statistical check on this point. 
Pipe lines which are subsidiaries of 
large or medium-sized integrated units, 
with four or five notable exceptions, 
carry a negligible proportion of “out- 
side” oil, i.e., oil owned by others than 
the pipe-line company or one of its 
affiliates. Only two of ten pipe lines 
which are subsidiaries of partly inte- 
grated or smaller integrated units carry 
substantial proportions of “outside” 
oil; whereas the “independent” pipe 
lines, as would be expected, are ex- 
clusively devoted to moving such oil. 
However, the latter group form only 
18.5 per cent of the total oil pipe- 
line mileage in the United States. 

Comparatively large minimum ship- 
ment requirements for interstate move- 
ment of crude oil still exist. This 
condition is apparently little changed 
from what it was when the Federal 
Trade Commission made its study. 
However, the House Report does draw 
attention to some mitigating considera- 
tions, which are not, unfortunately, of 
universal appieation. Says the Re- 
port: 


Various considerations bear on the use of 
the stated minima. As indicated above, 
there are provisions in tariffs by which 
groups of shippers are permitted to tender 
individual lots of the same grade of oil as a 


a 
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single shipment, thus in effect giving the 


individual shipper a lower mmimum. 


This arrangement commonly requires that 
the individual shipper have not less than a 
stated amount of oil of the given grade, as 
in the case of Arkana ‘Transit Corporation, 
whose 25,000 barrel minimum can be met 
by a 10,000 barrel tender from a single 
shipper. Some pipe-line companies have 
specifically stated that they count the oil 
offered by their own affiliates in making up 
the minimum tender. How far this pro- 
vision can be availed of has not been 
- ascertained. On the other hand, detailed 
information is not at hand which would 
show to what extent individual pipe-line 
companies relax their tender requirements. 


The Committee endeavored to ascer- 
tain the extent to which storage facili- 
ties, other than working tankage, of 
strictly pipe-line companies were avail- 
able to outsiders. Of the nineteen 
companies reporting, sixteen stated 
“that their facilities are open to use by 
those who ship over their lines,” and 
three stated they were not available for 
use by independent producers. How- 
ever, the vast bulk of oil storage facili- 
ties are owned by companies not 
strictly pipe-line concerns. No at- 
tempt was made to ascertain the 
availability of such facilities to out- 
siders. 

The fact that interstate shipments 
are a prerequisite to Federal regulation 
of pipe lines makes this type of traffic 
especially important. Nearly 80 per 
cent of the companies reporting to the 
Committee engaged exclusively in 
interstate shipments. Three fourths 
or more of the total shipments of nearly 
another 20 per cent are of a similar 
nature; while 23 per cent of the report- 
ing companies had no movements 
across state lines. Disregarding dupli- 
cations arising from the fact that the 
oil reported by the various companies 
often flows through the lines of two or 
more companies, the Report makes the 
following estimates: 
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TABLE IV ` 
Ratio or Movements or Orr- anp REFINED 


Propucrs Across Strarm Lines or UNDER 
Inrerstace Tarirrs To Totan, 1931 


Weighted 
Average 
Percentage 
Group 1. Subs diaries of large or 
medium-sized inte- 
grated units of oil in- 
, dustry........ essel -01:78 
Group 2. Subé:diaries of partially 
integrated or smaller 
integrated units of oil 
incustry........... 63.43 
Group 3. Independent pipe lines.| 93.71 
OCR AE 586.56 


RATE or RETURN 


The Report finds that the average 
return on “recorded investment” in 
pipe-line facilities for the companies 
that made returns to the Interstate 
Commerce Commission for the period ` 
1921-31 was 14.49 per cent, and on 
“net investment” for the period 
1923-31, 25.43 per cent. It is ob- 
served that investments include large 
sums applied from charges against 
operating expenses for depreciation 
and depletion, and also of reinvested 
earnings. Due to the fact that, with 
few exceptions, pipe lines are under- 
capitalized, some very much so, earn- 
ings or dividends per share of stock 
give a distorted picture of true earn- 
ings. Furthermore, 


the general corclusion that pipe-line earn- 
ings have been high or, conversely, that a 
fair return could be earned on pipe-line 
investments at considerably lower rates 
than have beem*and are being charged, is 
subject to certain exceptions. A few lines 
appear to have been poorly located from 
the beginning and fome have had to face 
the vicissitudes of exhausted oil supplies or 
severe competition. 


> 
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- AL another point the Report says: 


: Speaking generally, the earnings of pipe- 
line companies are high at the rates charged. 


At’ is urged that this fact provides an 


opportunity for the integrated groups 
which own the pipe lines to recoup from 
such earnings the losses they may sustain 
in other branches of the mdustry. Since 
the pipe lines are generally owned 100 per 
cent by the oil companies, such a result 
could follow only (a) as to oil carried for 
outsiders, which generally is not extensive, 
or (b) if, as is generally the case, the pipe- 
line rates are high in relation to the true 
cost of operation and if, as a further condi- 
tion, the effect of such high rates is to 
depress the price paid the independent 
producer for his oil. The latter condition 
would be met only if it were demonstrated 
that the price at the well is the refinery price 


_ less the cost of transportation and certain 


incidental costs. The forces determining 
refinery bids for crude petroleum are varied 


` and changing and’ are exerted from both 


the crude oil supply side and from the side 
of consumer demand for refined products. 


' Rail traffic in crude petroleum ranged 
from 0.51 per cent of the total tons 
originated to 0.90 per cent for the years 
1920-31. While the percentage is 
small, it is interesting to note that the 
absolute tonnage increased rapidly 
from 1920-25, and even in 1931 was 
one million tons in excess of 1920. 

It is true that tankers have taken 
crude petroleum traffic from pipe lines, 
but no statistics showing the amount 
so affected are available. 


CONCLUSIONS OF THE REPORT 
As a result of the investigation, the 


‘House Committee Report reaches the 
, following conclusions pertaining to 
- crude oil: 


First. The foregoing analysis warrants 


‘the general conclusion that holding com- 


panies in.the gil industry have grown in 
response to, the same. frces and conditions 
as apply in competitive industries generally. 
In regulating production or other phases of 
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the oil industry with a view to lessening 
wastes, and the like, the regulating author- 
ity would have to have powér to reach and 
deal with the holding companies. The top 
companies, whether pure or mixed, con- 


. trol the operating corporations engaged in 


production, transportation, refining, and 
merchandising. To be effective, any reg- 
ulation directed toward an operation or 
function performed by a particular corpora- 
tion would have to reach the owning or con- 
trolling corporations, ` 

Second. Oil pipe lines are found as a 
result of this investigation to be plant 
facilities in an integrated industry. ‘They 
are very different from railroads in that 
railroads carry all manner of freight, 
whereas oil pipe lines are limited to one 
product: petroleum carried in one direction, 
from a diminishing sourcé of supply. Pipe 
lines have been built primarily by oil com- 
panies. It appears very difficult to apply 
the “commodities clause” to oil pipe lines. 
If the oil companies were forced to sell the 
pipe-line companies, who would buy them 
and who would build to newly discovered 
oil fields? It appears that whatever regu- 
lation of oil pipe lines may be necessary, it 
may be provided in recognition of the char- 
acter of pipe-line transportation and its 
relation to the oil business. 

Recommendations: Rates for the move- 
ment of oil by pipe line in interstate com- 
merce are already under the jurisdiction of 
the Interstate Commerce Commission. 
This appears likewise to be true for storage 
of oil... . It is recommended that the 
Interstate Commerce Commission give con- 
sideration to its powers under the present 
statutes to regulate the rates for the trans- 
portation of oil in connection with its power 
to require storage at a reasonable rate with 


a view to determining what, if any, reliefis . 


possible to the small operators who do not 
own transportation or storage facilities. 


. TRANSPORTATION Costs NEGLECTED 


Since the House Committee’s Report 
on Pipe Lanes is the only recent exhaus- 
tive study-in this field, it has been 
necessary to rely upon it entirely in dis- 
cussing recent oil pipe-line develop- 
ments, and any concluding remarks 


uly 
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must for the ‘same reason focus also 
upon this Report. 

The sectors of the oil pipe-line field 
which the Committee investigators 
staked out for analysis are treated with 
remarkable thoroughness. A mere 
cursory reading of the individual com- 
pany studies proves this beyond a 
doubt. But the careful student in this 
field will note one unfortunate weak- 
ness, namely, that some of those sec- 
tors of the oil pipe-line field which offer 
the most fruitful, albeit the most 
difficult, possibilities for a study of this 
nature were not forgotten, nor were 
their possibilities unrecognized, but 
they were duly saluted, given a polite, 
perhaps deferential nod, and passed 
by. 

The Report dismisses the key prob- 
lem of costs of oil pipe-line transporta- 
tion with the statement: “No exact 
figures as to the cost of moving crude 
oil by pipe line are readily available.” 
True, rates and returns on pipe-line in- 
vestments are given. ‘These do throw 
some light on cost, but they are of little 
value without a direct examination of 
the costs from the books of the pipe- 
line companies and a careful scrutiny of 
the costing methods employed to 
eliminate overloaded cost items. 

It may be argued that this would be 
a large task. However, even if it had 
been done only for the large systems, it 
would have been of great value. In 
any event, the effort and the funds of 
the Committee could not have been 
better employed than in this field. 
Although “outside shippers” are few in 
number, yet costs, as they bear upon 
the determination of true profits and 
fair rates of pipe lines, are vital to 
them, and also to independent pro- 
ducers. Furthermore, the public has 
for many years suspected that the pipe 
lines were gouging both of the above 
groups, as well as the public, by ex- 
orbitant rates on crude-oil movement, 
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which it is thought might cause both 
unduly low prices on crude oil to inde- 
pendent producers and unduly, high, 
prices on refined products to the.. 
consumers. 

In fact, on this very point the Report 
fails to take a position. The whole 
subject of the effect of rates upon crude 
and refined oil prices is sidestepped, as 
is indicated in the second quotation 
under the subtitle “Rate of Return” 
given above. While it is true that 
definitive statements could not perhaps 
be made on this complex subject, still, 
the corps of experts assisting the Com- 
mittee should have been able to present 
at least the major data bearing on the 
topic and the apparent inferences to be 
drawn therefrom. 


JUDGMENT WITHHELD ON 
Important Topics 


Furthermore, while the Report in- 
dicates at several points that some 
doubt is entertained regarding the 
allegations of some pipe lines that they 
are not common carriers, and while the 
Report further intimates that the 
whole “common-carrier status” situa- 
tion needs to be cleared ‘up, the inves- 
tigators made no attempt in this 
direction, although some of the data 
presented bear upon the subject. At 
the same time, it is well known that in 
the past pipe lines have been loath to 
take over the duties, the liabilities, and 
the reponsibilities of common carriers. 
And this is of major importance. Nor 
does it avail to argue that there are: 
only a comparatively few outside 
shippers anyhow, for there might be a 
great many more if the common-car- ” 
rier status were rigidly enforced on pipe 
lines. The following quotations from 
the Report will serve to show how this 
topic was treated: 

No attempt is made to pass judgment on 
the many instances in which the companies 
urge that their pipe-lines do not have a 
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common-carrier status .. . Considerable 
interest attaches to the extent to which 
crude oil or refined products move by pipe 
line in interstate commerce. Determina- 
tion of doubtful cases requires the applica- 
tion of more or less well-defined legal con- 
cepts to the concrete facts of individual 
situations. Thus, not only must account 
be taken of the physical movement of the 
commodity but also of the arrangements 
under which it is produced and sold, includ- 
ing the relations which exist between mem- 
bers of an integrated group of companies 
and between such companies and others 
outside the group, of the tariffs under 
which it moves, of the continuity of the 
physical movement, of the maintenance of 
the identity of individual shipments, and of 
various related matters. For the purposes 
of this report no such exhaustive analysis is 
required . . . An exhaustive analysis might 
develop the fact that other movements, 
stated by respondent companies to be solely 
intrastate, are actually interstate in charac- 
ter... . This condition may result from 
the fact that such lines do not. hold them- 
selves out as common carriers and have not 
been made emenable to regulation intended 
to give them a common-carrier status. 


In contrast to the Federal Trade 
Commission’s report, the Committee 
Report completely avoids a stand upon 
the reasonableness of minimum tender 
requirements. To quote the latter 
report: 


However, shippers generally must meet 
substantial minimum tender requirements, 
a fact which discourages use of the lines to 
transport the purchases of independent 
refiners. No position is taken as to the 
` reasonableness of such requirements. 


Yet this has been a bone of contention 
between small independents and the 
pipe-line companies for years. 

In the above matters the Committee 
Report has solved the problem much as 
did that farmer with the large tree 
stump -obstinately @¢mbedded in the 
center of his most fertile field—he 
plowed around it. True, the Senate 
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has directed the Federal Trade Com- 
mission to investigate pipe lines. Per- 
haps the Commission will look into 
these matters. Wedoubtit not. But 
any reasonable interpretation of the 
enabling resolution of the House would 
appear to have given the House Com- 
mittee ample authority to do so. If 
the House Committee was informed 
that the Federal Trade Commission 
would amply cover these major points, 
then “all is forgiven,” except that so 
much time and funds were spent on 
side issues, excepting, of course, the 
holding company aspect, which is, 
indeed, important. 


CONCLUSIONS ILLOGICAL 


Finally, a brief word must be said 
regarding the Report’s conclusions. 
In effect, the Report recommends that 
the Interstate Commerce Commission 
begin to regulate pipe lines in the true 
sense of that word. If the Report had 
followed up the logical implications of 
its first conclusion, quoted above, it 
should have recommended also that the 
Interstate Commerce Commission be 
given regulatory powers over the top 
companies. As it stands, the Com- 
mittee, by its own words, is convicted 
of asking the Commission to do, if not 
the impossible, then the ineffectual. 

In the Report’s second conclusion it 
states that as a result of its investiga- 
tion it finds oil pipe lines “to be plant 
facilities in an integrated industry.” 
We think it would be more accurate to 
say that they are, in the bulk of cases, 
used as plant facilities in an industry 
which has in large part been integrated. 
Let us not forget the eighteen thousand 
small independent crude oil producers, 
the numerous small refiners, and the 
small independent marketing com- 
panies. We are inclined to agree that 
the pipe-line companies, if and when 
they are subject to proper regulation, 
should be left with their present owner- 
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ship; but with their past record of 
earnings, there should be little need for 
worry about the answer to the follow- 
ing question contained in the Report’s 
conclusions: “If the oil companies 
were forced to sell the pipe-line com- 
panies, who would buy them and who 
would build to newly’ discovered oil 
fields?” 


ADDENDUM 


Subsequent to the submission of this 
article to the publishers, The National 
Industrial Recovery Act was passed. 
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Section 9, among other things, em- 
powers the President 


to initiate before the Interstate Commerce 
Commission proceedings necessary to pre- 
scribe regulations to control the operations 
of oil pipe lines and to fix reasonable, com- 
pensatory rates for the transportation of 
petroleum and its products by pipe limes, 
[and] to institute proceedings to divorce 
from any holding company any pipe-line 
company controlled by such holding com- 
pany which pipe-line company by unfair 
practices or by exorbitant rates in the 
transportation of petroleum or its products 
tends to create a monopoly. 


Dr. Ralph F. Breyer is assistant professor of com- 
merce and transportation in the Wharton School of | 
Finance and Commerce, University of Pennsylvania. 
He has contributed articles on marketing to various 
magazines, and is author of “Commodity Marketing.” 


- Pipe-Line Transportation of Gasoline - 


By PAuL A. WALKER 


NEW era is dawning in the trans- `’ 


portation field. On every hand 
we find evidence of the ever changing 
age in which we live, but nowhere is 
_ there to be found a more striking illus- 
tration thereof than in the transporta- 
tion of gasoline. 

While utilization of pipe lines for 
the shipment of gasoline is a recent 
achievement, it can no longer be 
classed as a mere dream of some ideal- 
‘istically minded traffic man. Long- 
distance through pipe lines for the 
transportation of gasoline are now ac- 
cepted as an important factor in the 
transportation set-up of the nation, and 
a serious menace to railroad revenues. 
It was not until very recent years that 
refiners and marketers of gasoline be- 
came convinced of the feasibility of 
such transportation, from the stand- 
point of both efficiency and economy. 

The advancements made in the oil 
industry as a whole during the past 
decade are little short of phenomenal, 
and the development of a more eco- 
nomical mode of transporting gasoline 
to market, by means of long-distance 
pipe lines, is perhaps the major devel- 
opment in petroleum marketing of the 
entire period. Itis predicted by many 
in close contact with the economic con- 
ditions affecting the gasoline industry 
that within the near future the entire 
nation will be literally networked with 
gasoline pipe lines. The construction 
of such lines during the past few years, 
in spite of almost unprecedented indus- 
trial depression, is probably indicative 
of rapid expansion in the future. It is 
prophesied that the éime is not far dis- 
tant when distribution of gasoline by 
pipe line will be oñ the same scale as 


the present natural-gas system, with 
large trunk lines connecting to later- 
als serving all important consuming 
centers. 


History 


In the history of pipe-line develop- 
ment, we have had first the lines for 
natural gas, then for crude petroleum, 
and now the latest entry in the field, 
long-distance lines for the transporta- 
tion of gasoline, both natural and 
refined. 

The first crude-oil line was con- 
structed almost three quarters of a cen- 
tury ago. The transportation of re- 
fined oils by pipe line dates back more 
than forty years, to 1892, when two 
parallel 4- and 5-inch lines were laid 
between Oil City and Marcus Hook, 
Pennsylvania, a distance of approxi- 
mately 470 miles. The 5-inch line was 
used for the shipment of kerosene, and 
later the 4-inch line was converted to 
the same use. ‘These lines were in op- 
eration until 1920. When they were 
removed in 1923, it was found that 
after almost thirty years of service the 
pipe was still in excellent condition. 
The 5-inch line had a capacity of ap- 


-proximately 3,600 barrels daily.t 


In 1912 the Pacific Gasoline Com- 
pany constructed what is said to be 
the first relatively long line for the 
transportation of gasoline, in Orange 
County, California. It was a 2-inch 
line approximately two miles in length, 
and moved natural gasoline from the 
Brea Canyon to a loading rack near 
Brea. A number of other lines, up toa 
length of about thirty miles, were con- 
structed in California within a few 


1 Pipe Line News, June 1931, p. 35. 
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years following 1912. These lines were 


used principally for moving stock 
about refineries and from refineries to 
‘loading racks and docks, and not to 
distribution centers.” 


- Tr 1928'the Shell Oil Company of- 
California completed the then largest ` 


_natural-gasoline pipe line in thé world. 
~The exceptionally high gas-oil ratio in 
‘the Véntura Avenue Field resulted in 
the erection of a number of large natu- 
ral-gasoline plants, among them the 
Shell plant with a capacity of 170,000 
gallons per day. For a number of 
years the Shell Company moved this 
natural gasoline to its refinery by tank 
cars, with actual measured losses rang- 
ing up to 20 per cent. To facilitate 
movement. of natural gasoline from 
plant to refinery and thus eliminate 
loss due to evaporation from tank car 
shipments, the Shell built its line from 
the Ventura Avenue Field to its refin- 
ery at Wilmington, near the Los 
Angeles harbor, a distance of about one 
hundred miles.’ 

The revolutionary phase of pipe-line 
development is that of long-distance 
lines for transporting gasoline from re- 
fineries to distribution centers. Such 
transportation presents a number of 
important economies over tank car 
shipment, in addition to insuring a 
much more flexible movement. 

In 1930 long-distance gasoline’ pipe 
lines entered the transportation set-up 
with such revolutionary suddenness 
and proportions that almost overnight 
they had to be reckoned with as an im- 
portant factor in rail rates on gasoline. 
During that year 2,806 miles of gaso- 
line pipe lines were either built or 
started.4 The year 1930 witnessed the 
beginning of the construction of three 


2 Bowie, C. P., Bureau of Mines, Technical 
Paper 517, p. 4. 

° Oil and Gas Journal, Aug. 30, 1928, p. T-27, 
T-30. i 

* Pipe Line News, Jan., 1931, p. 11. 


r 


229 


very long gasoline pipe he the Sun 
Oil Company’s line from Philadelphia 
to Cleveland; the Great Lakes Com- 
pany’s line from Okmulgee, Oklahoma, 
to Chicago and the Twin Cities; and 
the Phillips’ line from Borger, Texas, 
to St..Louis, Missouri. 


= 


TUSCARORA AND Sun LINES 


Delivery of gasoline to market via 
pipe line was inaugurated by the Tus- 
carora Pipe Line Company, a sub- 
sidiary of Standard Oil Company of 
New Jersey, in a line extending from 
Bayway, New Jersey, westward across 
that state and Pennsylvania to the 
Ohio-Pennsylvania border. This pipe- 
line was constructed and originally 
used as a carrier to transport crude oil `. 
from the fields of western Pennsylvania 
eastward to the company’s refinery lo- 
cated at Bayway, New Jersey. Early 
in 1930, after nothing more than a thor- 
ough cleaning so, far as the pipe line 
itself was concerned, the line was. con- 
verted into a carrier moving shipments’ 
of gasoline from New Jersey refineries ` 
to marketing points in New Jersey and 
Pennsylvania, a distance of approxi- 
mately 370 miles. This line is ideally 
located for delivering gasoline to points 
on the Allegheny and Ohio Rivers . 
where it can be shipped to other points 
by water. 

The pumping system of fi Tusca- 
rora line was, of course, built to send 
the crude oil in an easterly direction. 
In order to reverse the flow and send 
the gasoline from the refineries on the 
Atlantic Coast westward to market, it 
was necessary to construct three elec- 
tric drive pump stations at intervals 
along the line.. This line was the fore- 
runner in opening up an.entirely new . 
vista in this field of transportation, 


are Petrolewn News, Noy. 13, 1929, 


p. 1 
ý oil and Gas ‘Journal, Dec. 5, 1999, p. 56; 
National Petroleum News, Nov. 13, 1929, Pe ‘19. 
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The second major gasoline pipe-line 
project, heretofore referred to, also lo- 
. cated along the Atlantic seaboard, the 
Sun Oil Company’s line from its Phil- 
adelphia refinery to Cleveland on the 
Great Lakes and to Syracuse on the 
New York State Barge Canal, links 
three great waterways—ocean, canal, 
and lakes. TheSun Company through 
its subsidiaries, the Sun Pipe Line, Inc., 
and the Susquehanna Pipe Line Com- 
pany, has extended the market of its 
Philadelphia refinery to the great con- 
suming centers of the Great Lakes re- 
gion, as well as to the rich eastern 
markets. This pipe line was first con- 
sidered in 1928, at which time there 
were only a few short gasoline lines in 
‘the country. The preliminary work 
was completed in 1929, and in 1930 the 
two subsidiary companies were organ- 
ized to build the line.’ 

It is significant, as showing the rapid 
development of pipe-line transporta- 
tion, that Pat O’Brien, sometimes 
called the “dean of American pipe-line 
men” and a member of the gang which 
laid the first pipe line near Titusville, 
Pennsylvania, in 1872, supervised the 
work of constructing the lne across 
both the Allegheny and Susquehanna 
Rivers.® 


GREAT Lakes AND Puitzuies LINES 


The two most important pipe lines, 
also’ heretofore referred to, for the 
movement :of gasoline are the Great 
Lakes Company’s line and the Phillips’ 
line ‘in the Middle West. They are 
used to move gasoline from the re- 
fineries in the Mid-Continent field in 
Kansas, Oklahoma, and Texas to the 
great consuming centers of the nation. 

Plans for the Great Lakes Pipe Line 
Company’s line were commenced in 
the summer of 1930 hy the Continental 
Oil Company and the Barnsdall Cor- 


7 Oil and Gas Journal, June 4, 1931, p. T-130. 
3 Ibid., p. T-133. l 
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poration. The idea of a pipe line to 
transport gasoline from refineries in 
the Mid-Continent field to market in 
the populous Great Lakes area proved 
so attractive that the first two com- 
panies were joined by Skelly Oil Com- 
pany, Mid-Continent Petroleum Cor- 
poration, Pure Oil Company, and 
Philips Petroleum Company in the 
ownership of the project. 

This is the longest gasoline pipe line 
in the world. It extends from Okmul- 
gee, Oklahoma, to Chicago and the 
Twin Cities, and is the first pipe Ime 
to carry gasoline made in Oklahoma 
to consumption points in the Missis- 
sippi and Missouri Valleys. It is ap- 
proximately fourteen hundred miles 
long, constructed of 4-, 6-, and 8-inch 
pipe. It was completed July 11, 1931, 
at a cost of approximately seventeen 
million dollars, and has a daily capac- 
ity of approximately thirty thousand 
barrels. A complete telephone and 
telegraph line, with teletype equip- 
ment such as used by the Associated 
Press, parallels the entire fourteen 
hundred miles of this line.® As now 
constructed, 257,000 barrels of gasoline 
are required to fill this line, and it is 
to be expected that this main trunk 
line will be expanded by the addition 
of branches and also by the enlarge- 
ment of the trunk line itself. 

According to tariff on file with 
the Interstate Commerce Commission, 
this pipe line will accept for transporta- 
tion shipments of gasoline of not less 
than fifty thousand barrels to one con- 
signee. Evidence introduced before a 
special committee of: the House of 
Representatives, Seventy-second Con- 
gress, Second Session, shows that dur- 
ing the first six months of 1932 this 
pipe line transported 3,714,188 barrels 
of gasoline for a revenue of $2,523,- 


® National Petroleum News, Nov. 26, 1930, 
p. 81; The Petroleum Engineer, Oct. 1930, pp. 
46-48; Pipe Line News, Aug. 1931, pp. 16-17. 
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458.73. It is also shown that 83.1 
per cent of this gasoline moved in 
interstate commerce, as contrasted 
with 68.2 per cent which so moved in 
1931.7° 

The -Phillips Pipe Line Company’s 
8-inch line from Borger, Texas, to St. 
Louis, Missouri, which was completed 
in 1931, with a maximum daily capac- 
ity of thirty thousand barrels, reflects 
even greater progress in pipe-line con- 
struction and operation. 

Two radical departures from modern 
pipe-line engineering practices are used 
-in the operation of this system." By 
the use of high-speed centrifugal 
pumps, driven by gas engines through 
speed-increasing gears, the pumping 
system in this line is so balanced as 
to make it possible to regulate the 
amount of flow by lessening or raising 
the speed of the engine, which, engi- 
neers say, offers the advantage of a 
pressurecurve. ‘There are nine pump- 
ing stations along this line, and the 
plans include specifications for six ad- 
ditional stations should they become 
necessary in order to increase the ca- 
pacity of the line. 

The other mnovation in the opera- 
tion of this line is the use of butane 
gas, sometimes called the “bad boy” 
of natural gasoline, which is slugged 
through the lines and drawn out at the 
various pump stations, where it is used 
as fuel for driving pumps. 

It is possible to transport through 
the Phillips’ single line of pipe, with- 
out intermingling, the constituent 
parts of finished’ motor fuel. The 
different base stocks move through 
this newest pipe line in such an even 
flow that the line of demarcation be- 
tween each shipment is abrupt, with- 


1 “Report on Pipe Lines,” House Report No. 
2192, 72d Cong., 2d Sess. 

UThe Od Weekly, Oct. 31, 1930, p. 30; ibid., 
Sept. 11, 1931, p. 28; Pipe Line News, June 1931, 
p. 35. 
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out a buffer between them." Today 
separate consignments of straight-run 
gasoline, cracked gasoline, natural 
gasoline, and butane may be shipped 
daily through the Phillips line from 
the Panhandle to St. Louis. 

The Borger refinery and natural- 
gasoline plants of the Phillips Petro- 
leum Company in the Panhandle area 
must pump 282,000 barrels of their 
products into the 800-mile line in order 
to fill it. It requires eight days for 
products traveling at a speed of ap- 
proximately 3.5 miles per hour to reach 
St. Louis."4 

In the neighborhood of 3,812,998 
barrels of gasoline were transported 
through this line during the first six 
months of 1932, all of which moved in 
interstate commerce, with a revenue 
of $1,743,616.15 to the carrier.. This 
pipe line accepts minimum shipments 
of fifty thousand barrels, from refiners 
having no financial interest in the pipe- 
line company. During the first six 
months of 1932 about 22.4 per cent of 
the gasoline moved through this line 
was for such “outside” refiners, and 
yielded 6 per cent of the total revenue. 

Construction activities of long-dis- | 
tance lines for the transportation of 
gasoline are not confined to the United 
States. As early as 1926 plans were 
being made to build such a pipe line 
between Baicoi and Constanta, Ru- 
mania. The plans were renewed in 
1929 to have this line constructed by 
the Government, but, in spite of what 
were said to be manifest advantages, 
it met with political opposition. The 
writer is unable at the present time to 
ascertain the ultimate fate of the . 
project.*5 

£ Oil and Gas Journal, Jan. 15, 1931, pp. 683,. 
104; ibid., May 28, 1931, p. 48. 

8 Ibid., Jan. 15, 1931, p. 63; The Ol Weekly, 
Sept. 11, 1931, p. 28. 

4 Ol and Gas Journal, Jan. 15, 1931, p. 104. 


5 “Rumania Pipe Line,” OH and Gas Journal, 
May 14, 1931, p. 24. j 
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Amount or GASOLINE TRANSPORTED 
BY Pree LINE 


According to a report of the Bureau 
of Mines in 1930, California, where 


70,098,000 gallons of natural gasoline. 


were moved in pipe lines during that 
year, ranked first in transportation of 
gasoline by that method. That report 
further shows that 17,930,000 gallons 
were transported in this manner east 
of California, which was only about 1 
per cent of the total amount of gasoline 
distributed during the year.*® 

C. P. Bowie, supervising engineer, 
San Francisco office, United States 
Bureau of Mines, states that in July 
1931 there were 2,900 miles of pipe line 
in use for transporting gasoline and 
motor fuel, and deliveries from these 
lines during that month amounted 
to 1,270,000 barrels. Approximately 
4,000,000 barrels of motor fuel were 
delivered to consumers by pipe line 
during the six-months period January 
to July, 1931.17 

The growth in this method of trans- 
portation in the next year is shown by 
the fact that the Great Lakes line 
and the Phillips line, as hereinbefore 
pointed out, transported almost eight 
million barrels, or approximately twice 
as much gasoline in the first six-months 
period of 1932 as was transported by 
all gasoline pipe lines in the same pe- 
riod in 1931. 


Prer-Linez COMPETITION WITH 
Ram CARRIERS 


As recent as the final argument on 
Mid-Continent oil rates, in 1929, in- 
. telligent and well-informed persons at 
the hearing were inclined to scoff at 
the idea of serious pipé-line competi- 
tion in the transportation of gasoline. 
The suggestion was,classed as either 


6 Supplement to Oildom Daily, Monday, Nov. 
2, 1931. X . 
’ " Bureau of Mines, Technical Paper 517, p. 4. 
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visionary or prompted by ulterior 
motives. , 

Executives of railroads have since 
viewed with much concern the building 
and the rapid expansion of gasoline 
pipe-line carriers. A vice-president of 
a major railroad told members of the 
National Petroleum Association at its 
April 1931 semiannual meeting that 
railroads in some parts of the country 
might find it necessary to construct 
gasoline pipe-line carriers.18 Cogni- 
zance of pipe-line competition with rail 
carriers in the movement of gasoline 
and other refined products was taken 
as early as 1930, in Traffic Bureau, 
Davenport, Ia. et al. v. Alton & East- 
ern et al., 167 I. C. C. 276. 

The spread of cheap pipe-line and 
water transportation of gasoline pre- 
sents serious competition to rail car- 
riers, especially in the Mid-Continent 
area, where gasoline formerly con- 
stituted relatively so large a part of 
the rail tonnage. The gasoline pro- 
duction of the Mid-Continent field in 
Oklahoma, Kansas, Texas, Arkansas, 
and northern Louisiana in February 
1930 was said to be about 265,000 bar- 
rels daily, of which only about 70,000 
barrels daily is consumed within the 
immediate trade territory, leaving ap- 
proximately 200,000 barrels to be 
transported to other markets. A 
freight rate ranging from 1.5 cents to 
4 cents per gallon must be added to 
move this motor fuel via rail carriers 
to consuming points, where it must 
compete with products from local re- 
fineries using crude oil supplied by pipe 
line at a lower transportation charge, 
which is reflected in the retail price.!® 

Likewise the inland or oil-field re- 
finer, who ships by rail, is at a serious 
disadvantage with the refiner in large 
population centers who ships crude to 
his refineries by pipe line. As an ex- 


38 Oil and Gas Journal, April 30, 1931, p. 18. 
2 bid., Feb. 18, 1930, pp. 39, 110. 
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ample of the disadvantage of such in- 
land refiners, the State of Oklahoma, 
with a daily refinery gasoline produc- 
tion of approximately 110,000 barrels, 
has a home market of not more than 
20,000 barrels daily. Such of the re- 
mainder as is shipped by rail to distant 
markets in dense population centers 
must compete with gasoline refined 
there from pipe-line crude. 

It was testified at the hearing on 
H. R. 16695, Pipe Lines, February 17 
and 18, 1931, that the three states of 
Oklahoma, Texas, and California pro- 
duce approximately 82 per cent of all 
crude oil produced in the United 
States; that in 1930 the Mid-Continent 
area produced 66 per cent of the total, 
California 25 per cent, and the Rocky 
Mountain area 4 per cent, leaving only 
5 per cent to be produced in all the 
states east of the Mississippi River, 
where about 70 per cent of the popula- 
tion of the entire nation resides, and, 
what is more important to the gasoline 
industry, where 70 per cent of the gaso- 
line is consumed. 

The petroleum industry is there- 

fore faced with two alternatives. It 
must either find a more economical 
means of transporting refined products 
from the Mid-Continent to Middle 
West and distant Eastern markets, or 
ship the crude oil to refineries in the 
marketing areas. As one executive 
said, the 
Mid-Continent refining industry has the 
choice of either moving its plants to points 
better located as to the consuming market 
or of devising means of lowering transporta- 
tion charges from the plants it is now 
operating. 
The use of pipe lines and barges to 
transport refined petroleum products 
from the refineries offers a practical 
solution to this problem. 

It has been proved that the pipe line 
as a common carrier of gasoline is fea- 
sible. Government specifications of 
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gasoline and improved operation of 
pipe lines has overcome the obstacles 
to this method of transportation.. 
Even the small refiner can ténder ship- 
ments of his products from time to 


time and thus aid the pipe-line owner 


in keeping down transportation costs 
by operating the line at full capacity. 


ADVANTAGES OF PIPE-LINE 
TRANSPORTATION 


Pipe-line proponents urge that ship- 
ment of gasoline by pipe lines saves in 
carrying charges; that the freight rate, 
as well as loss by evaporation, repre- 
sents so large a portion of the value 
of gasoline as to handicap the refiners 
whose plants are distant from markets 
unless gasoline can be moved by 
cheaper transportation than that of- 
fered by the rail carriers. They claim 
materially decreased distribution costs 
and greater gallonage by means of pipe 
lines. 

In 1930 there were said to be 275,000 
tank cars used in the movement of 
petroleum and its products.?? No 
doubt a large amount of the gasoline 
formerly shipped in these cars is now 
being moved by pipe lines. One of 
the big problems which now confront 
the rail carriers is to find some means 
of utilizing these cars and obtaining 
other revenue. 

The average recovery of gasoline 
from crude oil in the United States is 
said to be approximately 50 per cent. 
It is pointed out that it is necessary to 
transport double the gasoline volume 
in crude oil through a pipe line to yield 
the amount of gasoline necessary to 
supply a given trade area. Further, 
more gasoline than crude oil can be 
transported through a pipe line be- 
cause of the specific gravity and vis- 
cosity of gasoline. Gasoline pipe lines 
can be used for other purposes, such as 
moving crude oil, fuel oil, and distill- 

Oi and Gas Journal; June 5, 1930, p. T-30. 
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ates, when no% in use for the movement is a practicable problem of coördi- 
of gasoline. l nating it with rail and other trans- 

Pipe-line transportation of gasoline portation, in which the rail carriers and 
has undoubtedly come to stay. There the public are most vitally interested. 


Mr. Paul A. Walker is chairman of the State Cor- 
poration Commission of Oklahoma. He has served, 
successively, as attorney for that Commission, as 
referee for the Supreme Court of Oklahoma, as 
special counsel for his State before the Interstate 
Commerce Commission and the courts in freight rate 
litigation, and as Corporation Commissioner. He 
has been chairman of the Committee on Coöperation 
between Federal and State Commissioners of the Na- 
tional Association of Railroad and Utilities Commis- 
stoners since 1925, and is a member of the Executive 
Committee of that Association. 


Pipe-Line Transportation of Natural Gas . 


By Jonn H. FREDERICK' 


INCE 1865, when the first natural- 
gas corporation was organized in 
the United States, there has been a 
more or less steady -increase in the de- 
mand for and production of natural 
gas. This trend has been very notice- 
able during the past seven years. 
Table I shows the trend in natural-gas 
consumption in the United States from 
1925 to 1931. 

, In many of the industrial services, 
natural gas is strongly favored against 
even less expensive fuels, because of the 
ease of controlling combustion effi- 
ciency and furnace temperatures. In- 
dustries in which natural gas has found 
a good market include those manu- 
facturing steel, glass, cement, and 
ceramic products, and also bakeries. 
As a domestic and general commercial 
fuel the convenience and cleanliness of 
gas are strongly in its favor, although 
in this market natural gas must com- 
pete with producer gas made from low- 
grade coal. 
power plant fuel, gas has supplanted 
oil in a number of large steam-generat- 
ing plants. Even the oil refineries 
sometimes find their many by-product 
fuels inadequate, and purchase large 
quantities of natural gas from pipe 
lines. In recent years, however, the 
consumption of natural gas at petro- 
leum refineries has declined steadily, as 
many refineries have found it cheaper 
to utilize the fuels made at their plants 
—fuel oil, refinery gas, and coke— 
rather than to buy natural gas from 
outside companies. 

It has been estimated ‘that over 
three fourths of the area of the United 
States, natural gas occupies a dominat- 
ing position as’a fuel. In six states it 


In the field of electric - 


is the only form of gas used, and in five 
more it constitutes over 90 per cent.of 
all gas used. ‘These eleven states in- 
clude Texas and Ohio. In California, 


over 80 per cent of all gas used is 


natural, and m the great manufactur- 
ing state of Pennsylvania some 60 per 
cent of all gas produced is natural.! 


DISTANCE OF CONSUMPTION Ponts 
FROM PRODUCTION POINTS 


Mauch natural gas is delivered to 
consumers Close to the source of sup- 
ply; for example, the carbon-black 
manufacturers, who accounted for 12 
per cent of the total natural gas con- 
sumed in 1931. Jn addition, well over 
a third of the natural gas consumed is 
used as fuel in field operations where 
transmission is for only short distances. 
About 50 per cent of the total gas pro- 
duced, however, passes through pipe 
Imes under high pressure to points of 
consumption many miles from points 
of production. 

There are now three major areas In 
the United States in which natural gas 
is produced in great quantities: the 
Appalachian fields, including Pennsyl- 
vania, West Virginia, and Ohio; the 
Southwestern fields, including Louisi- 
ana, Texas, Oklahoma, Kansas, and 


. Arkansas; and the Pacific Coast field, 


chiefly located in southern California. 
Of these, only the first is near large 
consuming centers, and at present the 
largest consumption of natural gas is 
confined to places far from good coal 
and without the benefit of cheap freight 
rates, as, for example, in the Southwest 
and in California. The increased -use 


1 Editorial, “Where is Natural Gas Going?” 
American Gas Assn, Monthly, May 1930, p. 192. 


235 


236 


of natural gas in other dreas, particu- 
larly in the eastern part of the country, 
is dependent upon the ability to trans- 
port: such: gas cheaply, by, means of 
long-distance pipe. lines. If the pipe 
lines can be profitably extended, the 
items of domestic and commercial con- 
sumption, electric _power plant fuel, 
and general industrial use as shown 
in Table I, may be expected to increase 
considerably and at- the expense of 
other fuels. eo 


‘ 
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more general recognition of its worth, 
as well as-a fuller realization of the de- 
pendability of estimates of available 
supply in.a particular field; and be- 
cause of the inability of gas companies 
in: some ‘localities to supply local de- 
mands for gas with the quantity avail- 
able nearby, the shortage being made 
up by deliveries from distant fields. 
The distance over which gas pipe 
lines can be operated with profit de- 
pends on many commercial factors, in- 


TABLE 1—Trenos IN Ndu Gas, Consumption, U. S., 1925-312 
' (Figures represent million cubic feet) 





+ 


Uses 1925; y 1926 1927 1928 1929 1930 1931 
Domestic and Commercial a .| 272,146 289,175 | 296,036 320,877 359,853 376,407 380,897 
Industrial y ' l f 
Carbon-black manufacture.! 140,368 130,321 144,087 175,137 261,107 266,625 195,396 
Fuel for field operations ...| 423,524 478;188 549,455 573,698 705,083 723,165 571,365 
Electric power plant fuel.. 46,521 58,207 62,919 77,826 112,707 120,290 138,243 
Fuel at refineries......... 87,842 121,449 123,395 114,930 103,729 98,842 75,548 
Other industrial plants....| 218,040 240,513 | 269,352 305,991 374,972 356,315 822,700 
Total production®.....+.} 1,188,489 | 1,312,853 | 1,445,244 | 1,667,979 | 1,917,451 | 1,941,644 | 1,684,249 
Percentages 
Domestic and Commercial... 22.90 22.03 20.48 20,47 20.00 23.00 
Industrial 
Carbon-black manufacture. 11.81 9.93 9,97 11.17 12.00 12.00 
Fuel for field operations... 35.64 36.42 38,02 36.59 88.00 34.00 
Electric power plant fuel... 3.91 4.065 4.35 4,93 6.00 8.00 
Fuel at refineries......... 7.39 9,25 8.54 7.33 5.00 4.00 
Other industrial plants.. .. 18.35 18.32 18.64 19.51 19.00 19.00 
Total erae aei 100.00 100.00 100.00 100.00 100.00 100.00 





a Excluding small quantities exported to Canada and Mexico. 


LENGTH OF Piper LINES 


For a considerable number of years, 
one hundred miles was considered a 
long distance to transport natural gas; 
but since 1927 the trend has been to- 
ward the construction of longer pipe 
lines, adapted to transport gas to con- 
sumers long distances from the fields. 
This has come about because of the in- 
creasing demand for the gas and a 

2 Data from United States Bureau of Mines. 


cluding competition with other fuels; 
however, not only are many of the ex- 


-isting lines long and expensive both 


from an operating and a construction 
standpoint, but they run into territory 
well supplied with other fuels. Chi- 
cago, for example, receives about 175 
million cubic feet of natural gas per day 
from the Texas Panhandle through a 
24-inch line 1000 miles long; Atlanta is 
receiving gas from northwestern Loui- 
siana through a 22-inch 450-mile line, 
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and St. Louis has a 22-inch. 430-mile 
line from the same source. `.. 

It appears that 500 miles over fairly 
difficult country is not too far to carry 
gas into many markets, and even 
through country full of natural obsta- 
cles it has been proved that 350 miles is 
not too great a distance. For example, 
the Amarillo-Denver 22-inch line car- 
ries natural gas into the Colorado coal 
regions, although many of its 340 miles 
run through rough and inaccessible 
country, rising 4,200 feet and crossing 
such difficulties as a canyon 600 feet 
deep with sides sloping 45 degrees.’ 
In eastern territory the longest line ex- 
tends some 460 miles from Warco, 
Kentucky through eastern Kentucky, 
southern West Virginia, Virginia, and 
Maryland to Coatesville in eastern 
Pennsylvania. 

All the natural gas of any quantity 
is produced in a group of twelve states; 
but due to the construction of long- 
distance pipe lines, thirty-two states 
and the District of Columbia are 
reached by gas trunk lines. ‘Through 
these lines a constantly increasing pro- 
portion of the natural-gas production 
has been taken out of the state of 
origin, as is shown by the following 
figures: 


TABLE II‘ 





Total | Interstate | per cent of 
Year | Production Movement Production 
Moved 
(Millions of cúbic feet) | Interstate 

LOB. vee as 1,568,139 241,000 15 
1929. ..... 1,917,693 325,000 16 
1930,..... 1,943,421 380,601 19 
POS canes 1,686,436 332,538 20 


Louisiana is the leading state in 
interstate shipments, with Virginia 
3 Pound, J. H., “Pipe Line Transportation,” 


Mechanical Engineering, Feb. 1932, p. 103. 
4 Data from U. S. Bureau of Mines. 
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next, and Texas, Oklahoma, Kentucky, 
and Pennsylvania following. 

The natural gas trunk line mileage in 


the various states as of July 1, 1929 
was as follows: 


TABLE III’ 

Miles 

Ee T 3 odo E E axa iews 7,800 
Ohio......... 7 pees anee Beye 6,100 
Pennsylvania... 0.26.0. 5,200 
West Virginia.: e E E gees 4,000 
Oklahoma...) of... pee cece eee 3,700 
KANSAS a TONDIS 3,500 
Louisiana.’ ee ae Resa Bo eines 1,800 
Californi. . we 1,600 
Arkansas. Dnt areas ota eee 1,200 
Kentucky: o.oo ieee eee ee eee 1,000 
New OO eee ene 1,000 
Wyoming icc 8 od de eud as tee ae 2 900 
OUNGTS heey E aaa ees 3,000 
od OCA eoar Greciigtas AE u 40,800 





The estimated mileage of trunk 
natural-gas lines in the United States 
as of July 1, 1931 was 50,000 as re- 


ported by the Bureau of Mines. There 
is no estimate available for the total 
mileage of the natural-gas gathering 
lines, but it is probable that it is con- 
siderably less than the above mentioned 
figure. 


Facrors In Expansion or .NATURAL- 
Gas INDUSTRY 


It appears that there are three fac- 
tors largely responsible for the tremen- 
dous expansion of the natural-gas 
industry since 1927. ‘The first was the 
discovery of huge reserves of natural 
gas such as those in the Monroe, Loui- 
slana area, the Panhandle of ‘Texas, 
Kettleman Hills, California, south-. 
eastern New Mexico, Oklahoma City, 
and other Places, insuring adequate 
supplies to hundreds of cities and towns 


which had never enjoyed this fuel þe- 
fore. 


5 Data from U. S. Bureau of Mines. 
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The second factor was the improve- 
ment made in the mechanical devices 
used in pipe-line construction, which 
contributed to wider distribution. 
Ditching and back-fillmg machines 
have replaced pick and shovel methods; 
tractors and other machines especially 
designed for the work are used in 
handling pipe; automatic field-welding 
processes for pipe joints have been de- 
veloped; improvements in pipe manu- 
facture and quality of material. have 
increased the’ ability to transport gas 
under high pressures; and the advance- 
ment made in the quality and the ef- 
fectiveness of protective applications 
has brought about an increase in the 
useful life of pipe lines.* 

Thirdly, on the economic side of the 
question, company surveys, have indi- 
cated that assured supplies are avail- 
able to meet certain new demands, and 
with this knowledge as a background 
the industry has received the needed 
support of financial interests who came 
to the realization that long-distance 
natural-gas pipe lines were not only 
feasible but also good investments. 

The most recent developments were 
largely associated with three principal 
gas producing areas: the Monroe- 
Richland area in Louisiana, serving the 
southeastern portion of the country; 
the territory: including the Texas 
Panhandle, southwestern Kansas, and 
- adjacent areas, which may be combined 
to serve the central ‘United States; and 
the California fields, furnishing gas for 
distribution on the Pacific Coast. It 
should be noted, however, ‘that a pro- 
nounced decline in natural-gas pipe- 
line construction occurred in the United 
States in 1932. The great gas fields 
just mentioned had been prpvided with 
outlets stretching hundreds of miles 
easterly and northerly in previous 

6Cf. Schmidt, E. F., “Large Diameter 
Transmission Lines,” Natural Gas, June 1932, 
pp. 6-7. " : 
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years, and made an end to pipe-line 
building on a large scale. In 1932, 
therefore, only shorter and smaller 
lines were built from the various gas 
producing areas. 

A-big factor in the expansion of the 
natural-gas industry in recent years 
which should also be mentioned has 
been the activity of large companies 
formerly chiefly interested in the pro- 
duction and transportation of crude 
petroleum, in the construction of long- 
distance natural-gas pipelines. Among 
the companies showing activity in this 
way are the Standard Oil Company of 
New Jersey, Standard Oil Company of 
California, The Texas Corporation, 
Prairie Oil & Gas Company, Skelly Oil 
Company, Phillips Petroleum Com- 
pany, Empire Oil & Gas Company, 
Houston Oil Company, Cities Service 
Company, and others.’ 

The importance to the entire petro- 
leum industry of oil-company activity 
in natural-gas production and trans- ° 
portation should not be overlooked. 
It means that the production of natural 
gas will gain in importance; that natural 
gas encountered in drilling for oil will 
no longer be blown into the air and 
wasted; and ‘that conserving this gas 
and using it only as needed by the pipe 
lines will result in a conservation of oil 
under the ground also.® 


Prer-Lint COMPANIES 


It is difficult to estimate the number 
of natural-gas pipe-line companies in 
the United States, as it depends largely 
on whether one counts each subsidi- 
ary company separately, or groups a 
number of them under a single head. 
Furthermore, it is difficult to make a 
distinction between a pipe-line company 


T Cf. Appendix K, Report on Pipe Lines, House 
Report No. 2192, 72nd Cong., 2nd Sess. (1933). 

8 Rowley, A. M., “Natural Gas—Retrospect 
and Prospect,’ Oi! and Gas Journal, June 5, 
1930, p. T27. 
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and a producer owning a short line. 
Pipe lines are a part of the plant facili- 
ties of a highly integrated industry, and 
the transportation of natural gas is not 
a separate function, but is closely allied 
to production and consumption. The 
leading natural-gas pipe-line companies, 
from the standpoint of mileage, are as 
follows :° 


TABLE IV 
Company Mileage 
Panhandle Eastern Pipe Line Co....} 1,300 
Natural Gas Pipe Line Co. of America} 1,000 
Lone Star Gas Co... 1.0.00... ee eee 4,000 
United Gas Public Service Go....... 4,350 
Northern Natural Gas Co....... .-+{ 2,600 
Cities Service Gas Co... 2... 6... 0e- 4,300 


Natural-gas pipe-line companies are 
usually organized along one of the fol- 
lowing lines: 

(1) The company may own the pipe 
line and sell in bulk at some city line, 
or “city gate” as it is often called, to 
an unrelated distributing company. 

(2) A single company may own the 
pipe line and the distributing plant, 
and transport the gas directly from the 
field to the local consumer. 

(3) A pipe-line company may rie in 
bulk at the city gate to a distributing 
company controlled by it through 
stock ownership, or whose stock is 
owned by a holding company, which 
also owns the stock .of the pipe-line 
company and through such stock own- 
ership controls both the distributing 
and the pipe-line company.!° 

It is apparent that the transportation 
of natural gas by pipe lines is emerging 
from a local to a national distribution 

The names and addresses of the principal 
natural-gas pipe-line companies are to be found 
in Brown’s Directory of American Gas Companies, 
New York: Robbins Publishing Co., Inc. 

10 Cf, Hatcher, E.AH., “The Problem of Regu- 


lating the Interstate Pipe Lines,” Public Utilities 
Fortnightly, Mar. 31, 1932, pp. 396-404. 
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“system. ‘The short lines to local con- 


suming areas are giving way to trunk 
lines that transcend state boundaries, 
and are serving increasingly important 
The trend in 
the growth of, natural-gas transporta- 
tion is from’ mere local, limited; and 
more or less isolated lines to large 
systems whose transmission and dis- 
tribution lines in various parts of the 
country now form systems somewhat 
comparable with the super-power sys- 
tems in the electric light and power 
field, although for -obvious reasons 
it is unlikely that the gas systems 
will ever become’ so extensive through- 
out the country as the electric light 
systems." 

The object of the super-gas systems 
is, however, the same as that of the 
large electric power and light combina- 
tions: which is to transport gas from 
sections where it is plentiful and cheap 
to large centers of population and 
industry, regardless of their distance 
from the gas fields. At the same time 
it is the desire to effect various econo- 
mies by connecting lines, either through 
the merging of various companies or 
by reciprocal supply agreements. ‘The 
mergers that have been consummated 
so far have illustrated the fact that the 
same advantages of consolidation are 
to be found in the natural-gas industry 
that exist in any other field. 


TRANSPORTATION Costs 


The distribution of natural gas is 
largely a problem of transportation, 
and low transportation costs permit 
long-distance marketing from the gas 
fields to important population centers. 
The total unit cost of transmitting 
natural gas over any distance varies, of 
course, with the gas pressure at the well; 
the cost of the transmission line used; 

u Qstrolenk, B.p “Natural Gas Trunk Pipe 
Lines in the United States,” The Annalist, Jan. 
17, 1930, P- 126. 
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the cost of the right-of-way for the’ 
line; the extent to which the full 
capacity of the line is utilized (the load 
factor); and the useful life of the line 
during which time the cost must be 
amortized. 

Naturally, where a transmission line 
is used to only ten per cent of its ca- 
pacity, charges for interest and amorti- 
zation will be greatly in excess of what 
they would be if the line were con- 
tinuously operated at. 100 per cent of 
capacity. Fixed charges are constant 
no matter how much gas is transported, 
which makes the load factor exert a 
very vital influence on the cost of 
transportation per thousand cubic feet 
of gas. 

As an illustration of the importance 
of the load factor, the following com- 
pilation is of interest as showing the 
estimated cost of operation per thou- 
sand cubic feet of gas transported, for 
various sizes of pipe line one hundred 
miles long, complete with compression 
station, meters, and so forth, at various 
load factors. The useful life of the 
pipe lines is assumed to be fifteen years, 
and the costs include interest at 7 per 
cent per annum on the total cost, 
amortization on straight line basis, 
and all operating expenses except cost 


TABLE V 
Size of Pipe Line 


Load Factor 














(Per Cent) | Jo:ina | -in.» | 6-ine 
| See rere $0.514 | $0.682 | $1.140 
20.. 0.263 0.346 0.575 
Sr acs anea a hie 0, 178 0, 234 0.387 
Nes pnd wre oes 0.136 0.179 0.293 
OO E wos 0.111 0.144 0.236 
GU eos Pee eu snwes 0.094 0.122 | 0.198 

a Capacity approximately 11,750 M. cu. ft. 
per day or 4,300,000 M. cu. ft. per year. 
b Capacity approximately 6,700 M. cu. ft. 


per day or 2,450,000 M. cu. ig. per year. 
o Capacity approximately 3,250 M. cu. ft. 
per day or 1,185,000 M. cu. ft. per year. 
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of fuel for compressing and general ad- . 


ministrative expense; but including an 
allowance for leakage and an estimated 
cost of one cent per thousand cubic 
feet of gas pumped.” . 

This compilation clearly indicates 
that the total cost of transporting 
natural gas is much influenced by the 
load factor at which the pipe line is 
operated. Thus, in the case of the 
10-inch Ime with an estimated life of 
fifteen years, the cost is 26.3 cents 
per thousand cubic feet when the line 
is operated on an average of 20 per 
cent of its total capacity, but only 11.1 
cents per thousand cubic feet when the 
load factor is increased to 50 per cent. 
For transmission lines with estimated 
life of fewer years the costs of trans- 
mission are, of course, materially in- 
creased for each load factor, and for 
lines with a life of over fifteen years the 
costs would be correspondingly de- 
creased. 


Status OF Naturat-Gas Prien LINES 


Natural-gas pipe lines are not com- 
mon carriers, and as a rule carry the 
owner’s gas only. ‘The owners may be 
either producers or distributors. There 
are many technical difficulties which 
would hinder making such pipe lines 
common carriers. For example, sup- 
pose that there were as few as a dozen 
producers of gas who desired to ship 
through a particular line. If the line 
was a common carrier it would have to 
receive the gas from all these producers 
for transportation at rates fixed by 
some public authority and transmit the 
gas to some indicated destination on 
the line, promptly and in accordance 
with rules that doubtless would be 
formulated in great detail. 

Under these circumstances, it is held 
by the industry that the commingling 

12 New York State Public Service Commission, 


Case No. 7091 (1981), reported in Gas Age- 
Record, Feb. 20, 1932, p. 216. 
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of the gas of various producers is not 
technically practicable nor economi- 
cally sound. It is held that natural 
gas is not like petroleum, which may 
be stored by individual owners until a 
sufficient quantity has accumulated to 
warrant devoting the pipe line exclu- 
sively to that shipment until it has 
been transmitted, since storage facili- 
ties for gas, either in the field or at the 
destination, for quantities accumulated 
during a week, a month, or a longer 
period, are impractical of erection and 
maintenance. On these grounds it 
would appear that the making of pipe 
lines for natural gas into common car- 
riers would be unreasonable.* 

It has not been the purpose of 
natural-gas producers and pipe-line 
companies to enter into competition 
with the distributor of manufactured or 
producer gas. Rather, they have been 
principally interested in supplying 
natural gas to be mixed and distributed 
by the manufactured gas companies, 
and many local distributors have gladly 
availed themselves of the opportunity 
to do this, despite the numerous prob- 
lems which arise in so doing. Natural 
gas does, however, meet in competition 
with coal and fuel oil in every market, 
with the exception of those very close 
to producing areas. Railroads and 
coal dealers always view with alarm 
the introduction of natural gas. Not 
understanding the economics of the 
pipe-line company’s problem, the coal 
dealers and the railroads frequently join 
hands in an effort to stifle the growth 
and expansion of natural gas, particu- 
larly after the pipe lines have been 
completed to a particular market. At 


13 McBride, R. S., “Gas Pipe Lines Cause New 
Economic Problems,” American Gas Journal, 
Jan. 1931, pp. 40-41. 

4 Cf. Odell, W. W., “Facts Relating to the 
Production and Substitution of Manufactured 
Gas for Natural Gas,” U. S. Bureau of Mines 
Bulletin 301, Washington: 1929. 
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times the rgilroads have petitioned the 
Interstate Commerce Commission to 
lower freight rates for the specific pur- 
pose of “meeting natural gas competi- 
tion.”15 


FEDERAL VERSUS STATE CONTROL 


The transportation of natural gas by 
pipe line is specifically exempt from the 
provisions of the Interstate Commerce 
Act and therefore not subject to regula- 
tion by the Interstate Commerce Com- 
mission. In addition, Congress has 
not yet seem fit to pass any legislation 
placing the regulation of interstate gas 
pipe lines under Federal contro]. In 
the absence of any such legislation a 
number of state public service or pub- 
lic utility commissions have undertaken 
to regulate the rates charged by inter- 
state lines. Such regulation has largely 
centered about the use of gas for do- 
mestic purposes, since rates to indus- 
trial plants are generally held at low 
levels because of the competition with 
other fuels. At this point the state 
regulatory agencies are confronted 
with the limitations imposed by the 
interstate commerce clause of the Con- 
stitution, and the issue has been defi- 
nitely raised. in several cases before the 
Supreme Court. 

In the first of these casen the Court 
held that the transmission and sale of 
natural gas produced in one state and 
transported and furnished directly to 
consumers in a city of another state by 
means of pipe lines from the source of 
supply, in part laid in the city streets, is 
interstate commerce; but, in the ab- 
sence of any contrary regulation by 
Congress, is subject to local regulation 


1 Cf. Annua- Report of the Interstate Com- 
merce Commisston, 1931, p. 101. The Commis- 
sion estimated that in 1929 natural gas displaced 
about 77,500,000 tons of bituminous coal. 

16 Pennsylvania Ga¥ Co. v. Public Service Com- 
mission, Second District State of New York, 252 
U. S. 23. 
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of rates. Although this case was later 
disapproved,!’ it was only to the extent 
that the business was held to be intra- 
state and not interstate, and regulation 
was placed more definitely under state 
control. 

Following these two decisions the 
natural-gas companies adopted the 
practice of forming holding or affihated 
companies. One company owned and 
transported the gas through ‘the pipe 
line in interstate commerce, and a 
subsidiary or affiliated company pur- 
chased the gas at the city gate and dis- 
tributed it to the local consumers. 
The companies contended that they 
were separate entities and that the pipe 
lines were dealing purely in interstate 
commerce. 

Under this contention the pipe-line 
companies successfully prevented any 
regulation or investigation. of the rea- 
sonableness of-their rates for some time. 
The companies being owned and con- 
trélied by the same individuals and 
operated by the same officers, it was 
possible to charge. an unreasonable 
price for gas at the city gate, which was 
then passed on to the local consumers 
in the form of expense for gas purchase 
by the distributing company. l 

This situation presented a serious 
problem of regulation, and state regula- 
tory bodies took ` action which resulted 
in an important case before the Su- 
preme Court. In addition, there was 
agitation on the part of several state 
commissions for Federal action. The 
decision in the Western Distributing 
Company case held that not only was 
it possible to regulate the charges of the 
holding company, but because of the 
holding-company or affiliated relation 
between the pipe line and,the distribut- 


W Kast Ohio Gas Co. v. Tax Commission, 283 
U. S. 465; Kansas N atural Gas Co. Cases, 265 
U. S. 298. 

18 Western Distributing Co. v. Public Service 
Commission of Kansas, 285 U. S. 119. 
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ing company, the pipe-line company 
was indirectly subject to regulation by 
the states. 

The state commissions now feel that 
they can regulate the pipe-line com- 
panies because of the court decision 
above mentioned, and that they should 
be permitted to exercise their power in 
this field. Because of this feeling they 
no longer want Federal regulation. 
Senator Arthur Capper of Kansas, who 
sponsored a bill to place gas pipe lines 
under Federal control in 1931, has 
stated: 


I am rather inclined to agree that it will 
be best to permit the states to exercise 
jurisdiction instead of asking the Federal 
Goverument to step in. At least the state 
commissions should be given a chance to 
place these companies under their power. 
If it later becomes evident that state regu- 
lation is ineffective we can then press for 
Federal. regulation. 


Undoubtedly, as pipe lines for trans- 
porting natural gas are further ex- 
tended across state lines, there will be 
further agitation for regulation by 
Federal authority. That this is the 
case is illustrated by the fact that the 
conclusions on the “Report on Pipe 
Lines” made to the Seventy-second 
Congress contained the following state- 
ment: 


It is recommended that transportation 
of gas in interstate commerce by pipe line 
be regulated. In drawing a statute provid- 
ing for such regulation, the Congress should 
consider whether or not a certificate of. pub- 
lic convenience and necessity should be re- 
quired as a condition precedent to the con- 
struction of a gas pipe line. Provision 
should be made for establishing a fair rate 
for gas delivered from a pipe line at the 


19 Cf. Hatcher, E. H., “The Problem of Regu- 
lating the Interstate Pipe Lines,” Public Utilities 
Fortnightly, March 31, 1982, pp. 896-404. 
Editorial, “Kansas Abandons Movement for 
Federal Regulation Etc., Oil & Gas Journal, 
Oct. 29, 1931, p. 30. 
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gate of a city, whether the gas be delivered 
to a municipality or to a privately owned 
corporation distributing to its local cus- 
tomers.?° 


Expansion WILL CONTINUE 


Whatever may occur in connection 
with the regulation of natural-gas pipe 
lines, their continued expansion seems 
certain as long as the Nation continues 
to develop, and it is likely that this fuel 
will become of increasing importance 
as a competitor of coal. As natural- 
gas pipe lines extend the range of 


natural-gas service, it may also be ex- ‘ 


pected that a gradual increase in the 
field value of gas will follow, and that 
some portions of the gas output now 
being consumed in the manufacture of 
carbon black and by the oil industry 
as fuel for field operations and at re- 
fineries will be diverted to pipe-line 
deliveries. Since the consumption of 
natural gas as a fuel in the oil and gas 
fields is in itself almost as large as all 
sales to industrial, commercial, and 
domestic accounts, it appears probable 
that some portion of the supply may 
in the future be diverted from con- 
sumption within the industry and 


70 “Report on Pipe Lines,” 72nd Cong., 2nd 
Sess., House Report No. 2192, Part I, p. LX XIX 
(1933). 
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added to the quantity available for 
pipe-line requirements. 

The objection that natural gas can- 
not become a serious competitor of 
coal on account of the small quanti- 
ties available is not well founded, 
because no accurate estimate of the 
quantity stored in the earth can be 
made. In addition, most of the avail- 
able estimates of our gas reserves in- 
dicate that they still have a fairly long 
life. Even if the natural-gas supply is 
exhausted within the next fifty years, 
the visible supply will last long enough 
to amortize even rather expensive pipe 
lines if the gas can be transported to 
reasonably profitable markets. In ad- 
dition are the facts that a genuine 
effort for coöperation and conservation 
is being made within the industry; and 
that there is an almost inexhaustible 
supply of material from which to proc- 
ess by-product gas, so that the natural- 
gas lines may, in the future, easily 
carry artificial gas from mine-mouth 
producer stations to present markets- 
and others which may be developed.” 

21 Cf. Turner, S., “Conservation of Natural 
Gas in Relation to some Recent Developments,” 
American Gas Assn. Proceedings, 1930; Pound, 
J. H., “Pipe Line Transportation,” Mechanical 
Engineering, Feb. 1932, p. 101; Rowley, A. M., 
“Natural Gas—Retrospect and Prospect,” Oil 
and Gas Journal, June 5, 1930, p. T27. 


John H. Frederick, Ph.D., is assistant professor of 
commerce and transportation in the Wharton School of 
Finance and Commerce, University of Pennsylvania. 
He is author of “The Development of American Com- 
merce” and numerous articles on various aspects of dis- 
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Revenue for Highway Construction and Maintenance 
By C. S. Duncan 


HIS subject divides naturally into 

two parts: (1) a statistical pres- 
entation of the total amounts of con- 
tributions by highway users; and (2) a 
determination of what part of these 
contributions is paid for the use of the 
highways. | 

Contributions by highway users ap- 
parently should offer no. difficulty in 
presentation. It may be assumed that 
these contributions are composed of 
motor vehicle license fees and gasoline 
taxes, mileage or tonnage taxes, or some 
other variety of impost. ‘These are or 
ought to be of record, and hence the 
answer to this part of the subject is a 
mere matter of arithmetic: 

The second part, however, drags 
in a complication. The complication 
arises ‘because the user of a specified 
highway is not directly taxed for that 
use. Practically every difficulty in an- 
swering any question with respect to 
highway operation and its cost is the 
fact that the highway belongs to the 
government and is paid for and main- 
tained out of government funds, how- 
ever derived and from whatever source 
derived. 

T shall comment briefly on these two 
phases of the very comprehensive sub- 
ject which has been given to me. 


TOTAL CONTRIBUTION OF HIGHWAY 
Users 


What have been the contributions 
of the highway users? 

As the first illustration, I shall take 
the State of Illinois. Figures are avail- 
able for the year 1921 and for the 
eight-year period 1923-30 inclusive. 
Highways are divided into three classes 
on the basis of political jurisdiction, 


because the political unit with juris- 
diction is responsible for financing the 
highway. The city street is only a 
segment of the highway system used 
freely by those operating upon the so- 
called rural highways. The state high- 
way system alone receives Federal aid. 

In the State of Ilinois, as of Decem- 
ber 1930, there were 97,287 miles of 
rural highways. Of this total mileage, 
10.2 per cent, or 9,889 miles, are in- 
cluded in the Federal aid state high- 
way system. This leaves 89.8 per cent, 
or 87,398 miles of other highways. No 
figures are available for the mileage of 
city streets, but it is substantial. For 
the country as a whole, city streets 
have been estimated to aggregate 
about 260,000 miles. 

The two general sources of funds 
made available for the improvement 
and maintenance of the highways are, 
on the one hand, special motor vehicle 
license fees and gasoline tax receipts, 
and, on the other, tax funds or special 
funds coming into the treasury of a 
state, such as the sale of land and oil 
royalties. 

In the’State of Illinois for the eight- 
year period 1923-30 inclusive (the lat- 
ter being the last year for which data 
for other highways are now obtain- 
able), the total funds made available 
for rural highways amounted to over 
$529;400,000, and for city streets to 
about $560,000,000, or a total of about 
$1,089,000,000. Of this stupendous 
amount, highway users contributed, 
through motor vehicle license fees and 
gasoline tax receipts, about $216,200,- 
000. All these contributions by high- 
way users went to the state highway 
system, representing 10.8 per cent of 
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the’ total, with the exception of $17,- 
300,000 in 1930 for other highways and 
$38,500,000 for city streets. 

In percentages, the highway users 
contributed during this eight-year 
period 48.5 per cent of the funds made 
available for state highways and 8.6 
per cent of the funds for other high- 
ways, or 33.6 per cent for all highways, 
and 6.9 per cent for city streets. All 
in all, they have contributed less than 
20 per cent of the total funds made 
available for all rural highways and 
city streets in this period. 

This is the situation with respect to 
the State of Ilinois. If the horizon be 
extended to cover the entire nation, 
we find that for the same period high- 
way users have contributed 52.6 per 
cent of funds available for state high- 
ways and 12 per cent for other high- 
ways, or 32.6 per cent for all rural high- 
ways; 3 per cent of funds available for 
improvement and maintenance of city 
streets; and for all highways and city 
streets together, 22.1 per cent of the 
funds made available. 

In total amounts, the sums are be- 
yondreadyappreciation. Inthis eight- 
year period, total funds made avail- 
able for all rural highways were over 
12 billion dollars. Of this amount, 
highway users contributed about $3,- 
923,000,000, and over $8,112,000,000 
came from other sources. For city 
streets the total funds made avail- 
able were $6,640,000,000. Of this 
amount, expenditures accredited to use 
of automobiles aggregated less than 
$202,000,000. 

The State of Illinois is not far out 
of line with the country as a whole, for 
in that State, highway users contrib- 
uted 48.5 per cent of funds available 
for state highways, as compared with 
52.6 per cent for the country as a 
whole; 8.6 per cent for other highways, 
as compared with 12 per cent for the 
country as a whole; and 33.6 per 
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cent for all highways, as compared 
with 32.6 per cent for the country as a 
whole. 


INADEQUATE SUPPORT FROM HIGHWAY 
TRANSPORTATION 


What are the contributions of the 
one using the highway for the use of 
that highway? 

As stated, the difficulty in answering 
this question arises from the fact that 
the user of a specified highway is not 
directly taxed for that use. The data 
given above show with special empha- 
sis how much of the special motor 
vehicle fees and gasoline tax recerpts— 
usually collected by the state, wher- 
ever the operation may have been 
from which they were derived—has 
been concentrated upon the limited 
Federal aid state highway system. 

Neither the table nor the graph 
shown on the following pages gives 
any definite indication of the propor- 
tionate amount of funds made avail- 
able that has been paid by private 
passenger automobiles, or the propor- 
tion paid by commercial operations on 
the highways. There is, further, no 
definite indication in the statistics of- 
fered as to the relative amount of these 
fees and taxes paid by commercial vehi- 
cles of varying size and weight. 

It is obvious, of course, with respect 
to “other highways,” comprising from 
89 to 90 per cent of the total rural 
highway mileage, that the burden of 
expense for improvement and mainte- 
nance has fallen upon the general tax- 
payer. This burden has fallen most 
heavily upon farm land. The an- 
nounced policy of motor vehicle inter- 
ests, supported by the Bureau of 
Public Roads in the Department of 
Agriculture, is that “land” shall bear 
the total burden for the improvement 
and maintenante of these highways. 
Today, the Federal Bureau of Pub- 
lic Roads is distributing copies of a 
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FUNDS MADE AVAILABLE FOR HIGHWAYS AND CITY STREETS IN ILLINOIS ° 


Source: Sections I to III from reports of the United States Department of Agriculture, Bureau of Public Roads. 
Section IV from “ Financial Statistics of Cities,” United States Department of Commerce, Bureau of the Census. 







Total 
1930 8 years 
1923-30 






I. State Hienways (Feperat-Arp-StaTe Highway Sysrem)—9,889 Mines or 10.2% or 


Tovar Highway MILEAGE 2 





Motor vehicle license fees. unune onanan eee .| $ 6,862,126 | $ 9,677,318 | $18,353,865 | $114,272,370 
Gasoline tax receipts.......... PIE E E E E E E E ESET b 22,515,534 46,055,110 

ATH ocd 1 8] 3: ¢ eee ne a e a re AP aR ee $ 6,862,126 | $ 9,677,318 | $40,869,399 $160,327 480 
‘Taxes levied for State highways ee ee oe oe aa) S 235.500 { sae reese ee ee eae ee re 
Appropriations from State general tax funds....... tee WS ents has $167 425 $ 853,522 
Miscellaneous income. ..... 0.20... cee eee ee eee 221,646 $127 ,847 347 ,067 2,475,699 
State highway bonds and notes.... 20.02.00. e000 4,709,478 | 24,100,868 | ......... 142,950,413 
Funds transferred from counties. s.ur osser orrs f nenssas F saatiaied-] “as@eesiedeo | wieeuseues 
Federal appropriations. .....sssssesesnasseeresvs 4,365,068 2,164,187 3,118,949 23,941,642 

PUD- tofali ane aea a Gb E AURAS $ 9,581,692 | $26,392,902 $ 3,633,441 §170,221,276 
Totals haw eunero aa a a a A L A $16,393,818 | $36,070,220 | 844,502,840 $330,548,7 56 


IT. Ormer Hicguways—87,398 Mines or 89.8% or Toran Hicnway MILEAGE 9 








Motor vehicle license fees: css ess so hee eeb eRe, “Seeker see o teades L wheecaeede Bh cesee deere 
Gasoline tax receipts. 2.1... eae eee ete ce een ees $17,303,772 $ 17,303,772 
Sub-total. .ss.ssssrrssersseeso E EA : $17,303,772 $ 17,308,772 
Taxes levied for road pPpUTpPOSES. 2. ae eer env emannns $18 115,139 { $19,600,000 } $171,313,230 
Appropriations from general tax funds Ao REEE a 
Miscellaneous Income. ..ssnsaseronuneronoronnero 3,130,272 ; 100,000 3,809,483 
Road bonds and notes......... 00. cece eee eens 2,955,300 1,850,000 6,438,657 
Funds transferred from State... ..... ccc een wees 1,774,940 2,244;162 
Sub-total..........00. : tights gaia ETENE k ea pene $24,200,711 | $24,152,723 $22,824,940 $183 805,512 
MD OUA Minuxicawdn Seated aE n ASAA Haseena R $24,200,721 $24,152,723 $40,128,712 $201,109,284 
Til, Aun Higuways—97,287 MILES 4 
Motor vehicle license fees... .....2-cceeeeceveecs $ 6,862,126 | $9,677,318 $18,353,865 $114,272,376 
Gasoline tax receipts. .........ce08- ESIC RELL) E EERE ~ “weewteues > 39,819,306 63,358,882 
Sub-total anans este aa Fel Ge va were tens $ 6,862,126 $9,677,318 $$58,173,171 $177,681,252 
Taxes levied for road purposes. ........-.000 ee oe { $19,600,000 } 
Appropriations from general tax funds......... red 915,000,630: 1324028; 124 167,425 $172,166,752 
Miscellaneous income. ............ cece eee e were 3,051,918 182,847 447 067 6,285,162 
Bonds: and Notes isos 660i bo sSadeseeuaden scenes 7,664,778 24,169,868 1,850,000 149,389,070 
Funds transferred? ios c ho occaw kee ecaraeeiwevee || Se ewww oe..||| nesssasso ia ee ENA A ee rer 
Federal appropriations. ...... 0. ccs ee eee tenes 4,365,068 2,164,187 3,118,949 23,941,642 
E 11 P E E T E $33,732,403 | $50,545,625 $24,683 441 $351,782,626 
Total....... E ESEESE A A E EE $40,594,529. | $60,222,943 | 8382,856,612 | $529,413,878 
# 
IV. Crry STREETS3 
Expenditures credited to use of gutomobiles.......)  ...-.--- - | $ 3,385,489 $ 5,998,571 $ 38,544,698 
Expenditures credited to taxes from other sources....|  ......... 37,948,350 94,798,421 521,401,391 


Total.expenditures for outlays, operation and main- 
tenance, and interest charges—all city streets.....{  ......+- . 41,333,839 100,798,992 559,946,089 
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V. PERCENTAGE PROPORTION FROM MOTOR VEHICLE FEES AND QABOLINE T'Ax RECEIPTS 












State highways (8+11)....0...... ccc ec eceeaeaee 
Other highways (14-+-21) 0... ccc ccc ee eee 
All highways (24+-82)......... De MOOR aaa 
City streets (83 +35)... 0... cc ee eee eee ees 
All highways and city streets (24 +33) + (32 +35)... 


VI. PERCENTAGE PROPORTION FROM ALL OTHER Sources 


State highways (1O+11) 2.0.0.0... ccc cece eee ee 58.1 73.2 8.2 51.5 
Other highways (20+21) 2.0.0... cece cee eee eee 100.0 160.0 56.9 91.4 
AI highways (81-782)... 0.0... ccc cece ee cere een 83.1 83.9 29.8 66.4 
City streets (B4+35) 0... ce eee ee eee eens ee 91,8 94.0 93.1 
All highways and city streets (81 +34) +(82+35)... sate - 87,1 65.1 80.2 


e Mileage as of December 1930. b Figures revised from the original figures to exclude $6,310,565 of gasoline 
taxes collected in 1927 and $11,659,778 collected in 1929, which were impounded by the courts pending the con- 
stitutionality of the gasoline tax law. < In combining funds available for State highways and funds available for 
other highways, funds transferred from State to county and vice versa are omitted since such funds are also re- 
ported as direct receipts in the funds available for each of these two governmental units. 4 City street data apply 
only to 16 cities in Illinois which have mere than 30,000 inhabitants. Data for the remaining cities in Illinois 
are not available from the Bureau of the Census reports, 

The 16 cities for which data are available are as follows: 


Aurora Decatur Joliet Quincy 
Chicago Hast St. Louis | Moline Rockford 
Cicero Elgin (1923 to 1930) . Oak Park Rock Island 
Danville Evanston Peoria Springfield 


The item ‘“‘Expenditures credited to use of automobiles” under ‘City streets” represents the “Receipts from 
general licenses” which is largely composed of revenue receipts due to the operation of automobiles, The item 
“ Expenditures credited to taxes from other sources” is the sum of “Payments for outlays,” thatis, for construction 
and right-of-way, for highways; “ Cost payments for operation and maintenance” of highways; and interest at 434 
per cent computed on-the outstanding “Funded, floating and special assessment debt” for highways, less ‘‘Ex- 
penditures credited to use of automobiles.” City street data are not available on a comparable basis for the years 
prior to 1923. 

Nots.—During the years 1923 te 1930, the Federal government distributed approximately $166,000,000 in (a) 
surplus war materials for highway purposes, (b) funds for highways in National Parks and in National Forests, 
(c) funds. for highway flood relief, etc. None of the figures shown in this statement include any of Illinois’ pro- 
portion of such funds. 

With respect to city streets, as indicated, the data apply only to 16 cities which in the aggregate had a population 
of 4,236,620 in 1930, but include no information for 176 other cities which have over 2,500 inhabitants, which 
together with the 16 cities constitute the urban area. The 176 cities had a total population of 1,399,107 in 1930, 

Had the additional Federal appropriatians for State highways and the information for the smaller cities been 
included, the ratio of receipts from motor vehicle license fees and gasoline taxes would have been decreased and 
the ratio of receipts from all other sources would have been correspondingly increased. 


* 


statement containing: the following: 


But, how are the lesser roads to be built 
if all the motor vehicle’s contribution is 
devoted to the main state highways? The 
answer is: By means of taxes upon land. 


For the eight-year period 1923-30 
inclusive, highway transportation in 
the State of Illinois has failed to pay 
for the construction and maintenance 
of its roadway 


As to state highways, by... $170,221,276 
‘As to other highways, by... 183,805,512 
As to city streets (16 cities) , 
by .......-002e--+-. $21,401,391 
Total ............ ..... $875,428,179 


Since the highways are public prop- 
erty, highway transportation has not 
been required to pay a dollar of taxes 
for the support of state or local gov- 
ernment, on this vast property de- 
voted to its service; and it has been 
relieved of most substantial operating 
expenses through this public subsidy. 

The Federal aid state highway sys- 
tem—10.2 per cent of total—in addi- 
tion to Federal aid of $23,941,642, has 
also been aided by contributions: (1) 
from those operating within city limits, 
estimated for she country as a whole 
at about one half of total motor vehicle 
fees and. gasoline tax receipts, or about 
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$108,087,975; (2) from those operating 
on other highways—89.8 per cent of to- 
tal rural highway mileage in the State 
representing a substantial amount; 
and (3) from other consumers of gaso- 
line. 

Assuming that city operations paid 
no more than one half of total motor 
vehicle license fees and gasoline tax re- 
` ceipts, the percentage of funds avail- 
able paid by users of the state highway 
systems would be reduced to about 26 
per cent. If the users of other high- 
ways and other consumers of gasoline 
paid 5 or 6 per cent, then the opera- 
tions over the state highway system 
have paid in the neighborhood of 20 
per cent of the cost of the roadway 
over which they have run. These 
roadways are obviously the expensive 
highway trunk lines that most nearly 
parallel and duplicate the rail carriers, 
and are the ones that have been es- 
pecially constructed for commercial 
highway use much beyond the needs 
of private passenger automobiles. 

Do you say that the State of Illinois 
is not representative? ‘Then let us try 
New York on the same basis. It will 
show that the operations over the state 
highway system have paid in the neigh- 
borhood of 15 per cent of the cost of 
the roadway over which they have run. 
Michigan, on the same basis, shows in 
the neighborhood of 25 per cent; Penn- 
sylvania, about 25 per cent; Ohio, 15 
to 17 per cent; Tennessee, about 10 
per cent; with a similar figure for 
Connecticut. 

For the country as a whole, the total 
expenditures on rural highways from 
1923 to 1930 inclusive amounted to 
over12billiondollars. Of this amount, 
the highway users contributed about 
$3,923,000,000, or 32.6 per cent, while 
over $8,112,000,000, og 67.4 per cent, 
came from other sources. This last 
amount, mark you, shows the contri- 
butions to the highways by general 
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taxes and not for the use of the high- 
ways. 

The figures for this extended period, 
comprehending the country as a whole, 
show that transportation over the high- 
ways has failed to pay the construction 
and maintenance costs of its roadway, 
outside of city streets, by from 80 to 
82 per cent of these costs. In addition 
to all this, those who use the highways 
have not been asked to pay one cent 
of taxes or interest on this tremendous 
investment which has been devoted to 
their service. 


HIGHWAY [MPROVEMENT 


Frequent mention is made of our 
system of highways, and frequently 
the statement is made that we are 
building a great system of new high- 
ways. The fact is, of course, that the 
network of highways in this country 
has practically been established for 
many years. As of 1930, the total 
rural highway mileage was over three 
million miles. Between 10 and 11 per 
cent of this amount is included in the 
state highway system, and the 89 to 
90 per cent of the remainder is often 
classified as “local” -roads. 

As a matter of fact, we have not 
been building a new network of high- 
ways but we have been extending im- 
provements and betterments to the ex- 
isting roads. In the same way the 
railroads have been developing their 
systems intensively during the past 
quarter of a century. 

I desire to call attention to the fact 
that in our national highway system 
there is a vast amount of “forgotten 
road.” In the State of Hlinois, for ex- 
ample, out of the 97,287 miles of rural 
highways at the end of 1930, high-type 
improvement has been applied to only 
9.8percent,and low-type improvement 
to 18.6 per cent. In the high-type im- 
provement are included thé splendid 
concrete highways and other similar 
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improvements. In the low-type im- 
provement, the category runs down to 
gravel top road or a road with a sand- 
clay topsoil finish. 

But in this State, after the expendi- 
tures during all the previous years and 
including more than half a billion dol- 
lars of funds in the eight-year period 
1923-30 inclusive, there still remain 
74,472 miles of forgotten road, or about 
_'76.6 per cent of the total rural highway 
mileage. Can it, then, be said that 
this tremendous expenditure for high- 
way improvement has been aimed at 
“taking the farmer out of the mud”? 

The situation is similar in other 
states. In New Jersey about 48 per 
cent of the highway is unimproved; in 
Ohio, over 40 per cent. In Pennsyl- 
vania more than 70 per cent of the total 
rural highway mileage is unimproved; 
in Michigan, about 68 per cent. 

In 1921, according to reports from 
the Bureau of Public Roads, improve- 
ments of the so-called high-type had 
been applied to 22,800 miles, or 10.9 
per cent of the state highway system, 
and low-type improvements to 62,058 
miles, or 29.7 per cent. At the same 
date, high-type improvements had been 
applied to 24,877 miles, or 0.9 per cent 
of other rural highways, and low-type 
improvements to 278,525 miles, or 10.2 
per cent. Thus, for the highway sys- 
tem of the country, 2,941,294 miles, 
improvements had been applied to 13.2 
per cent. 

In 1930, after the expenditure of 
around 13 billions of dollars for im- 
provement and maintenance, the im- 
proved mileage was 693,559 miles or 
23.1 per cent. 

The record shows that out of the 
total of 3,009,066 miles of rural high- 
way in 1930, high-type improvements 
have been applied to 125,708 miles, or 
4.2 per cent; and low-type improve- 
ments to 567,851 miles, or 18.8 per 
cent. The remainder is still unim- 
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_proved. This remainder is to date the 


forgotten road. At the end of 1930, it 
amounted to 2,315,507 miles, or 77 per 
cent of the total: 


‘ 
GOVERNMENT OWNERSHIP 
oF HIGHWAYS 


What I have said, however, does not 
answer the primary question with re- 
spect to the highway situation: What 
is the reasonable amount that should 
be paid by the private passenger car 
and by the bus and truck in commer- 
cial operations, properly allocated on 
the basis of size; weight, and use? No 
reply can be made, for the reason that 
there must first be determined a policy 
to apply to this situation upon which 
calculations may be based. 

As I have indicated herein, the un- 
derlying difficulty is that the govern- 
ment is in the business; the highway 1s 
public property. Every one is aware 
of the tremendous diffculty in apply- 
ing strict business principles to a situ- 
ation of that kind. For myself, I am 
disturbed to have the government in- 
volved in business enterprises. Here 
I fear the Greeks, even though bearing 


_gifts. I adhere to the principle of di- 


rect self-support. If, therefore, it is 
the proper function of government to 
develop and maintain a highway, then 
it should, in fairness, be done on the 
strict business basis of self-support— 
that is, by having the service wholly 
paid for by those served. Now, is not 
that issue facing us wherever govern- 
ment is in business? 

I therefore submit the following: 

1. It was certainly never the inten- 
tion of the founders of our government 
for that government to enter into busi- 
ness. Its fiinctions were other than 
this, including national defense, police 
protection, edycation, and national 
health. But of course this does not 
mean that the functions should forever 
remain the samé. The government 
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-= should do those things which the in- 
dividual can do less well for himself. 

2. The essential difficulty in an ex- 
tension of government functions, how- 
ever, is-that, iinder our theory, the 
government does not conduct itself as 
a private business must. It has never 
been our-théory that when the govern- 
ment extends its functions into private 
business it should do so strictly on the 
basis of the elements of cost which a 
private business must meet. This has 
always been our primary difficulty. 
This has always been the source of 
subsidy. 

3. Governmentsubsidy simply means 
that a part of the necessary cost of 
an enterprise is borne by all the peo- 
ple, and not by the individual en- 
terprise undertaken. This is to say 
that a part, and a substantial part, 
of the cost of an operation by the 
government is not paid by’ those di- 
rectly served, but by all the people 
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through taxes. ‘Taxes, however, are 
simply private property taken from 
individuals by the government and 
made into public property. Public 
property is not taxed, and pays no in- 
terest; is never amortized. 

4, Is it not therefore clear that, as 
the government extends its functions 
into private enterprise on this basis, 
socializing important elements of cost 
through taxes and deriving no reve- 
nues for the support of the government 
from its own property, it thus narrows 
the basis of private property which 
must serve as the source of govern- 
ment, and therefore the rate of tax 
must rise? 

5. All of this being true, does it not 
also necessarily follow that where the 
government has entered into business 
in competition with private enterprise, 
it must either withdraw, adopt the 
principles of self-support of private 
business, or occupy the entire field? 
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Constructive Governmental Supervision of Motor - 
Transport | 


By J. PauL KUEN 


HE subject of “ Constructive Gov- 

ernmental Supervision of Motor 
Transport” is one of great importance, 
for the reason that the future of this 
comparatively new service and the ex- 
tent to which it is to be used will be a 
very important factor,in determining 
the future of the older forms of trans- 
portation of persons and property, and 
the future of many businesses largely 
dependent upon them. It naturally 
follows ‘that the extent to which this 
newer form of transportation is patron- 
ized and carried on, and the conditions 
and circumstances surrounding its op- 
eration, will be very materially de- 
pendent upon the legislation adopted 
for the purpose of regulating or con- 
trolling it. 

During the early period of motor 
transportation, it threatened to be- 
come a substitute for other forms of 
transportation then in existence, in the 
form of a passenger bus. For a few 
years it appeared that this service 
would not inject itself into the general 
transportation scheme, except where 
the haul was a comparatively short 
one. 

The development of any new thing, 
and particularly one that contains 
some speculative or experimental fea- 
tures, usually comes during a prosper- 
ous era. This was true of the motor 
bus and the motor truck. Because of 
this prosperity, the facilities and equip- 
ment of the railroads were being used 
very extensively. 

The railroads knew that the so- 
called “short-haul” passenger business 
was not the most profitable of their 


business; and although the rail carriers, 
in most instances, opposed the issuance 
of a certificate of convenience and 
necessity to a utility proposing to op- 
erate as a bus line, which, at least in 
part, would be in competition with the 
service already being rendered by the 
rail carrier, the management, ‚n my 
opinion, did not then conceive that the 
time would arrive when such business 
would be so essential to the ultimate 
success of the railroad. 

It was quite evident to some that we 
were in many respects passing into a 
new era of transportation which would 
require the existing agencies to aban- 
don the thought that they were in the 
railroad business only, and remember 
that they were in the transportation 
business; and to render to the public a 
service which would reasonably meet 
its needs, in keeping with the advance- 
ment of the art of transportation, irre- 
spective of the character of that serv- 
ice; and yet so to handle the business 
as to continue, so far as practicable, to 
make use of the equipment already 
available for transportation by rail. 


RecrprocaLu Duties 


It is the duty of a regulatory body to 
make use of the power vested in it, in 
such a way as to conserve the existing 
transportation agencies; to avoid de- 
struction and loss of invested capital 
such as would naturally attend unfair 
and unregulated competition, whether 
it be brought about by unfair service 
or unfair rates® And yet these regu- 
latory bodies, both state and Federal, 
were created to serve even a greater 
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purpose; that is, to obtain for the pub- 
lic the service and rates to which it is 
entitled from a practical, reasonable, 
and sound point of view, under all cir- 
cumstances, In accord with the idea 
that the consumer or customer is en- 
titled to receive the greatest possible 
service consistent with the rates 
charged, and with what the traffic will 
bear. 

It is the duty of the utility through 
its officers and employees: (1) to rec- 
ognize the fact that it is created by the 
public as its agent, with the protected 
privileges of furnishing a certain com- 
modity or supplying a special service; 
(2) to supply the public within its 
territory with reasonably adequate 
service at a reasonable rate; (3) to 
exercise such a degree of care in the 
management and operation of its prop- 
erty and the financing of the company 
as to maintain its plant and equip- 
ment:on a progressive and up-to-date 
plane, and to conduct its business on 
an economic basis -consistent with 
modern progress and good service; and 
(4) to maintain, improve, and enlarge 


its plant and equipment in keeping 


with any reasonable demands for serv- 
ice which may be made upon it by the 
public. 

At the same time, the public has the 
duty to assist in the maintenance of a 
utility which is endeavoring honestly 
to carry out its obligation to the pub- 
lic, by paying a scale.of rates which will 
permit the utility to obtain sufficient 
revenue to pay its fixed charges, its 
proper costs of operation, and a reason- 
able return upon a fair value of its 
property, used and useful in the con- 
duct of-its business, and thereby main- 
tain its credit, and as a ‘consequence 
thereof, maintain its service in prime 
condition and readily gecure new cap- 
ital for the inauguration of any new 
- service which the public may reason- 
ably demand. j 
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It is quite generally accepted as 
sound that overproduction in many 
fields of activity has been the principal 
contribution to our present economic 
ills, and has brought many industries 
and particularly the farmer to the 
verge of bankruptcy. In the handling 
of traffic, overproduction of service 
results in discriminatory rates and ulti- 
mately in the rendering of a smaller 
volume of service than could have 
been rendered and supported by the 
traffic had the service been properly 
supervised and controlled. 


UNREASONABLE PuBLIC DEMANDS 


In most instances where there is an 
overproduction of service, the ship- 
ping public has contributed much to 
that condition; for it does not hesitate 
to demand a greater amount of service, 
even though that already existing is 
reasonably adequate, and it does so 
without giving full thought to the 
ultimate result. ‘It is natural and to 
be expected that the public, having 
made no special study of transporta- 
tion problems, does not take into con- 
sideration the entire scheme of trans- 
portation in the country, including 
rail carriers as well as bus and truck 
operation, and does not give special 
thought to the principle that service 
beyond what the traffic will bear re- 
duces the security and guaranty that 
each of such agencies shall continue to 
be an integral part of the general trans- 
portation system. 

Any transportation system, of what- 
ever character, should be so estab- 
lished and so regulated that, once 
located within a field, the manufac- 
turer, the farmer, the home owner, and 
the financial institution which may 
furnish the money, may go out along 
such system of transportation and in- 
vest capital, with a feeling of security 
that the -established transportation 
system will be continued in an efficient 
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manner, and will not be destroyed and 
thereby bring to him an injury to his 
business or a loss or reduction of his 
invested capital. 

Of course, not only conditions but 
also the individual idea of efficiency 
has very materially changed. Many 
years ago men would proceed to a 
tavern for the purpose of taking a stage 
coach to a desired point of destination, 
and if they missed the stage coach they 
would remain at the tavern for pos- 
sibly two or three days and await the 
arrival and departure of the next stage 
coach. In recent years, it has become 
not uncommon for a man in entering 
a building to become anxious and up- 
set if, for some reason or other, he 
misses one section of a revolving door. 
It would seem to me in these times that 
neither of those conditions is reason- 
able; that the public has a right to 
expect that it should not be required 
to wait an unreasonable period of time 
for additional transportation, but that 
one should not become critical if he 
loses a second. or two in connection 
with his travel or the transportation 
of his freight, provided the service is 
all that can be rendered upon an eco- 
nomically sound basis. 


UNEQUAL COMPETITION 


The motor trucks haul such com- 
modities as they select, and refuse to 
accept those commodities which they 
believe to be undesirable traffic. 
Without regulation they may engage 
in the practice of giving discriminatory 
and prejudicial rates, and may aban- 
don ‘one territory and transfer to 
another which appears to be more 
lucrative, or may discontinue business 
entirely, irrespective of how much cap- 
ital may have been invested by the 


public upon the representation and 


belief that the transportation system 
could be relied upon as dependable and 


, permanent. 
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Because of the character of the 
equipment, it is impossible for the mo? 
tor transport satisfactorily to handle 
low-grade commodities which are now 
being handled at a lower rate by the 
railroads. In many territories it is 
found, and many studies have proved, 
that motor transport is unable to 
handle freight other than first-class 
and second-class commodities; and in 
those same territories it is found that 
the railroads cannot possibly exist 
upon the third-class and fourth-class 
commodities offered to them, which, 
by reason of their lower class, must be 
handled at a lower rate. 

The railroad companies are required 
to maintain proper and adequate facil- 
ities to render the service in which 
they are engaged, and are not per- 
mitted to discontinue such service 
without first obtaining the approval 
and authority of the Interstate Com- 
merce Commission. They are re- 
quired to be prepared at all times, 
within the points of territory served 
by them, to meet the reasonable needs 
of the traveling or shipping public, 
and to be prepared to handle all classes 
of business which may be offered to 
them. 

It 1s possible with proper seruitio 


to set up a coördination of all trans- 


portation facilities, so that the com- 
munity which does not have adequate 
rail transportation can have a com- 
bined service of motor and rail trans- 
port, thereby giving the community an 
advantage and yet. improving rather 
than destroying the revenues of the 
rail carrier. I believe it has become a 
generally accepted fact that motor 
transport operations are an essential, 
integral part of the general transporta- 
tion system of the land; but the public 
is entitled to he same safe and de- 
pendable motor service at reasonable 
and non-discriminatory rates as is re- 
quired from the rail carriers. 
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At times it has been suggested that 
the only kind of regulation required 
was the imposition of an adequate tax 
which would require the motor trans- 
port to pay its proportionate share 
toward the injury to the public high- 
ways. To determine just what this 
should be, under all motor vehicle con- 
ditions and the greatly varying high- 
way conditions, is rather difficult. 
Also, I share the view that traffic 
should not be held on the rails by such 
an artificial barrier, nor should the 
railroads be required to compete with 
unfair, ruinous, or subsidized competi- 
tion. The motor vehicle operator 
who uses a public highway, con- 
structed and maintained out of public 
funds, and who does not pay a proper 
charge in proportion to his use of the 
highway, is to that éxtent subsidized; 
and no form of transportation the rates 
and service of which are regulated can 
long exist in competition with an un- 
regulated and unwarranted service, 
which, in addition to not paying its 
way, is subsidized. 


Murvatu Respect or TRANSPORTATION 
SERVICES 


Unless the motor transport operator 
recognizes that he rightfully occupies 
an important place in the general 
transportation system of the country 
and that beyond that point he must 
not go, and unless the railroad recog- 
nizes that up to certain limits it can 
render a reasonable and adequate serv- 
ice and thereby occupy a most im- 
portant field, and beyond that field it 
must not complain against the motor 
transport, the result will be that the 
railroad will be financially injured, its 
revenues will be reduced, and the 
banks and other investment houses 
furnishing the capitalgwill be injured. 

- The public will not approve of a dis- 
continuance of the railroad systems 
which are so essential to the existence 
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.of the Nation, and as that condition 


seriously threatens, the public will 


-cause adoption of legislation to tax the 


motor carriers off the highways. If 
that 1s done it will then take many 
years for the railroads to rebuild a 
proper financial standing and reéstab- 
lish their credit so that they can, either 
with or without the aid of motor trans- 
port, render a complete transportation 
service. 

The neglect or failure, then, of both 
the motor transport and the railroad 
to understand the proper place to be 
occupied by it in the general transpor- 
tation field will result in injury to both, 
and in injury to the public through a 
reduction or impairment of general 
service to it. 

It would appear that there are but 
two means of avoiding this undesired 
result: first, by complete understand- 
ing of each one’s part in the transpor- 
tation world; and second, by proper 
legislation to regulate and control both 
industries. Neither would be likely to 
produce full and satisfactory results, 
but experience has taught us that com- 
petition cannot be left to the fair 
judgment and fair business dealing of 
the owners of industries, and it is for 
that reason that regulation of public 
utilities has become so well embedded 
in our form of government. 


PRESENT AND Proposep REGULATION 


For many years transportation by 
steam and electric railroads, by express 
and sleeping-car coaches, by pipe-line 
companies, and by high tension trans- 
mission lines, has been regulated. 

The laws regulating the railroads 
require that their rates be just and 
reasonable, non-discriminatory and 
non-prejudicial, and be filed with the 


Interstate Commerce Commission. 


No stocks or bonds can be lawfully 
issued by the railroads without the ap- 
proval and authority of the Interstate 
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Commerce Commission. All discrim- 
ination and favoritism to shippers 1s 
forbidden, and complete and accurate 
accounts and reports must be filed with 
the Commission disclosing full and 
complete information of the carriers’ 
operations, which accounts are open to 
the public. 

Prior to the adoption of the Federal 
‘Transportation Act, it was learned 
after years of experience that discrim- 


matory rates and charges by compet-_ 


ing rail carriers resulted in injury to 
the services rendered the shipper, and 
to the financial stability of the carrier. 
This principle is no different today 
than it was then, and will sooner or 
later be reflected into those transpor- 
tation needs which are so important 
to the public, as it did at that time. 

We must concede that the legisla- 
tion providing for regulation of rail- 
roads was adopted ‘at a time when the 
railroads had a virtual monopoly ‘of 
transportation, and that condition no 
longer exists. 

The amendments to that legislation 
have followed the same trend of 
thought, and little consideration has 
been given to competitive motor trans- 
portation, which has had a phenom- 
enal growth, particularly since the 
construction of the hard-surfaced road. 

Unlimited and unrestricted opera- 
tors of motor vehicles, and lack of 
jurisdiction to prescribe and require a 
compliance with reasonable rules and 
regulations, have brought many evils 
to the bus and truck transport indus- 
try and have produced competitive 
bidding for business, resulting in the 
establishment of ruinous rates which 
in many instances do not meet the 
actual out-of-pocket cost of operation. 
This results in the destruction of many 
operating companies, and each trans- 
action of that character contributes to 
the destruction, both financial and 
physical, of the existing railroad car- 
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riers, the insurance companies, and the 
banking institutions which have 
placed capital in the industry upon 
the faith that it would be reasonably 
regulated and controlled so as to not 
result in its destruction. 

The principle is not uncommon, and 
in fact is laid down in many court de- 
cisions, that Congress has the power to 
regulate and control commerce carried 
on by common carriers, contract car- 
riers, and private carriers. If such a 
rule is sound as applied to commerce 
on private and semipublic rights of 
way, it surely is sound when applied to 
commerce upon a public highway, 
owned and maintained by the public, 
where an additional element of safety 
to the public is involved. 

In fact the highway is furnished by 
the public through legislative enact- 
ment, and the right to use it comes 
from the public, or the state. It 
would therefore seem inconsistent if 
the public could not limit the use of 
it when such use appeared to be not in 
the public interest, or when it en- 
dangered the public or impaired the 
primary purpose of such highway. 

In the past few years many times as 
much money has been expended in the 
construction of hard roads as has been 
expended in any similar period of years 
in the construction of railroads. - Yet 
in many communities the railroad, 
operating on a private right of way, 
pays to the public funds a greater sum 
of money in the form of taxes than any 
other taxpayer, while the motor trans- 
port makes use of the public highway 
as its right of way to such extent as it 
may desire, without the payment of a 
commensurate tax. 

We must fherefore give considera- 
tion to the readjustment of the present 
regulatory lawsgither (1) by remov- 
ing the regulation upon rail carriers or 
(2) by placing competitive forms of 
transportation, wHich have destroyed 
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the monopoly, unar a similar regula- 
tion. ; 

I shall hot enter upon a detailed 
discussion of the many bills already 
proposed to, and considered by, the 
Congress of the United States or the 
many state legislatures. 

The well known Parker-Couzens Bill 
was passed by the House of Represent- 
atives during the Seventy-first Ses- 
sion of: Congress, and many hearings 
were had upon it before the Senate 
Committee on Interstate Commerce. 
It appeared to be prepared for passage 
when other questions began to occupy 
the center of the stage, and Congress 
in' ‘that rather stormy and heated ses- 
sion adjourned with the bill still resting 
in committee’ From a consideration 
of the committee-reports.upon the bill 
and the action taken upon it, one can 
come to but one conclusion—that leg- 
islation for the regulation of motor 
transportation is certain to come, and 
about the only thing left for our 
consideration is the form that it should 
take. 


Court OPINIONS 


It may be contended by some that 
for a legislature to condition or pro- 
hibit the use of a public highway is an 
invasion of a constitutional right. 
The tendency of the decisions of the 
courts upon statutes passed in recent 
years does not, however, follow that 
trend of thought. On the contrary, in 
the outstanding cases upon the sub- 
ject, the courts have recognized the 
seriousness of the problems now pre- 
serited by the transportation question. 

‘In the Binford case of Texas, the 
right of the Texas Commission to 
grant or deny permits upon considera- 
tion of the entire traffic conditions of 
Texas, giving consideration to the 
effect such operations -would have 
upon the stability of the transporta- 
tion service of the State, was severely 
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attacked. In passing upon that case, 
the Court said: 


Of all the problems pressing upon the 


. State, none present’ more comprehensive, 


more far-reaching, more troublesome as- 
pects than do those arising from the effect 
upon the established common carrier trans- 
portation services by rail and road, of the 
rapidly increasing use of the highways for 
the carriage of freight for hire by persons‘ 
assuming the real or pretended status of 
private contract carriers, and asserting 
*their business to be unregulable. 


In conclusion, the Court said: 

- The case comes at last to the one great 
question, whether those engaged generally 
in the unregulated business of the carriage 
of goods for hire may, merely because they 
carry usually for single individuals and 
upon special terms, by invoking the Four- 
teenth Amendment maintain the right to 
continue to do such business on the public 
roads, against the will of the State asserted 
by statute that they shall not do so. We 
think the question admits of only one an- 
swer, that the requirements of the Texas 
statute are valid, and that if plaintiff and 
interveners wish to conduct their business 
on the highways of this State, they must 
comply with them. 


In the Frost Trucking case of Mich- 
igan the authority and right to regu- 
late contract carriers was not involved, 
but Justice Brandeis in his dissenting 
opinion said that a state could consti- 
tutionally control the traffic upon its 
highways, to make its highways most 
useful. . 

In a recent Ohio case, somewhat the 
same line of reasoning seems to be fol- 
lowed. 

The Public Utility Commission of 
Ohio, in passing upon an application 
for an interstate truck certificate over 
U.S. Route 20, made a thorough study 
of the overcrowding of the highways 
and of the elimination of damage and 
peril to the private automobile attend- 
ing such truck operation. The sur- 
vey developed the fact that an average 


t 


GOVERNMENTAL SUPERVISION oF Motor Transport 


of 22.6 trucks, tractors, trailers,. and 
semi-trailers passed over the highway 
per hour, or an average of one every 
three minutes, with an average ton 
nage of 85.94 per hour. The damage 
to the traveling public, and the injury 
to the highways in being required to 
carry a load far in excess of that for 
which they were constructed; were the 
primary arguments considered by the 
Ohio Commission. The Commission 
abandoned any consideration of the 
question as to whether or not public 
convenience and necessity required the 
interstate transportation by motor 
truck as sought by the applicant, 
recognizing in its decision that it had 
no authority under the law to ‘pass 
upon that question. 

The fundamental Srei laid 
down in that case seems to be fast be- 
coming the recognized law. 


SHORTSIGHTED OPPOSITION TO 
REGULATION 


Those who oppose regulation -of 
motor transport are chiefly large or- 
ganizations handling a considerable 
volume of ‘traffic, who, by reason of 
that fact, occupy a position of advan- 
tage in making special contracts with 
trucking concerns. It appears to me 
that because of too great a desire to 
make a good showing for their respec- 
tive organizations for the immediate, 
they lose sight of what will necessarily 
be the final outcome. Those organi- 
zations can continue to develop only 
so long as they develop in a prosperous 
country. They are but stockholders 
in the business of a nation, which busi- 
ness cannot, as a general proposition, 
continue to develop so long as the life 
blood is being taken from it by unfair 
and undependable competition. l 

Those -organizations may be larger 
stockholders than others in American 
business and industry, but no one 
stockholder or small group of stock- 
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holders can succeed and flourish unless 
the entire business is built upon a firm 
foundation. Consequently; if ‘they 
continue to assume this attitude, other 
lines-of business will be impaired, and - 
these large organizations will find that 
over a period of years the paying 
power of other businesses and indi- 
viduals is destroyed, and their success, 
like that .of the motor transport, in 
many instances, may be very pleasing 
but very temporary. ` 

A public demand should not be con- 
fused with a public need, or with what 
is in the best interest of the public; 
and those improvements in service 
which followed the enactment of legis- 
lation proyiding for Federal . regula- 
tion or rules were not the result of 
public demand; but the result of 
studies made by men peculiarly fitted 
and qualified in that field, in an effort 
to determme what was in the public 
interest. 

In adopting legislation providing for 
the control of motor transport, con- 
sideration ‘should be given. to -the 
service rendered, the length of time it 
has been established, and whether or 
not it was established in good faith 
and is yet carried on in good faith. 

There 1s an additional matter which 
is worthy of some thought, and that 
is: If a certificate of convenience and 
necessity were required before a motor 
line could lawfully commence opera- ` 
tion, and, a certificate having once 
been secured, if the rail carrier were 
unable to secure a second certificate of 
operation to serve the same area, but, 
if it proposed to extend its service into 
such area, were required to file joint 
rates with the motor carrier or else 
purchase thé certificate with the ap- 
proval of the Interstate Commerce 
Commission, it would, in my opinion, 
make the rail carriers more active in 
adding store-door delivery, and pick- 
up and delivery service, and a prompt 
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short-haul service, to their already ex- 
isting facilities. | 


LIMITATION or FEDERAL JURISDICTION 


It was the opinion of Commissioner 
McManamy of the Interstate Com- 
merce Commission 


that common ‘carrier busses engaged -in 
interstate commerce service upon regular 
routes should, for the protection of the 
traveling public, be subject to appropriate 
„Federal regulation, and‘I believe this regu- 
lation should include the’ safety of the 
design and maintenance of equipment used 
and the number, qualifications, and hours 
of service of employees on such vehicles. 
That motor vehicles for the transportation 
of property over the public highways 
should also be adequately regulated, is, in 
my opinion, not open to argument, but I 
am not at all convinced that under the 
conditions which prevail in the industry, 
such regulation should be undertaken by 
the Federal Government, or that it ean be 
effectively accomplished if so undertaken: 


Of the approximately 3,500,000 
trucks in use during the period of a 
recent study upon that subject, one 
half were privately operated and prob- 


ably not subject to Federal regulation; 


30 per cent were contract carriers, and 
20 per cent common carriers. Five 
per cent of the total, or approximately 
175,000, are common carriers engaged 
in interstate commerce, and clearly 
subject to Federal regulation. Ap- 
proximately 260,000 of the contract- 
carrier trucks, or about 714 per cent of 
the total, are also engaged in interstate 
commerce, but the right of the Federal 
Government to regulate contract car- 
riers has never been definitely estab- 
lished. From an analysis of the re- 
cent decisions of both state and 
Federal Courts, however, it now ap- 
pears that the principle that the 
Federal Government has complete 
power to regulate and control contract 
carrier's engaged in interstate.transpor- 
tation is certain to be established 
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when that issue is next presented. 

Assuming, however, that this right. 
exists, Federal regulation, if estab- 
lished, would apply to not more than 
12.5 per cent, or about 435,000 vehicles, 
leaving over 3,000,000 subject only to 
regulation by the states. It is there- 
fore certain that with Federal regula- 
tion should come complete state regu- 
lation, so that the authorized motor. 
transport operator shall not be con- 
fronted with the same problems which 
the legislation proposed to remedy for 
the rail carriers. 

With reference to the so-called con- 
tract carriers, it is of equal importarice 
that they be regulated as it is that 
public utilities be regulated. If pro- 
tection is to be provided for existing 
carriers, for the newly authorized mo- 
tor carriers, and for the public, the one 
thing that shall determine to what ex- 
tent it shall be applied is not so much 
how the operator designates himself, 
but what character of service he is 
actually rendering, and its effect upon 
existing carriers and upon the service 
which the public would otherwise en- 
joy, as a permanent factor upon which 
to rely, in the investment of capital 
and labor, for the development of a 
business. 


REGULATORY POWERS 


Regulation of contract carriers and 
of privately operated motor trucks is 
but the application of an old and es- 
tablished principle of law to a new 
development of commercial progress. 
It would therefore appear to be in the 
best interest of such service to require 
the utility to secure a certificate of 
convenience and necessity from a 
regulatory body authorized to act in 
such matters. Such certificate should 
prescribe the route over which opera- 
tions should be carried on, and pre- 
scribe and require adherence to such 
reasonable terms and conditions as 
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from time to time might be specified. 

The regulatory body or bodies > 
should have the power to require the 
filing of tariffs, setting forth the 
charges to be made in'the transporta- 
tion of passengers or freight between 
given points. It should be vested 
with the power to prescribe just and 
reasonable maximum or minimum, or 
maximum and minimum joint rates, 
fares, or charges, and to prescribe a 
just, reasonable, and equitable division 
of transportation and handling charges 
where service is rendered in conjunc- 
tion with other carriers, either by rail 
or by motor, and to require a proper 
adjustment of past collections made 
upon charges which may be found to 
have been on an unreasonable and im- 
proper basis. 

The regulatory body should be 
authorized to conduct all other investi- 
gations and inquiries, and should be 
given the necessary authority natu- 
rally attending proper and just rate- 
making, so as to perpetuate and stabi- 
lize all transportation service, thereby 
protecting the forms of transportation 
» established and to be established, as 
well as the shipping and traveling 
public. 

In order to prevent a company 
which does not have proper mana- 
gerial supervision or an adequate 
financial structure from acquiring a 
certificate and thereby preémpting 
the territory and depriving the public 
of proper service, the regulatory body 
should have authority over consolida- 
tion and acquisition of control of 
certificates of convenience and neces- 
sity: 

The commission should have the 
power to require reports of any and all 
accidents resulting in injury or death 
to any person or persons, or damage to 
property, so that it may be better able 
to prescribe rules for protection of pas- 
sengers, shippers, and the public. It 
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should also have the power to hear and 
decide complaints or disputes called to 
the attention of the commission, 
which might otherwise escape the 
notice of 'the regulatory body. It 
should have the power to inspect alt 
records, books, contracts, and other 
documents of the operating company, 
and have access to lands, buildings, 
and equipment, so that it may at all 
times keep well informed as to the con- 
dition and standing of the company 
and the protection afforded the public. 
It should have power to require the 
carrier to file regular reports of its 
financial standing and business opera- 
tion at regular intervals, and special 
reports between the time for regular 
reports if for any reason the commis- 


‘sion so desires. 


Fortser REGULATORY MEASURES 


‘The act giving suchregulation should 
vest in the commission power to re- 
quire the filing and to secure the ap- 
proval of surety bonds, insurance poli- 
cles, security and other guaranty in 
such form, and in adequate amount, 
and with proper conditions,as the com- 
mission may require for the payment, 
within the limits of liabilities fixed by 
the commission, of any final judgment 
recovered against the motor carrier 
on account of death or injury to per- 
sons, or loss of cr damage to property, 
resulting from the operation, mainte- 
nance, or use of the motor vehicle 
under certificate or permit. The act 
should further provide that no report 
of any accident could be used as evi- 
dence in any civil suit growing out of 
such accident or based upon anything . 
mentioned in,the report. 

These powers would not bring about 
the desired result unless the commis- 
sion was also vested with power to 
suspend, change, or revoke, in whole, 
or in part, the certificate of convenience 
and necessity or other permit or au- 
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thority, for failure to comply with the 
orders of the commission. To some 
this might at first appear to be some- 
what harsh, but no great injustice 
could be done so long as the right of 
appeal from the rulings, orders, or de- 
cisions of the commission and the right 
of review by the courts was preserved 
to the operator. 

It would seem to be in the best: in- 
terest of the public and the utility that 
the act be left very flexible, so that it 
may be changed from time to time by 
the regulatory body, either state or 
Federal, rather than requiring further 
legislative enactment. 

With respect to motor transport, 
rules and regulations as to weight, 
length, height, lights, speed, and safety 


devices should be uniform, whether - 


they be established by state or Federal 
authority. 

All these regulatory measures, in so 
far as they affect and can, under the 
decision of the court, be made applica- 
ble to contract carriers and private car- 
riers for hire, should be applied to those 
classes of service. 


PusBLIC Service tHe Finan TEST 
or UTILITY 


To some it may appear that I have 
given too much attention to the inter- 
est of the public. The only explana- 
tion of this is that I firmly. believe that 
any person, firm, or corporation en- 
gaged in the transportation of persons 
or property for hire is affected with a 
public. interest, and for that reason, 
much consideration should be given to 
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the general and’ final advantage the 
publie will receive from such operation. 

I believe that I am well founded in 
the opinion that we are now beyond the 
period of testing public requirements 
for a service which is more flexible un- 
der some conditions than that which 
can be given by a rail carrier; that 
those now engaged in furnishing trans- 
portation service to the public have 
come to quite a definite understand- 
ing that the steam railroad, the electric 
railroad, the motor truck, and the mo- 
tor bus each has a most important 
place in the field of transportation, and 
that by proper regulation and control 
each can be helpful to the other in 
giving to the public the most efficient 
service which the traffic will bear 
and sound economics will permit; and 
thereby eaclr will fulfill even a greater 
public duty by making available to 
the public all the advancements in the 
art of transportation, at the same time 
assuring a continuation of our present 
transportation systems which are so 
important and which have contributed 
so much to our progress. 

I also believe that the public and ; 
the industries of our Nation will ap- 
prove, support, and maintain that sys- 
tem of regulated transportation which 
will supply the best possible service at 
the lowest cost consistent with good 
operation and good credit standing of 
the industries, so that capital may be 
available for such improved and ex- 
tended service, either by rail or by 
motor vehicle, as conditions may 
warrant, 


J. Paul Kuhn, Esq., is a practicing lawyer in Bata- 
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Government Regulation of Railroad Competitors 


By ALEXANDER H. ELDER 


HE subject of “Government 
Regulation of ‘Railroad Competi- 
tors” is so trite, after months of con- 
tinuous discussion, that it is difficult to 
avoid plagiarism. Like Kipling’s bal- 
lad which leaves one with a lasting 
impression that army life begins and 
ends with “boots, boots, boots,” so the 
continuous discussion about regulation 
in the press, in the forum, and on the 
air may give the impression that trans- 
portation itself is not so much a great 
basic industry as it is a tiresome sub- 
ject matter for argument and discus- 
sion. 
Transportation seems no longer pri- 
marily a vital end in itself. By acts 
of Congress and countless state stat- 


utes, the railroad industry has become. 


obsessed with a sort of jig-saw puzzle 
called “regulation” which, in addition 
to using the time and energy of railroad 
men, serves as a type of unemployment 
relief to occupy a growing army of 
commissioners, examiners, transporta- 
tion experts, analysts, advisers, con- 
sultants, and other specialists. This 
diversion of attention from the press- 
ing problems of transportation itself to 
regulation, with its accompanying 
tendency to strip management of initi- 
ative and to encourage meddling by 
theorists, has submerged the transpor- 
tation industry in a maze of technical- 
ities. 

In approaching the inquiry as to 
what regulation should be applied to 
the new competitors of the railroads, 
the question at once arises, Should we 


adopt present railroad regulation as a . 


pattern or as a determent? To find 
the answer, let us briefly reflect on our 
forty-five years of experience with rail- 


road regulation. What were its main 
original objectives? Have they been 
attained? Have they been departed 
from? 


ORIGINAL Purposss oF REGULATION 


The original purposes of railroad 
regulation were very simple. By 
1887, when the original commerce act 
was adopted, a gigantic system of rail- 
roads had been constructed by private 
capital, reaching to every corner of the 
nationaldomain. This transportation 
machine was far and away the most 
efficient system of transportation the 
world had ever:seen. Both mechan- 
ically and financially, it was a mag- 
nificent product of private enterprise 
and initiative. At that time, how- 
ever, the railroads in a measure en- 
joyed a monopcly, and since they were 
performing an essential public service, 
the public asserted, and the courts sus- 
tained, the public right to demand 
(1) that railroad rates should be 
reasonable and (2) that railroad service. 
as well as rates should he non-discrimi- 
natory. It was solely to enforce these 
rights that our present national policy 
of regulation was adopted. 

While the statute still retains an 
obsolete legal presumption that any 
rates increased since 1910 are un- 
reasonable, it may safely be premised 
that, in view of forty-five years of con- 
tinuous raté regulation, and in view 
also of the present admitted inade- 
quacy of raitroad revenue, the pre- 
sumption of fact is that railroad rates 
today, both indjvidually and collec- 
tively, are not more than reasonable, to 
say the least, and that, if regulation 
has done anything to justify itself, dis- 
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criminatory practices have in the main 
been eliminated. l 
The original restrictive purposes of 
railroad regulation have therefore been 
accomplished. In the meantime, how- 
ever, two fundamental changes have 
occurred: first, railroad regulation has 
drifted far from its original moorings; 
and second, the rapid development of 


publicly financed highways and water- 


ways has destroyed whatever monop- 
oly of transportation the railroads 
originally enjoyed. Thus time and 
change have sawed off the limb on 
which railroad regulation was origi- 
nally perched, and today, in my opin- 
ion, the public interest requires that 


the whole system be radically simpli- 
fied. 


Derects or REGULATORY SYSTEM 


Permit me very briefly to enumerate 
certain respects in which present-day 
regulation seems obsolete. In making 
these observations, I wish to make 
clear that they do not imply any re- 


flection on the intelligence or the integ- 


rity of our regulatory officials. The 
defects to be mentioned are due partly 
to laws which the commissioners are 
sworn to enforce, and partly to recent 
revolutionary changes produced by the 
building of highways and the develop- 
ment of automotive transportation. 
The very fact that regulatory officials 
have wrestled with their problems and 
failed so lamentably notwithstanding 
their industry and good intentions, is 
the best evidence that there is some- 
thing fundamentally wrong with the 
whole system of regulation. I shall 
enumerate only a few of the anomalies 
in the present system. 

(1) Our whole railroad rate regulat- 
ing plan was designed to protect the 
public from the abuses of monopoly, 
but today it seems obvious that no 
railroad monopoly exists anywhere. 

(2) The provision of the Transpor- 
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tation Act governing extensions of 
operation were designed to prevent 
wasteful duplication of facilities by 
private capital; but while the Federal 
Government has been enforcing this 
paternalistic doctrine, the forty-eight 
states, with a fine regard for laissez 
faire principles, have been duplicating 
at public expense, and almost without 
restriction as to use, practically every 
mile of railroad right of way. 

(3) The abandonment provisions of 
the Transportation Act and the related 
provisions in state laws preventing dis- 
continuance of service and facilities 
without lengthy hearings and other red 
tape and delay, discourage the elimi- 
nation of obsolete transportation 
facilities; whereas the revolutionary 
changes now occurring and the Jean 
revenues of the carriers demand that 
such eliminations be encouraged and 
hastened. 

(4) The mileage rate scales which 
control most of the railroad rate struc- 
tures today were prescribed on the 
theory that short-haul rates should be 
higher, mile for mile, than long-haul 
rates. Thus the railroads have been 
tied in a commission-made harness of 
high short-haul rates and low long-haul 
tates, with the result that their reve- 
nuesfrom long-haul traffic are soinade- 
quate that they cannot afford to meet 
truck competition on the short hauls, 
where it is most active. In other 
words, the mileage scales which the 
Interstate Commerce Commission has 
been prescribing for the past ten years, 
including the Eastern Class Rate Scale 
which went into effect on December 3, 
1932, are all obsolete today. 

(5) The valuation provisions of the 
Commerce Act have occupied much of 
the time of the Commission since 1913 
and have cost the Commission about 
$40,000,000 and the railroads about 
$138,000,000, making a total of $178,- 
000,000. While there is a natural 
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reluctance on the part of the Commis- 
sion to admit publicly that the whole 
undertaking has been a costly public 
nuisance, this fact seems reasonably 
clear, since no one can suggest any 
practical use for the valuation data 
gathered, and a chief problem of the 
Commission today seems to be what 
should be done with the several hun- 
dred employees still retained m the 
Commission’s valuation work. 

(6) As to the recapture provisions 
of the act, there seems to be a unani- 
mous demand for their immediate 
retroactive repeal. 

(7) The obvious need of the rail- 
roads is for more traffic; but, by force 
of circumstances, railroad traffic men 
in making rates even today are often 
more concerned with the effect a pro- 
posed rate reduction may have on the 
next Interstate Commerce Commis- 
sion decision than they are with the 
immediate effect such a reduction may 
have on the volume of railroad traffic. 

(8) One of the primary objects of 
Section 6 of the Commerce Act, which 
requires that all rates be filed and 
strictly observed, was to secure stabil- 
ity in the rate structure; but shippers 
have been deprived of rate stability for 
years by the wholesale prescription of 
mileage scale rates including millions 
of rates about which no complaint has 
ever been made. 

(9) If the clear requirements of 
Section 15-A of the act were observed, 
it would be necessary to increase rates 
in times of depression and reduce 
them in times of prosperity. But this 
provision: of the act directly conflicts 
with controlling economic laws, and 
. for that reason has never been ob- 
served. 

(10) Rapid developments in the use 
of containers, detachable truck bodies, 
and trucks as an incident of rail trans- 
portation call for prompt and diversi- 
fied. experimentation not merely in 
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physical handling but also in ratemak- 
ing and extension of terminal services. 
At every turn, however, such experi- 
mentation is hampered by obsolete 
tariff regulations and drastic criminal 
statutes. 

(11) The Commission for years has 
urged that Cangress relieve it of the 
duty of awarding reparation in count- 
Jess rate cases where it is clear that no 
damage occurred. Yet, the reparation 
provisions remain in the act and afford 
the chief incentive for the annual fil- 
ing with the Commission of hundreds: 
of complaints, not originating with 
shippers but with claim “sharks” who 
make a business of ferreting out tech- 
nical claims. The result is a tremen- 
dous waste of time by the Commission 
and by railroad officials, as well as a 
dissipation of railroad revenue and 2 
discrimination against the great body 
of shippers. 

(12) The provisions of the act deal- 
ing with the issuance of securities were 
adopted for the professed purpose of 
protecting investors. It is at least 
questionable whether the investor has 
been benefited by these provisions, but 
it is clear that the resulting red tape 
has greatly burdened the Commission 
and the railroads, and it also seems 
clear, in the light of recent events, that 
the essential protection which regula- 
tion should afford to the investor in 
railroad securities has been sadly neg- 
lected. 


INTERFERENCE WITH PRIVATE 
MANAGEMENT 


The above are merely illustrative of 
the defects in our present system of 
railroad regulation. The extent to 
which regulation is currently failing to 
assure adequacy of railroad revenues 
is shown by the fact that, notwith- 
standing an enarmous increase in cap- 
ital investment during the past thirty- 
five years, the net Income of the Class 
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l railroads in 1931 was the smallest in 
any year since 1897. 

The faults of regulation above listed 
and the resulting poverty of the rail- 
roads warrant the conclusion that 
something is fundamentally wrong 
with the whole system of railroad regu- 
lation. That “something” consists 
largely in the misguided zeal of both 
Congress and the Commission to ex- 
tend regulation from the few simple 
matters m which the public has a 
direct interest to almost every detail 
connected with the construction, the 
operation, the maintenance, the ac- 
counting, the management, and the 
financing of railroads, whether the 
public interest is directly involved or 
not. 

Examples of this tendency are the 
attempts to regulate per diem and 
divisions contracts between carriers, 
the wasteful prescription of automatic 
train-control devices, the long-drawn- 
out and fruitless investigations of 
locomotive-repair and other operating 
expenditures, and the burdensome and 
abstruse investigation of depreciation 
accounting, resulting in an order which 
if complied with today would put 
every Class 1 railroad m the “red.” 
Every such increase in the jurisdiction 
assumed by the Commission has not 
merely diverted the Commission’s at- 
tention from proper regulation, but 
has also meant a further intrusion into 
the field of private management. 
Every such intrusion means a further 
curtailment of private initiative and 
enterprise. 

It is submitted that the time has ar- 
rived to: consider seriously a substan- 
tial reduction in the field of regulation 
and a corresponding intrease in the 
freedom of management. ‘To accom- 
plish this, a very brief,amendatory bill 
would be sufficient. Such a bill need 
merely eliminate numerous frills and 
furbelows which successive Congresses 
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during the past twenty-five years have 
added to the Interstate Commerce Act. 
Then, in order to make unmistakably 
clear the complete change of legislative 
policy which had been adopted, Sec- 
tion 12 of the act, which in 1889 gave 
a roving commission to the regulators, 


- should be supplemented by a definite 


declaration of public policy substan- 
tially as follows: 

In administering the provisions of this 
act, the Commission shall at all times keep 
in mind that the carriers, subject to its re- 
quirements, are privately owned and are 
operated by managements selected by their 
stockholders and that the sole function of 
regulation is to safeguard the public inter- 
est, without unnecessarily interfering with 
private management. 


Such a revision of the Commerce 
Act would do much to restore a proper 
equilibrium between regulation and 
management, and that is the vital need 
in the present transportation situation. 
However, any regulatory statute must 
be flexible. Hence, the personnel of 
our regulatory commissions Is of as 
much importance as the language of 
the law itself. In this connection Iam 
reminded that William Penn, in his 
Fruits of Solitude, reflected: “Who 
would send to a Tailor to make a 
Lock or to a Smith to make a Suit of ` 
Clothes?” I wonder what William 
Penn would say if he returned to find 
that our whole transportation system 
is subject to regulation, if not quasi- 
management, by eleven Commission- 
ers, only one of whom has had any 
railroad experience! Is it not obvious 
that if the regulation of transportation 
is to be taken out of the academic rut 
in which it now flounders, appointees 
to the Interstate Commerce Commis- 
sion must not merely be men of ability 
and honor, as they unquestionably are, 
but in addition must have a broad 
background of practical transporta- 
tion and business experience? 


GOVERNMENT REGULATION oF RAILROAD COMPETITORS 


With the above outline of my views. 


as to regulation generally, it will be 
clear that, in my opinion, the public 
should enter upon this new field of 
regulating competitors of the railroads 
with a keen appreciation of the dangers 
and the costs of bureaucracy and a re- 
solve that the new regulation shall be 
‘strictly limited to protection of the 
public interest, broadly construed, and 
shall not be permitted to intrude into 
and devitalize private management 
and operation. . 


REGULATION OF Ar, PIPE-LINE, AND 
Highway TRANSPORTATION 


As to air transportation, it seems to 
me its importance as a competitive fac- 
tor is negligible and will continue so 
for a long time, and that the only 
public regulation of air traffic called 
for is in respect to safety. 

As to the pipe lines, while they have 
diverted a substantial traffic from the 
railroads, they afford such an obvious 
and substantial economy, they consti- 
tute such a distinct type of transporta- 
tion facility, and their operation, ex- 
cept from the standpoint of economy, 
so remotely touches the public interest, 
- that the burden of proving the pub- 
lic necessity of any additional regu- 
lation of pipe lines rests upon the 
proponent, and I am not prepared to 
assume it. 

As to highway transportation (and 
the same is true in a measure of water 
transportation) the situation is totally 
different. Examiner Leo J. Flynn of 


the Interstate Commerce Commission . 
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admirably summed up the matter in 
the following words: '' 


The national transportation machine can- 
not function with progressive efficiency, 
part regulated, part unregulated; coördina- 
tion of transportation agencies cannot reach 


. its economic position under this anomalous 
` condition. . 


. . There can be no reversion 
to the law of the survival of the fittest. . 
The public wou-d not tolerate it and trans- 
portation agencies would not welcome it. 


In other words, the railroads on the 
one hand and the busses and trucks on 
the other occupy the same identical 
field; they directly compete every- 
where for the same traffic. If one re- 
mains regulated and the other not, 
ruthless econcmic laws will intervene 
and the transportation machine on 
which the publicis dependent will suffer. 

Moreover, leaving the railroads en- 
tirely out of consideration, as leaders 
of the bus and truck industry have re- 
cently pointed out, highway transpor- 
tation requires the stabilizing effect of 
reasonable rate regulation to offset the 
excesses of ccmpetition, Just as the 
railroads have benefited by the re- 
quirement that they file and adhere to 
their rate tariffs until changed in an 
orderly way. 

The sane solution of the present 
chaos will be materially to reduce 
present restrictive, burdensome, and 
meddlesome , regulation of the rail- 
roads, and impose on busses and trucks 


_ only such reasonable rate, service, and 


insurance requirements as the public 
interest in adequate and reasonable 
transportation service justifies. 


Alexander H. Elder, A.B., LL.B. is General 
Solicitor of The Central Railroad Company of New 
Jersey and vice-president of the New Jezsey Tax- 
payers Association. He was formerly an attorney- 
examiner and also chief of the Bureau of Inquiry of 
the Interstate Commerce Commission. . 


Coordination in Transportation: A National 
_ Economice Problem 


By Marvin L. Farr and G. Luoyp WILson 


| E OF the United States are de-. 


| termined that out of our present 

economic chaos there shall emerge 
better economic conditions. The ro- 
mance of startling industrial expansion 
was characteristic of our youth. Im- 
proved stability and efficiency, while 
perhaps somewhat prosaic, represent 
our present need. Whether m manu- 
facturing, mining, banking, merchan- 
dising, or transportation, “codrdina- 
tion,” “integration,” and “control” 
. express more accurately our present 
and future aspirations. 


UNPLANNED DEVELOPMENT OF 
TRANSPORTATION 


The many independent units and 
types of transportation—far-flung and 
scattered over our great continental 
area as they are-—place the transporta- 
tion industry at or near the head of the 
list of the urgent problems of economic 
readjustment. Our inland transporta- 
tion facilities, in capacity and invest- 
ment, dwarf in size and extent the 
transportation facilities of any other 
single nation or empire. In fact, the 
railroads of the United States consti- 
tute slightly less than a third of the 
world’s railway transport facilities. 

The unplanned development of 
transportation by private initiative 


and management, with infrequent im- ° 


stances of Government ownership and 
operation, has resulted in transport fa- 
cilities which are little more than a 
maze of unrelated parts, joined to some 
extent to effect interchange of passen- 
gers and freight, but térn by excessive 
and destructive competition. Mod- 
ern economic and gommercial needs 


require that these many unrelated 
facilities be integrated and synchron, 
ized into a truly national system 
of transportation. What specifically 
is required, and what are the pros- 
pects? 

From the time the first little local 
railroad lines were built, a century ago, 
to the time when the present railroad 
systems were completed, direction and 
control have been in private hands, 
modified only by public aid in early 
days and by public restrictions on rate 
and operating practices in more recent 
times. Where and when we built our 
railroads were not matters of national 
policy. Neither the establishment of 
through service and long lines nor 
methods of financing were controlled 
by an established policy. Al these 
decisions were left to individual pro- 
motion and management. Even rate 
practices were largely uncontrolled un- 
til after nearly a half century of rail- 
road operation. . 

Water transportation, coastwise, in- 
tercoastal, Great Lakes, and inland 
waterway, has been left relatively free 
to develop as private interests de- 
termined or as governmental action 
dictated. 

Highway construction is generally 
considered to be a matter that should 
be controlled by public policy, but 
there has been a conspicuous lack of 
long-range planning or control. High- 
way transportation has,been developed 
by private owners and operators. For 
many years this development was 
without direction or control. More 
recently the use of the certificate of 
public convenience and necessity has 
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provided some measure of control over 


the number of common carriers en- 
gaged in intrastate commerce and over 
contract carrier services, but it can 
scarcely be said that we have begun 
effectively to direct the development 
of this newest of important transporta- 


‘tion agencies. 


In recent decades the railroads and 
certain other carriers have been exten- 
sively regulated, but the Federal and 
state governments have failed to work 
out comparable regulation of these new 
and growing competitors, which now 
include not only water and highway 
motor carriers but also air lines and 
large pipe lines. Very recently it has 
become apparent that “a coérdinated 
system of transportation requires a co- 
ordinated system of regulation”? in 
order to prevent the repetition and 
continuation of excessive competition, 
duplication of facilities, speculation, 
rate demoralization, and wasteful 


practices. 


THe PROBLEM oF CodérRDINATION 


This chastic situation im manage- 
ment, operation, and regulation caused 
President Roosevelt to set up as an 
emergency measure a Federal Codrdi- 
nator of Transportation, aided by a 
staff and by committees of representa- 
tives of the carriers, to devise ways 
and means of relieving the temporary 
emergency and of improving future 
conditions. The present demand for 
coérdination differs only in degree 


from that which has arisen from time 


to time since the railroads were first 
built. In earlier days it was found 
necessary to exchange freight with 
canal, stage coach, and other railroad 
lines. Almost a century ago, sectional 
boats which were alternately hauled on 
flat cars and through the canals, were 
employed to meet the rail-water move- 


1 Wheeler,:H. A., Railway Age, Vol. 94, ede 
20,.1988, p. 738. . . 
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ment on the route of the Pennsylvania 
Public Works. The Erie Railroad 


was, however, forbidden by its charte- 


of 1832 to exchange freight with a rail- 
road which entered New Jersey. 
There was no conception of the ad- 
vantage of codrdinating independen: 
transportation enterprises. 

Then in the middle of the last cen- 
tury the interchange of cars, and the 
through movement of freight withou- 
change of lading came to be more gen- 
eral, although the practice was greatly 
handicapped by the many variations 
in gauges of tracks. These gauges 
were standardized on the main lines 
by 1880, making possible car move- 
ment on a continental scope. 

During the eighties the Genera! 
Time Convention for the Northerr 
main lines ard the Southern Railway 
Time Convention brought about co- 
operation in Lime calculation for pas- 
senger service. These organizations 
in 1886 evolved into the Americar 
Railway Association, an organizatior 
which has sponsored the setting up of 
rules to facilitate the proper exchange 
interchange, and return of cars. These 
were supplemented by national. per 
diem rules and finally by the uniform 
bill of lading. 

That these developments, confined 
merely to expediting interchange, dia 
not go far encugh, soon became appar- 
ent. The traffic paralysis experienced 
soon after the entrance of the United 
States into the World War led to na- 
tional control under the Railroad Ad- 
ministration, in order to effect the 
needed codrdination of the rail carriers 
into some semblance of a national 
system. | 
` The Shippers Advisory Board move- 
ment and the rules developed and en- 
forced by the Car Service Division of 
the American Railway Association 
have gone so far in adapting car supply 
to demand, taat during the past dec- 
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the cost of distributing goods in the... 
United States. The word “codrdina: ` 
tion” is defined as “the act of putting 5 p 
in the same order, class, rank; or diga. G 
nity,” and “the act of regulating and: ae 2 


ade, car shortage has ceased to be‘a 
problem. 

In the Car Service Act of 1917 and 
the Transportation Act of 1920, effort 
was made to promote coérdination of 


the rail carriers to improve car service 
‘through proper car-service rules and 
interchange practices. The, Act of 
1920 also contained provisions for joint 
use of terminals and national consoli- 
dation of the railroads, which proved, 
however, to be unsatisfactory in prac- 
tice. Prior to the Emergency ‘Rail- 
road Transportation Act, 1933, creat- 
ing the present Federal Coérdinator’s 
administration, no provision had been 
made by law for a codrdination which 


would include all forms of transporta- 


tion. 

A multiplicity of management, an 
excessive duplication of facilities, and 
a precarious financial status of carriers 
remain serious considerations. Rules 
pertaining to interchange and use of 
cars have not proved adequate, and 
the provisions for consolidation and 
joint use of terminal facilities have not 
proved to be practical. The problem 
persists; the codrdination and stabili- 
zation of the American transportation 
system Is a task just begun. 


ImMpuicaTions OF COÖRDINATION 


First of all, what is meant by co- 
ordination of transportation facilities? 
So much has been said and written in 
the past few years upon the subject 
that it wòuld seem that nothing more 
of consequence could be said. The 
fact that so much has been said, and 
that it has been said in ways that in- 
dicate‘that the term “codrdination” is 
often misunderstood and misused, are 
the justification of this attempt to re- 
state its meaning, to indicate how it 
can bé achieved functignally, to note 
some ways in which it is being worked 
out in the field of transportation, and 
to suggest its influente as a factor in 


combining so as to give harmonious 


results, and the harmonious adjust- as 


ment of the persons or things Co- 
ordinated.”? 

The idea involves the marshaling 
and organizing of several like or unlike 
elements so as to unite them in orderly 


and equal arrangement. It implies . 


just the opposite of subordination of 
one element to another, and yet much 
that has been written and said about 
the codrdination of transportation fa- 
cilities implies that other forms of 
transportation should be subordinated 
to some dominant type. . 

The term does not imply, if repeti- 
tion will be pardoned, the domination 
of highway, waterway, or airway trans- 
portation by railroads;nor of railroads 
by any one or all of the other forms of 
transportation; but the orderly and 
harmonious arrangement and combi- 
nation of railroad, electric railway, 
railway express, highway, waterway, 
pipeline, and airway transportation fa- 
cilities into an integrated service. In 
this codrdinated transportation each 
type of facility has its place, and that 
place is determined by the quality and 
efficiency of the service performed. 

Coordination, as the term is em- 
ployed in contemporary transporta- 
tion economics, implies: 

First: The orderly arrangement and 
integration of instrumentalities of 
transportation, rather than the hap- 
hazard and chaotic conditions now ex- 
istent; 

Second: The elimination or at least 
the reduction of unnecessary and un- 
economic duplication of facilities; 

Third: The reduction, if not the 
elimination, of mutually destructive 
9 Webster’s New International Dictionary. 
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_ and wasteful competition among car- 
. Tiers,of the same and different types; 


à aoe E ourth: The adjustment of the serv- 


ices of carriers of the same and dif- 
4 férent: cbypes so as to afford shippers 


v S icotnplete: transportation services of 
„`> the kind required by present-day 


industrial and commercial condi- 
~ tions; 

Fifth: The development of trans- 
portation in each community and sec- 
tion and in the nation as a whole so 
that each type of carrier will have its 
© place determined by its relative useful- 
ness and efficiency; 

Sixth: The free. experimentation 
with and use of all iraproved facilities, 
devices, and practices which seek to fa- 
cilitate codrdination of unlike types of 
transportation. 


How May COÖRDINATION BE 
. ACHIEVED? 


The codrdination of transportation 
facilities in the United States is not a 
vague and chimerical ideal, but is a 
constructive working program by 
which order can be produced from 
present chaos. If we were to toss aside 
all the magnificent facilities of trans- 
portation as a child pushes aside his 
blocks when he decides to build a new 
structure, it is probable that we should 
be able to reconstruct a more orderly 
and efficient system for the United 
States and have enough parts left over 
to reconstruct another system for some 
other country. But this cannot be 
done so easily. We must reorganize 
and reconstruct the transportation 
system without paralyzing commerce 
and industry. We must repair and 
improve the highway without disrupt- 
ing traffic. The results: achieved so 
far indicate that the task i is difficult 
but not impossible. 

The coordination of transportation 
facilities in the concrete, therefore, 
calls for the adjustment of the existing 


mat 
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facilities, involving as they do the rigic 
alignments of financial control, man- 
agement, and individual advantages 
into a recast system, the control, the 
arrangement, and the operating prac- 
tice of which are determined entirely 
by the capacity of each type of trans- 
portation and individual units to meet 
public needs. 

In the first place, we must subject 
all carriers to fair, comprehensive, and 
constructive governmental regulation 
designed and enforced so as to con- 
serve the best interests of each and all 
earriers and cf the public. It is pref- 
erable, in orcer to conform with the 
economic pattern. of the United States, 
that the carriers comprising the system: 
be owned and operated by private cap- 
ital, subject to the constructive gov- 
ernmental regulation best fitted to 
control the functioning of business ac- 
tivities “clothed with ‘a public inter- 
est.” This does not necessarily mean 
equal regulation for all competing in- 
land carriers, but a policy that is com- 
parable in its severity of restriction, 
to insure a fair basis of competition; 
and, what is really more important, 
one that is constructive and effective, 
enabling each type of transportation 
to fulfill its pozentialities as an efficient. 
carrier and as a part of our integrated 
system. It must.afford leadership if 
not direction of the whole process of 
coérdination. 

In the secord place, to make certain 
of such an enlightened policy, exten- 
sive research along three separate lines 
is necessary. One of these would in- 
volve analysis of commercial needs and 
practices; the second, the study of the 
relative advantages of alternative 
forms of transportation facilities or 


methods of operation to serve these 


needs in any given locality or section; 
while the thir would have to do with 
the type of rate structure which would 
give proper uniformity and stability 
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and yet be adaptable to the new TEN 
portation service. 


The recent Merchandise Survey by i 


a section of the Transportation Service 
of the Federal Coördinator organiza- 
tion is in harmony with the first two 
lines of invéstigation. This survey as 
announced includes consideration of 
“amount of freight (l.c.l. quantities) 
handled by railroads, express agencies, 
freight consolidations or forwarders, 
tracks of each kind of trade, principal 
channels of movement of various 
types of trade.” The survey is also 
to include the study of the “methods 
and instruments” employed, and an 
evaluation of experiments of various 
carriers with new devices and methods, 
and to evaluate the relative merits of 
devices employed, such as skids, life 
trucks, trailers, containers, sectional 
cars, and other facilities of improved 
types. Costs and profitableness of 
various operations are to be consid- 
ered, and finally, “the means by which 
the several transportation agencies can 
be codrdinated so as each will operate 
efficiently in its own economic sphere.” 
The “carload survey” involves similar 
evaluation of terminal facilities and 
methods of operation. To these is 
added the “passenger survey,” which 
will seek to find ways of making the 
service more attractive and useful to 
the public and at the same time more 
economical. This should involve the 
critical study of the place of all types 
of passenger conveyances and their 
proper coérdination. 

Other matters for research might be 
added, but these serve to illustrate the 
way we must proceed. 

In the third place, this valuable in- 
formation having been made available 
and a constructive regulatory policy 
having been built uponyit, the realiza- 
tion of codrdination becomes a matter 
of organization of carriers, which may 
take various forms, as follows: 
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ORGANIZATION OF; CARRIERS 


First is the question of type or types | 
of organization which may be effective. 
One way in which the coérdination of. 
transport facilities can be ‘achieved is . 
through the ownership and operation 
of other instrumentalities of transpor? 
tation by companies which heretofore 
have operated only one type of facili- 
ties. For example, railroads may: ac- 
quire and operaté electric railway 
lines; railway express facilities; steam- 
ships, in the coastwise, intereoderal 
Great Lakes, and inland waterway. 
trades; pipe lines; motor bus or motor 
truck facilities; and air transport fa- 
cilities. 

A few railroads have acquired ind 
operate certain facilities of some“of 
these types at the present time; but 
the difficulties imposed by the restric- 
tion of railroad credit, the obstacles of 
their corporate charters, restrictive 
legislation, and reluctance to enter 
strange fields have tended to make 
such ventures rare. If this plan is fol- 
lowed more extensively in the future, 
railroads and other specialized types of 
carriers will tend to become general 
transportation companies offering’ a 
variety of services. 

A second form of organization is 
through the creation of new companies 
to acquire and operate several types of 
transportation facilities. These com- 
panies will offer transportation services 
and own and operate railroads, water- 
way lines, highway lines, and air lines 
in order to handle the traffic. The 
freight forwarding companies tend 
somewhat in this direction, without 
having entered extensively into the 
ownership of the instrumentalities of 
transportation. They solicit traffic 
and employ railroads, waterway car- 
riers, or highway carriers to transport 
the traffic for them. This might be 
carried further by having general 


- the service. 
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transport companies owr and operate 
the. facilities of various types used in 
Perhaps, in the interests 
of accuiacy, it would be well to dis- 
tinguish two types of suca companies: 

_one, codrditiating the services of sev- 


_ eral, different forms of transport serv- 


‘ices, without ownership; and another, 
which would own and operate the rail, 
water, highway and air facilities used 
in perforniing its service. 

A third type of organization consists 
of the establishment, by existing trang- 
portation companies, of subsidiary 
compaiiies to own and operate facilities 
of other types. This organization co- 
ordination has been used to a note- 
worthy y extent in the United States up 
to the present time. A number of rail- 
roads and several steamship lines have 
‘Organized, wholly owned, and con- 
trolled subsidiary companies which 
own and operate motor bus and motor 


' truck facilities or other instrumentali- 


ties of transportation of different type 


= than those operated by the parent 


companies. In other cases, railroads 
or steamship lines have purchased con- 
. trolling or less than fully controlling 
- Interests in motor bus, motor truck, or 
other transport carriers. It is not nec- 
essary in the present discussion of 
principles to catalogue these ventures 
or to do more than state tke character- 
istics of this type of ownership and op- 
eration. 

A fourth means of coözdinated or- 
ganization is found m the arrange- 
ments by which certain types of 
transportation companies enter into 
agency contracts with other types to 
perform certain services, the latter 
companies acting as agents of the for- 
mer. Examples of this are found in 
the arrangements in which railroad 
and steamship companies as principals 
employ motor truck or motor bus com- 
panies, lighterage companies, or others 
to perform line-haul or terminal serv- 


. ship companies. 
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ices as agents of the railroad or steam- 
The latter companies 
publish the rates for the service and 
assume responsibility to the shippers 
and consignees for its performance, 
and compensate the agent companies. 
Station-to-station motor bus and mo- 
tor truck service in lieu of railroad pas- 
senger or freight service, terminal pas- 
senger and baggage transfer services, 
terminal cartage or store-door freight 
services, and lighterage and other har- 
bor and terminal services are often per- 
formed through the establishment of 
agency arrangements. 

Finally, coérdination may bebrought 
about by the establishment of coöp- 
erative arrangements including joint 
rates and through routes and recipro- 
cal or joint use of facilities by several 
different types of carriers without any 
financial community of interest. Ex- 
amples of this are found in the joint 
rate and through route arrangements 
between steamship and motor truck 
and motor bus lines, and in the joint 
rail-and-water routes and rates in the 
coastwise, Great Lakes, and inland 
waterway services. Joint rates and 
through routes are not found via com- 
bination motor and rail routes in in- 
terstate commerce, principally because 
of the policy of the Interstate Com- 
merce Commission in refusing to sanc- 
tion the establishment of joint routes 
and through rates and the division of 
revenues between carriers subject to 
the Interstate Commerce Act and un- 
regulated carriers; or more precisely, 
carriers which are not embraced within 
the provisions of the Interstate Com- 
merce Act and therefore not subject to 
the jurisdiction of the Interstate Com- 
merce Commission. 

There are advantages and disadvan- 
tages inherent ih each and all of these 
methods of achieving the coördina- 
tion of transportation facilities. Each 
method must be oarefully considered 
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by the carriers and by public regu- 
latory authority in the light of the 
particular circumstances and condi- 
tions surrounding each case, and the 
method best adapted in each case to 
conserve the interests of the respective 
carriers and to assure the public ade- 
quate transportation service at fair 
rates should be used. 


SIMPLIFICATION OF FACILITIES 
AND FERrEIGET HANDLING 


More important than the method of 
organization procedure are the policies 
that will bring about effective coör- 
dination. These policies, for conven- 
ience, and in accordance with our 
definition of coérdination, may be di- 
vided into some four separate groups. 

First are those policies which will 
eliminate the uneconomic duplication 
of those facilities that are used in 
connection with railroad operation. 
Perhaps there is some excessive or un- 
necessary line mileage penetrating sec- 
tions where resources have become 
exhausted. On the other hand, dupli- 
cation prevails in our terminal districts 
to the point that a large portion of the . 
facilities are unnecessary. 


greater the duplication and waste. 
In our great inland terminal districts 
will be found duplication of running 
tracks, classification yards, interchange 
tracks, freight houses, and transfer sta- 
tions. At our ports, to these must be 
added the duplication in water-front 
interchange tracks and switches, car 
float bridges, piers, loading and un- 
loading equipment, floating elevators, 
lighters, car floats,.and tugboats. At 
New York the crowding of these facili- 
ties about the water-front by the thir- 
teen rail carriers entering the district 
creates a veritable maze of independ- 
ent units, and an investment and cost 


The larger, 
and more important the terminal dis- 
trict, the more carriers there are likely `e 
to be found serving it, and hence the” 
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of’operation entirely out of proportion 
to their capacity-aind efficiency. Here 
is the phase‘of transportation that is 
most wasteful and costly. It'is here 
that the time involved and the quality 
of service rendered make railroad 
transportation inferior to that fur- 
nished by some of its new competitors. 

The remedy lies in the direction of 
joint use of facilities and completely 
unified operations in our larger termi- 
nals. If jointly controlled and oper- 
ated belt lines, classification yards, 
freight houses, and water-front facili- 
ties will be a major factor in “saving” 
our railroads, the surrender of com- 
petitive advantage and the loss of old 
investments are not too great a price 
to pay. 

Second, and closely tied up with the 
first, is the reduction of wastefully 
competitive handling of traffic move- 
ment. These include extravagant and 
wasteful practices in freight solicita- 
tion, excessive ticket offices, parallel 
and duplicate scheduling in passenger 
service, and circuitous routing in order 
to favor the interests of the originating 
carrier. 

Certainly there can ind will þe sim- 
plification of thesepractices. Whether 
it involves pooling of freight cars or 
not, it will certainly mean the stag- 
gering of train schedules, careful solic- 
itation, consolidation of many ticket 
offices, and more direct routing of 
trains where possible. Pooling of 
freight equipment, the most far-reach- 


ing of these measures, is a proposal 


which is now being revived. How- 
ever, railroad managements are seri- 
ously opposed, and not without cause, 
to such a wide departure in control of 
car operation. 


CoMPLETED SERVICE AND CoGRDINATED 
EQUIPMENT ` 


Third is that line of policy which 
will secure a completed transportation 
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service through the medit:m of motor- 
ized store-door colleetion and delivery. 
For a century, the shippers who have 
not had the good fortune to have a 
sufficient quantity of trafic to justify 
industrial spur tracks to the doors of 
their establishments hav2 had to be 
content with a clumsy station-to-sta- 
tion or public-team-track to public- 
team-track service. This ras not been 
true either in England or in Canada, 
where the railroads have lng afforded 
a door-to-door service for package 
freight. Our system has caused the 
trader not only inconvenience and 
high costs in drayage, but also dam- 
ages and delay from excessive han- 
dling at transfer houses. The absence 
of competition and the zreater em- 
phasis of our railroad operations on 
catload freight movement perhaps ex- 
plain our tardiness in tris type of 
operation. 

To effect the maximum of service 
efficiency with the minimum of costs, 
and to obtain thoroughgoing func- 
tional codrdination, this motorized 
service must be a codperative one. 
This coöperation in a unified service is 
especially imperative when applied in 
the major terminal districts. The dis- 
astrous result of competitive door-to- 
door service on the part of the railway 
express companies of the st century 
should not be forgotten. More re- 
cently, between 1921 and 1329, we had 
the disastrous competitive off-track 
station and store-door delirery service 
attempted by some seven of the rail- 
roads entering New York. This serv- 
ice, started by the Erie in 1921, came 
to be undertaken by no less than six 
other lines. All of them. with the 
possible exception of one, im 1929 peti- 
tioned the Interstate Commerce Com- 
mission to be relieved of the duty of 
continuing the service. 

In contrast to these urhappy ex- 
. periences we have the successful mo- 
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torization at East St. Louis and St. 
Louis, where the Columbia Transfer 
Company performs the service for 
practically all the carriers entering 
that terminal district. The successful 
centralized transfer system at Cincin- 
nati also stands out in confirmation of 
a codperative procedure. This cen- 
tralized operation may be accom- 
plished either by a national agency 
such as the American Railway Express 
Agency, or by a local city-wide service 
in each terminal district. 

That this service does not mean just 
so much added expense to the carriers 
is shown by a recent statement by 
C. E. R. Sherrington, of England, to 
the effect that, “since most of the high- 
class freight is collected and delivered 
by the railroads’ highway vehicles, the 
railroads are able to clear their freight 
stations in such a short time after the 
freight has been unloaded.” He goes 
on to say that “the traffic can, there- 
fore, be handled in a smaller station 
than would be required if the responsi- 
bility for removal of freight rested with 
the consignees.” 3 

Fourth, active experimentation to 
promote codrdinated transportation 
involves all carriers, both singly and 
jointly, such as rail, motor, water, and 
even air. The rail carriers, as our 
major carriers about which a coördi- 
nated transportation system must be 
realized, must experiment as freely 
with motor, water, and air facilities 
as with purely railroad equipment. 
Furthermore, especially in the field of 
freight transportation, the value of a 
new device or equipment will be deter- 
mined by its ability to contribute to a 
completed, codrdinated transportation 
service. This will give us new stand- 
ards for cars, platforms, freight houses, 
classification yards, height and capac- 


2 Sherrington, C. E. R., “ How to Provide Col- 
lection and Delivery Service,” Railway Age, vol. 
95, Aug. 26, 1933, p. 317. 


4 


276 


ity of motor trucks, and scores of other 
technological developments. 


FRUITS or A COÖRDINATED TRANSPORT 
SYSTEM 


‘Space will permit little more than 
mention of some of the major benefits 
which could result from such a truly 
coördinated transportation system: 

1. Transportation costs for the na- 
tion as a whole would be materially 
reduced. 

2. Excessive and destructive inter- 
carrier competition would be de- 
creased. 

3. The lower costs would tend to 
promote a higher standard of living. 

4. Greater convenience and speed in 
the handling of freight—of package 
freight in particular—would be ef- 
fected. 

5. Improved speed and lower costs 
would reduce inventory requirements 
and make possible more efficient meth- 
ods of production and marketing of 
goods, 

6. Continuous service responsibility 
from door to door would be made pos- 
sible, thereby establishing closer rela- 
tionship between the carrier and the 
shipper. 

7. Through billing of freight moving 
over the lines of combinations of car- 
riers would be facilitated. 

8. Markets for farm products would 
tend to be stabilized, since they would 
not be subject to “wild-cat” or “cut- 
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throat” competition iñ the delivery of. 
these products.” 

9, The. E carrierswhich 
would necessarily be involved. would 


promote financial and traffic stability 


for the several transportation com- 


panies and for the national systern as 
a whole. 

10. A really just ‘and constructive 

public policy in the control of trans- 
portation agencies would be made pos- 
sible and probable. 
- 11. Finally, the management of com- 
mon carriers would be better able to 
adapt their operations to meet future 
needs through new facilities and meth- 
ods of operation. 


CONCLUSION 


We must not proceed on a program 
of coördination with an inadequate 
concept of its real meaning. Its oper- 
ation and its control should be in terms 
of function rather than physical facil- 
ity or agency. Provincialism and com- 
petitive corporate advantage must 
give place to a national perspective 


and recognition of shippers’ needs. In 


no other direction will we develop a 
system of transportation that will þet- 
ter meet our needs and at the same 
time be able to swithstand the evil 
days of another depression. Waste 
and chaos must give place to efficiency 
and stability through the realization 
of functional codérdination and ade- 
quate public regulation. 


Dr. Marvin L. Fair is professor of transportation 
and public utilities at Temple University, Phila- 
delphia. He has contributed articles in the field of 
transportation and economics to leading scientific 


periodicals. 


The bidgraphical note concerning Dr. G. Lloyd 
Wilson, co-author of this article, may be found, with 
an earligr article in this volume. 
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Newsoitp, Wauton.- .Democracy, Debts 
and Disarmament.. Pp: xiv, 343. New 
York: E. P. Dutton and Company, 1933. 
$3.00. l : 

This is a survey. of the international eco- 
nomic depression, regarded largely from the 
viewpoint of England, by a man who has 


found that economic activities “are much ` 


less drab affairs than the professors would 
have their students believe. Somewhere 
between Pigou and Max Pemberton yu 
will arrive at the truth” (p. 53). But, 
despite innumerable recent studies of the 
depression, this book is unique. 

Many have suggested that the present 
depression is the final phase of capitalism, 
since the day that Karl Marx first suggested 
such a possibility, but few since that time 
have surveyed the economic development 
of the world since the age of Amsterdam’s 
greatness, weaving politics and economics 
into a continuous thread that stretches on- 
ward to the crisis of 1933. In the light of 
that survey, the author concludes that “the 
technique of tool and machine has ordained 
that society, unless it is to suffer shipwreck, 
must not go back from finance capitalism 
to paternal property, but forward to the 
planned economy of collectivism. The ap- 
plied ethics of medievalism, erected into 
eternal truths by papal encyclical or Nazi 
decree, condemn to death by starvation the 
millions of modern Germany” and of other 
developed countries (p. 824). 

But whether one agrees with the con- 
clusions of the author or not, the book is 
fascinating and provocative. It has some 
of the rugged flavor of independence of 
Victorian writings, which is understandable 
when one realizes that ‘Walton Newbold, 
originally a student of George Unwin at 
Manchester, has been in turn a Fabian, a 
member of the Labor Party, and a Com- 
munist—and has found each creed equally 
unsatisfactory. Not every day do we have 
a chance to read the opinions of a historian 
who has been associated with Stalin in Mos- 
cow and Montague Norman in London, and 
who seems to have searched over half the 
world for his evidence. Indeed, this re- 


= Book Department 


viewer earnestly hopes that Mr. Newbold 
will soon give us tbat larger study of the 
decline of nineteenth-century capitalism to 
which he adverts in the Preface. 
F. Cyrm JAMES 
University of Pennsylvania 


SALTER, Sir ARTHUR. The Framework of 
an Ordered Society. Pp. i, 60. Cam- 
bridge, Eng.: The Macmillan Company, 
1933. 75g. 

In these three Alfred Marshall lectures, 
delivered at Cambridge in February 1933, 
Sir Arthur Salter concisely presents the 
essence of his views on national and inter- 


‘national economics and polities, which are 


more fully expressed in his now famous 
Recovery; The Second Effort. In a judi- 
cious yet forthright manner he points to 
the major flaws in the old régime and to 
some fundamental principles for its recor- 
struction. Without at all going to the 
lengths of Marxism, he deals with “institu- 
tional self-discipline” and with the new 
relationship which must exist between gov- 
ernmental and economic functions. Dis- 
claiming either originality or economic 
technique, he happily discloses, as in Re- 
covery, a true mastery of most if not all 
of the broad fundamentals, expressed in a 
style both largely free from the usual econ- 
omist’s terminology, and clear and refresh- 


ing. Perhaps more than any other con- 


temporary writer, Sir Arthur has come to 
be the articulator of a new, yet not radical, 
society. In the midst of bewildering and 
unpredictable experiments, every one inter- 
ested in our world-wide social transforma- 
tion should read this little book of essential 
thoughts of the middle ground. 
Joun DONALDSON 
George Washington University 


McCrurs, Wauuace. World Prosperity. 
Pp. xxxix, 618. New York: The Mac- 
millan Company, 1933. $4.00. 


Dr. McClure’s hook presents all the more 
important aspects of the economie work of 
the League in World Prosperity. The most 
impressive: contribution of the book comes 
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from the piling up of evidence of the con- 
flict between intention and accomplish- 
ment. It shows how, over a series of 
approximately ten years, after the first 
postwar confusion subsided, international 
conferences and commissions ‘issued well- 
rounded programs for economic reconstruc- 
tion and world cdéperation. During this 
same time economic barriers became harder 
to cross, and political animosities became 


very much more threatening. Thus, Brus- . 


sels was followed by Genoa; financial recon- 
. struction loans from the League were paral- 
leled by serious efforts to bring about 
disarmament. The trend in the successive 
readjustments of reparation and debt pay- 
ments indicated a better understanding of 
international finance, and yet, despite these 
efforts, the world drifted to the verge of a 
political crisis of the first magnitude, and 
économie chaos spread from country to 
country. The conclusions set forth in the 
last chapter of the book hold out little hope 
` for any early adjustment of the more seri- 
ous international problems, even though 
they point to some slow progress over 
centuries. 

The scope of the study is so vast that 
it is hard to see how the author could have 
achieved any completely satisfactory unity 
or made possible the closer examination of 
underlying problems and principles which 
the treatment of many of these questions 
demands, In his discussion of the Bank 
for International Settlements, for instance, 
he quotes a number of speeches and writ- 
ings which give various misleading impres- 
sions—that the Bank might better be under 
the control of the League of Nations 
(p. 526), that the institution might have 
cured the world depression (p. 527), that 
the Bank must support large-scale public 
works (p. 528), and other views which do 
not originate in circles well informed as to 
the actual operation and potentialities 
of the Bank as observed in the past few 
years. 

Then again, it is probablethat the omis- 
sion of Chapter XXV-—a brief survey of 
the reparation question, which was not a 
direct. concern of the Le&gue of Nations— 
would have helped the unity of the book 
and thereby made it, more usable. Cer- 
tainly, very little can be added to the 
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understanding of reparation by a passing 
mention of the conferences and agree- 
ments, ` 

- The work which goes into the prepara- 
tion of a study of this kind is immense. 
The period of years covered, the number of 
countries, the variety of problems, are so 
great that it is a difficult task for any one 
person to collect and arrange the material. 
Dr. McClure has brought together a large 
amount of data, and has given a reliable 
account of a great many important events. 
The result is a useful volume to have on 
one’s shelves. Nevertheless, criticism must 
be brought to bear on a treatment of this 
kind because of the nature of the plan, and 
not primarily because of the way it is exe- 
cuted in a particular case. It is difficult 
or impossible to cover such a wide ground 
without presenting many superficial and 
conflicting quotations, opinions, and con- 
clusions. The reader is not sufficiently 
near the sources to judge for himself, nor 
is he given the full benefit of the knowledge 
and judgment of the author, who has, ob- 
viously, a thorough insight into many of the 
problems which he discusses. In short, it 
would have been better if the volume had 
been limited strictly to a few aspects of the 
economic activities of the League, or if it 
had presented the mature judgment of the 
author on the general nature of the work, 
without carrying along the heavy burden 
of quotations and references which inter- 
rupt the flow of thought. 

Exeanor Lansinc Durres 
University of Pennsylvania 


STRACHEY, Jonn. The Menace of Fascism. 
Pp. 272. New York: Covici, Friede, 
Inc., 1983. $2.50. 

Poraxovy, Wartet N. The Power Age. 
Pp. 247. New York: Covici, Friede, 
Inc., 1933. $2.00. 

Each of these volumes discusses revolu- 
tiòn. Each author believes that profound 
changes have come in modern economic 
life, and that as a result, the economic 
structure known as capitalism must. be 
greatly altered. Mr. Strachey approaches 
this thesis as a member of the extreme left 
wing of the British labor movement, the 
Independent Labor Party. Mr. Polakov 
writes as an engineer deeply impressed 
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with the problems raised b> the growth i in 
the use of electric power. 

The Menace of Fascism 13 a vigorous , at- 
tack upon a movement now fully developed 
_in Italy and more recently in Germany. 
The first chapter is composed of excerpts 
from the daily news descriting the violent 
events under the Nazi régime early in 1933. 
Then after an extremely well written ac- 
count of the futile hopes of democracy dur- 
ing the last century, Mr. Strachey presents 
a critical discussion of the nature of Fas- 
cism. He finds it to be a “movement for 
the preservation by violerce and at all 
costs of the private ownersh=p of the means 
of production,” and contends that it “arises 
not when capitalism is stromag but when it 
is in extremis.” Thus far, even in Italy, 
it has not been able to carry out any of the 
grandiose plans for improvement which it 
so lavishly promised. 

Readers of literature of the left wing 
will find most of the arguments familiar 
and will probably find it worth while to 
lnk this volume with Mr. St-achey’s earlier 
one, The Coming Struggle for Power. 
They are strong, vigorous and worth-while 
additions to current discussion, and Amer- 
icans, now deeply stirred by the stories of 
Nazi excesses, will doubtless read them 
sympathetically. Whether the author is 
right in believing that there is a menacing 
Fascist movement in Great Britam and in 
the United States is not so clear. Under 
present conditions, only the bold and the 
reckless can be confident. His arguments 
regarding the United States zre scanty, and 
those for England, where the movement 
centers around Sir Oswald Moseley, seem 
labored. He is on surer ground in his 
criticism of the German workers and Social 
Democrats for their continval acceptance 
of “the lesser evil,” and in his protests 
against the dangers of “ gradaalness,? both 
in Germany and in Great Britain. The 
volume under review may be -strongly 
recommended. 

One who reads Mr. Polakev’s volume is 
‘reminded of Fred Henderson’s The Eco- 
nomic Consequences of Power Production, 
which has attracted so much attention. 
The machine age brought great changes, 
but the power age has not only further and 
amazingly increased productivity, but has 
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relegated to electricity “the function of 
control of quality and precision in manu- 
facturing processes.” There is a new 
foundation for mass production which now 
demands the existence of mass consump- 
tion, and we are confronted with “the ne- 
cessity of emancipating national and 
international economy from the shackles of 
restricted distribution and consumption.” 
Under such conditions, scientific manage- 
ment of the Taylor type and similar forms 
of planning are madequate. We must plan 
at “a different magnitude and on a differ- 
ent level.” 

Thus far the argument is clear and con- 
vincing, and presents those aspects of our 
current difficulties that disturb all of us but 
particularly the engineers, who seem bent 
on demonstrating the truth of Thorstein 
Veblen’s contentions years ago in The Engi- 
neers and the Price System. 

But when the author undertakes in the 
latter part of the volume to make con- 
structive suggestions, it is harder to follow 
him. As early as on page 90, an economist 
begins to wonder when he reads that the 
“power age” makes “Jaughing-stocks of the 
Malthusian theory and the Manchester 
school.” No one realizes more than do 
economists of repute that the twentieth 
century calls for extensive modifications in 
those generalizations known as economic 
theory. And no one knows better how 
difficult it is to frame the reconstructed 
theory. The engineers are making a valu- 
able contribution in emphasizing this, but 
it is increasingly clear that their assistance 
cannot be equally great in all directions. 
As yet, at any rate, they are in difficulties 
at least as great as those of the economists. 
We may: agree with the author about the 
problems raised by the growth in the in- 
vestment of capital, by the consequent 
overhead costs, and by a system of finan- 
cing that has given us so huge a burden of 
debt; yet wonder why the chapter in which 
this appears is entitled “Gold Blocks 
Power”—~a warding which suggests a criti- 
cism of the gold standard. 

In short, the reader closes the book feel- 
ing that he has read another helpful state- 
ment of the wonders of the power age and 
of the tragic perplexities it has brought us, 
but that we do not’ yet know very much 
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about the lines along which we ought to 
direct our efforts for improvement. It is 
well to be reminded that the machine age 
has ended and that we are in the power 
age, but it is also well to remember that 
this change has not given us a new era or 
a new economics that is absolutely divorced 
from the old. Critics would be more help- 
ful if they were more thoroughly familiar 
with the economic ideas they condemn. 
Ernest Minor PATTERSON 
University of Pennsylvania 


Freperick, J. Grorce (and others). A 
Primer of “New Deal” Economics. Pp. 
322. New York: Business Bourse, 1933. 
$2.00. : 


As a “general interpretation of the whole. 


movement roughly named the ‘New Deal,’” 
this readable volume leaves much to be de- 
sired even ina primer. The prologue gives 
the New Deal a world-wide setting in rela- 
tion to events extending back to 500,000 
B.C. With such perspective one may ques- 
tion whether this movement is as revolu- 
tionary and significant as the author as- 
sumes. Then, too, one gets the impression 
that the author’s idealism is rather naive. 
In the light of the stock-market orgy of 
July 1933 and the experience .of those 
charged with administering the emergency 
legislation, one may well be skeptical as to 
the assertion that “the depression .. . 
started fermenting a sense of guilt and 
shame for the excesses of speculation, mate- 
rialism and smugness. ... A spiritual 
sense stirred in people—a return to more 
idealism” (p. 28). 

Apparently the author sees no occasion 
to point out what seem to be inconsistencies 
in the principles which he believes underlie 
the New Deal. For example, one may find 
it difficult to understand how we can suc- 
cessfully pursue our own national interests 
first if our prosperity is so closely tied ‘up 
with world affairs as his third principle sug- 
gests (p. 47). Critical analysis is confined 
almost entirely to one chapter, but even 
here some fundamental criticisms are con- 
spicuous by their absence. 

Of the two large charts accompanying the 
volume, the one showing administrative or- 
ganization has been made obsolete by 
changes occurring sinte the. vdlume was 
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prepared, while the one showing an “Eight 
Point Program” is rather unsatisfactory. 
On this latter chart, each point is treated 
as though it were independent of the others. 
While this might be justified on the basis 
of simplicity, the same justification does 
not apply to the apparently arbitrary selec- 
tion of points. One is at a loss to see what 
is the common ground for treating farms 
and railways jointly as one point in the 
program, or why employment is treated 
jointly with public works when employment 
is a major consideration in industry control 
— another point of the program. 
ý H. LaRue Frain 


University of Pennsylvania 


Wricar, Quincy (Ed.). Gold and Mone- 
tary Stabilization. Pp. xi, 173. Chi- 
cago: The Harris Foundation Lectures, 
University of Chicago Press, 1932. 
$2.00. 


Monetary events and even ideas have 
moved so rapidly in recent months that it 
is of special interest to look back upon 
this volume of lectures edited by Dr. 
Wright, although it may be guessed that 
the men who delivered them still hold the 
same ideas. 

Dr. Viner, surveying the gold standard 
historically, believed it has always needed 
management, although as to just what kind 
he is perhaps not so clear. 

Dr. Willis adhered to his structural view 
of banking, condemned credit control as a 
commodity price device, and quoted a 
Freneh statesman who has called open- 
market operations an Anglo-Saxon vice. 

Dr. Edie rather prophetically expected 
further gold-standard abandonments and 
consequent injury to world trade through 
fluctuating exchange; he also foresaw a 
future exchange stabilization, perhaps with 
devaluations, led by England. Events of 
recent days suggest possibilities of such an 
outcome. 

Dr. Williams believed in some measure 
of central bank credit control. 

The most thoughtful, if most contro- 
versial, presentation was that of Dr. Haber- 
ler. Following Hayek, he went back to the 
business-cycle approach, contrasted the 
“monetary impulse” and the “commodity 
impulse” schools, and developed a blend of 
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the two, based upon a vertical rather than 
a horizontal analysis of production-con- 
sumption structure, with monetary influ- 
ences running through; a realist, he would 
not forget productive rescurces, but he 
would allow for any “real” changes due to 
monetary forces. He may be near the 
truth. 
Jonn DONALDSON 
George Washington University 


Lavenu, J. Laurence. The Federal 
Reserve Act: Its Origin and Problems. 
Pp. 400. New York: The Macmillan 
Company, 1933. $3.50. 


Students of money, banking, and credit 
will long be grateful to Professor Laughlin 
for his efforts in the closing years of his 
Jong career to set forth his views as to 
monetary and banking theory and to record 
his experiences in connection with the 
movement for banking reform in the United 
States and the evolution cf the Federal 
Reserve Act. Following his masterly two- 
volume treatise on Money, Credit and 
Prices in 1981, this study of the origin and 
problems of the Federal Reserve Act is 
another invaluable addition to banking 
literature in the United States. 

In this book Professor Laughlin under- 
takes two tasks. In part one he gives 
much exceptionally valuable material re- 
garding the origin of the Reserve Act and 
the events of the formative years, 1910-13, 
before the actual passage of the Act. His 
second task is to analyze some of the prob- 
lems facing the system at the present time. 
In connection with the origin of the Act he 
points out particularly the work of the Na- 
tional Citizen’s League in its educational 
campaign on banking reform, the successive 
stages through which the Aldrich Bill, 
which preceded the Federal Reserve Act, 
and the Reserve Act itself passed between 
1910 and 1913, and the contributions made 
by different persons in; as well as outside 
of, Congress to the development and pas- 
sage of the Act. 

The important current problems of the 
Act treated in part two are covered in four 
chapters dealing with the bane of politics in 
the administration of the system and in the 
development of banking policies, inflation 
and deflation, the organization of credit, 
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and the problems of depression and recov- 
ery. Of the many different problems 
treated in these chapters it is the author’s 
opinion that “the greatest problem facing 
us today is the abolition of political control 
over money, banking, credit and public 
finance” (p. 214). 

In the chapters dealing with inflation, 
the organizatior: of credit, and the credit 
problems of recovery, the author points out 
many problems that are yet unsolved. 
Confusion still exists, he says, as to the na- 
ture and functian of banking and credit in 
economic organization and the relation of 
credit to prices and economic activity. He 
says the main achievement of the Federal 
Reserve Act has been the reorganization of 
credit, but that the rôle of credit has not 
been widely understood. Briefly; he states, 
“the one central achievement of the Federal 
Reserve Act is tc be found in the provisions 
for testing the soundness of member banks 
... by the amount of discountable assets 
held. . . . In this way the System’s sound- 
ness is shown to be dependent, not on the 
quantity of money carried in its reserves, 
but on the quality and character of its as- 
sets” (pp. 241-242). 

In regard to the question as to the rela- 
tion of money, banking, and credit to re- 
covery, the author says: “the way out is 
not by the issue of paper money and need- 
less depreciation of the standard, nor by 
manipulation of the standard through a 
‘managed currency’ nor by a so-called sta- 
bilization of prices to be arrived at by some 
change in the amount of the circulation. 

. Recovery must come only through 
measures which will encourage industry to 
increase well-adjusted production; that is, 
the production of needed goods for which 
there is a market. With this should go a 
renewal of confidence that artificial and 
unsound methods of treating prices and 
business should be banned; . .”. ” (pp. 
276-277) . 

It should be particularly refreshing to 
contemporaryestudents of problems in eco- 
nomics and finance and to observers of cur- 
rent developments in these fields to find 
these ideas reiterated with such wholesome 
emphasis and by so eminent an authority - 
at a time when monetary experimenters are 
seeking to convert the Nation into á labo- 
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ratory for the re-trying of ideas formerly ` 


widely discredited and discarded. 
WILLIAM J. Carson 
University of Pennsylvania 


Werrortu, Winw1aM O. The Federal Re- 
serve Board. Pp.216. Baltimore: The 
Johns Hopkins Press, 1933. $2.25. 


In this book, the subtitle of which is “A 
Study of the Federal Reserve Structure and 
Credit Control,” ‘the author has analyzed 
the position of the Federal Reserve Board 
in the Federal Reserve System, with par- 
ticular reference to its responsibilities as to 
credit control. He reviews in some detail 
the origin of the Board and its relation to 
the Reserve Banks, the member banks, and 
the Treasury, as intended under the original 
Federal Reserve Act of 1913. He also 


points out the changes and developments. 


in the rôle of the Board that have come 
about over the two decades of its exist- 
ence. 

The relation of the Board to the other 
units of the system and to credit control is 
discussed In reference to its powers as to 
reserves and note issues, loans and redis- 
counts, open-market operations, and the in- 
ternational relations of the Reserve System. 

It is the author’s opinion that the first 
twenty years of the system’s history have 
indicated that credit policies must neces- 
-sarily be national in scope and that the 
powers of the Board should be broadened 
to give it greater authority in the formula- 
_ tion of policies on a national basis. To ac- 
complish this he recommends that plenary 
powers with reference to discount rates and 
to open-market operations be given to the 
Board, instead of partial powers as at pres- 
ent. He suggests also that the supervision 
of the uses of bank credit should be a pri- 
mary responsibility of the Reserve Banks. 
The Banking Act of 1933, he states, made 
some chahges in this direction, but it by no 
means clarified the problem. The Board’s 
i powers over rediscount rates were not in- 
creased, but its responsibilitses as to open- 
market operations were somewhat enlarged. 
In addition, the Board was given greater 
powers as to the supervisfon of the uses to 
which member banks put their funds. But 
this, Mr. Weyforth feels, was a direction in 
which the powers of the Reserve Banks 
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‘should have been extended rather than 


those of the Board. 

In recommending that the powers of the 
Federal Reserve Board be strengthened, the 
author is not unmindful of the potential 
dangers of the concentration in Washing- 
ton of such complete authority over bank- 
ing and credit. To remove some of these, 
he proposes the removal of the Secretary of 
the Treasury from the Federal Reserve 
Board, and other changes that would in- 
crease the independence of the Board and 
at the same time lessen its political com- 
position. He is aware also that “the only 
possibility of both realizing the good and 
avoiding the evil [from concentration] is 
through intelligent management,” and that 
“intelligence in management presupposes 
courage and high capability in the person- 
nel of the managing authority” (p. 186). 

WILLIAM J. CARSON 

University of Pennsylvania. 


Doveuas, C. H. Social Credit. Pp. 212. 
New York: W. W. Norton and Com- 
pany, Inc., 1933. $2.00. 


The author of this book has been con- 
cerned apparently for some years as to the 
increasing difficulties in modern industrial 
countries to consume their growing produc- 
tion. He is an engineer and has turned to 
economics for an answer to his query, and 
finds it in the present organization of the 
financial system. Through its control of 
credit he feels that finance controls indus- 
try, and by thus controlling industry it 
strangles and restricts consumption. In his 
judgment, money is unsatisfactorily dis- 
tributed under the present system and is 
less in total amount than is needed to take 
the goods that are produced off the market. 
Consumers, he feels, must therefore be pro- 
vided with buying power in the form of 
money in somewhat the same way that 
banks today expand credit to industry over 
and above the amounts of cash actually 
possessed. 

In order to provide such “social credit” 
the author advocates far-reaching changes 
in economic organization. In particular, 
he suggests calculating the value of the as- 
sets of the Nation and adding to this sum 
the capitalizéd value of the population. 
Dividends are then suggested to be distrib- 
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uted against this capital fund regularly “ 


in equal amounts to individuals. “Social 
credit” thus provided will constitute ini- 
tial purchasing power to everybody. 

Many questions obviously suggest them- 
selves as to the efficacy of the plan of Major 
Douglas for providing credit in this man- 
ner, which cannot be discussed in the short 
space of this review. There is one, how- 
ever, which must be mentioned. In the ab- 
sence of any provision for the retirement of 
the money issued as “social credit,” one is 
prompted to question the dangers from con- 
tinuous inflation which the plan necessarily 
seems to involve. 

WrwiaM J. CARSON 

University of Pennsylvania 


Prenvercast, Winuiam A. Publie Utili- 
ties and the People. Pp. viii, 379. New 
York, D. Appleton-Century Company, 
1933. $3.00. 


Commissioner William A. Prendergast, 
for some ten years chairman of the New 
York Public Service Commission, has writ- 
ten a volume in which he aims to throw 
light upon some of the outstanding prob- 
lems of utility regulation, particularly with 
reference to the electrical utility. Fourteen 
of the twenty-one chapters deal with hold- 
ing companies, valuation, rates, and public 
ownership. One of the early chapters, and 
the longest one in the book, seeks to refute 
the charge that there is a “power trust.” 

Although Commissioner Prendergast is 
not a one-hundred-per-cent defender of the 
things that be, this work is about as ra- 
tional and well-argued an apologia for the 
present-day methods of the utilities and 
their regulation as has been written by any 
exponent of them. His arguments are well 
bolstered by supporting references and data 
gathered from his own extensive experience 
and wide reading. This defense of the 
established system is presented clearly and 
persuasively, Particularly e:fective is the 
citation of attacks upon the system as made 
by a number of the leading critics. Such 
citations come usually at the beginning of 
the discussion of the topics treated, and are 
followed by: quotations and the author’s 
own arguments in defense, with occasional 
concessions to the points made by the 
offense. The whole atmosphere of the book 
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is pervaded by a spirit of frankness and 
straightforwardness, a willingness to give 
critics a fair hearing. Despite these praise- 
worthy features and the undeniable merits 
of the work, the reviewer must confess that 
he is not persuaded that all is as well with 
the utility companies and the regulatory 
bodies as the auĉhor would lead his readers 
to believe. 

For example (‘and we must content our- 
selves with a single example), the short- 
comings of the commissions bulk much 
larger in the present writer’s belief than the 
contents of this book would indicate. 
Many of these shortcomings are due to the 
policy strongly advocated by Mr. Prender- 
gast concerning she primarily judicial char- 
acter of the public service commission. 
Much of the dissatisfaction with the com- 
missions and many of the problems con- 
sidered under holding companies, valuation, 
and rates, would not have arisen if the pub- 
lic service commissions had not so generally 
assumed a judicial rôle. This runs directly 
counter to the historical origin and concep- 
tion of the commission, and has contributed 
much to fortify the allegation that the com- 
missions have broken down. Mr. Prender- 
gast’s assertion that the municipalities are 
competent and financially able to prosecute 
their own cases before the commission is not 
borne out by the recorded testimony of local 
officials in his own state and elsewhere. 

It is also unfortunate that Commissioner 
Prendergast saw fit to deal so gently with 
the known abuses of utility companies, the 
regulatees. One can hardly present a “ sur- 
vey of the usual regulatory problems” with- 
out giving a fair amount of space to the 
irregularities and exploitative practices 
calling for regulation. _ 

The three final chapters on public owner- 
ship fall below the level of the rest of the 
work. They consist largely of quotations 


-and a recapitulation of familiar data and 


conflicting arguments. Mr. Prendergast’s 
thesis is that ther2 is no more reason for the 
public ownership of the electrical utility 
and water power than for that of the steel, 
textile, oil, or coal industries. 

Despite the sbove strictures, Public 
Utilities and the People deserves a place 
on the library table as a thoughtful defense 
of the existing order,‘as well as for a number 
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of constructive suggestions looking toward 
improvements in regulatory methods. 
i Wuram E. Moster 
Syracuse University 


Nass, L. R. Public Utility Rate Struc- 
tures. Pp. 330. New York: McGraw- 
Hill Book Company, 1933. $4.00. 


Mr. L. R. Nash, widely known and highly 
esteemed as a public utility rate expert, has 
done a constructive piece of work in gather- 
ing together in comprehensive and accessi- 
ble form the rate practices, theories, and 

applications of public utilities in the elec- 
tric, gas, water, communication, and local 
transportation businesses, for the benefit of 
those engaged in public utility rate work or 
in public utility regulation, and for teachers 
and students of publie utility economics. 

Mr. Nash for a quarter of a century has 
been engaged in designing and applying 
public utility rate structures, and his ex- 
perience has been extended and enriched 
by membership upon important rate com- 
mittees of the American Electric Railway 
Association, the National Electric Light As- 
sociation, and the American Gas Associa- 
tion. His presentation of the various types 
of rate structures used by different types of 
public utilities—gas, local transportation, 
telephone, and water—is both interesting 
and valuable. Mr. Nash also discusses the 
distinctive characteristics of public utility 
rates, rate classification and forms, promo- 
tional rates, rate design and plotting, cost 
analysis, rate regulation procedure, and the 
economic factors in ratemaking, in intro- 
ductory and concluding chapters. 

In the opinion of the present reviewer, a 
good book would have been made better if 
the author had included in his discussion 
petroleum and gasoline ptpe-line, radio, tel- 
egraph, and cable rates, in order to have the 
volume cover all forms of public utilities 
excepting steam railroads. 
stands, however, Mr. Nash has done a wel- 
come service in bringing these data together 
in accessible form. 

G. Izoro Witson 

University of Pennsylvania 


Faux, Ernst. Kommunale Wirtschaftspoli- 
tik, Pp. viii, 346. | Berlin: Junker und 
Diinnhaupt, 1932. Rm 16. 


As the volume’ 
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ScuLwr, Orro. Aufbau der europäischen 
Industrie nach dem Kriege. Pp. vi, 56. 
Ibid., 1932. Rm 3.40. l 

Grerrr, Warrer, Der Methodenwandel 
der europäischen Handelspolitik während 
des Krisenjahres 1931. Pp.vi,107. Ibid.: 
1932. Rm 5.50. 

GAEDICKE, HERBERT and v.EYNERN, GERT. 
Die produktionswirtschaftliche Integra- 
tion Europas. Part I, Text, pp. vi, 179. 
Ibid., 1933. Rm 10. 

GAEDICKE, Hersert. Die produktionswirt- 
schaftliche Integration Europas. Part 

SIT, Tables, pp. vii, 37. Tbid., 1933. 


These five brochures dealing with the 
economic fate of Europe represent an in- 
tensive factual investigation into the 
structural changes in the economic life of 
Europe in general and of Germany in par-. 
ticular, especially since the World War. 

The first treatise, on Communal Eco- 
nomic Policy, is a detailed factual study 
of the many problems of local self-govern- 
ment affecting German communities. 
These problems have been aggravated by 
the many reforms in the fiscal and taxation 
programs of the Reich in 1919 and 1920, 
and more particularly by the shifting of 
population from rural to urban areas. The 
need for a fundamental reorganization of 
local governmental units is accentuated by 
the fact that in 1871, 63.9 per cent of the 
German population lived in communities of 
less than 2000, and only 4.8 per cent in cities 
of over 100,000. By 1925, on the other 
hand, the rural population had decreased to 
35.6 per cent of the total, while the popula- 
tion in cities of over 100,000 had increased 
to 26.8 per cent (p. 314). Old established 
boundaries of towns, districts, and boroughs 
have lost their significance as demarking 
governmental units, in view of the many 
economic re-alignments of population and 
industry since the establishment of the 
Reich. 

Schlier’s work “Structure of European 
Industry after the War,” deals with the 
various influences that affect the localiza- 
tion of industry, such as labor supply, 
source of raw materials, and access to mar- 
kets. But rather than being descriptive of 
what actually is, the study indulges in the- 
oretica] speculations as to how European 
industry would be localized if there were 
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free competition, no tariff barriers, no sub- 
ventions, and no political debts. The au- 
thor shares the view of mary economists 
who believe that the economiz salvation of 
Europe depends upon the removal of the 
many man-made obstacles to the natural 
localization of industry and to the free 
movements of commerce and trade between 
countries. He deplores the fact that eco- 
nomic nationalism and efforts at self-suffi- 
ciency have in recent years superseded the 
earlier trend toward coöperation among the 
nations of Europe. 

The third study, on “Methodologica] 
Change in European Trade Policy during 
the Crisis Year, 1931,” shows how economic 
liberalism in Europe has given way to pro- 
tectionistic policies in recent years. Con- 
trary to the program advocated by the 
Geneva Economic Conferenc2 in 1927, to 
remove international trade barriers, an 
unmistakable trend toward governmental 
interference in world economic affairs is dis- 
cernible. Current governmental policies 
are characterized by both offensive and de- 
fensive methods of interveation. They 
find expression not only in regional cus- 
toms unions, preferential tariffs, bilat- 
eral and multilateral trade agreements, and 
international cartels, but on zhe defensive 
side also in exchange control, transfer mora- 
toria, currency depreciation, protective tar- 
iffs, quotas, and outright embargoes. Each 
of these methods of governmental inter- 
ference is illustrated by the aithor, by list- 
ing the pertinent laws, rules, decrees, and 
agreements chronologically, in so far as they 
affect the relationships among European 
countries. 

Economic Integration of Froduction in 
Europe consists of two parts. Part I ana- 
lyzes pertinent facts, and Part IT presents 
detailed statistical tables of European for- 
eign trade over a period of years, down to 
1930. The place of Europe ir world trade 
is investigated by assuming that the trade 
among European countries is not interna- 
tional, but in the nature of interregional 
trade. European countries are regarded as 
an economic unit carrying on trade with 
overseas countries. The study shows that 
the share of continental Europe in world 
trade was slightly more than a third of the 
total before the World War, and now is 
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somewhat less then a third: Postwar losses 
in European foreign trade have been com- 
pensated by gains primarily to the United 
States and Japan. On the other hand, Eu- 
ropean trade turnover in 1929, when con- 
verted to a per capita basis, was double 
that of the world as a whole. This fact 
alone serves to emphasize the importance 
of the economic ties existing among various 
European counties, in spite of artificial 
barriers. 

The future economic historian, seeking 
to evaluate the many economic changes 
wrought by the World War in European 
commercial relations, will find a wealth of 
factual materials in this illuminating series 
of studies on the economic fate of Europe. 

Karu SCHOLZ 

University of Pennsylvania 


Trap, Orpway, and Henry C, METCALF. 
Labor Relations under the Recovery Act. 
Pp. 259. New York: McGraw-Hill Book 
Company, 1933. $2.00. 


A dominant issue raised by the National 
Industrial Recovery Act is the relationship 
between employers and employees. These 
two experts in the field of industrial rela- 
tions see the issue primarily as a problem of 
management in ckoosing between employee 
representation or company union plans or 
collective bargaining with trade unions. 

Representation of employees under one 
or the other method seems to them both in- 
cluded in the law and desirable. Industry 
has a particular function of production with - 
the greatest possible efficiency in the use of 
mental and manual power and natural re- 
sources. For the authors, this country is 
committed to the sound principle of demo- 
cratic organization, a principle that must 
include economic -elations as well as politi- 
cal. “Democratic conditions are the price 
people have to pay for the opportunity for 
freedom, growth, and the pursuit of their 
own satisfactions.” 

Management in accomplishing its own 
functions, ther, has to choose between 
types of representation by employees. The 
whole book is directed to a discussion of 
the relative merit#of these two alternatives 
“in the light of past experience.” Their 
reéxamination of these experiences leads 
them to reaffirm their conviction that there 


286 


is more to be gained by a farseeing man- 
agement through collective dealings with 
organized and independent labor than 
through dependent company unions. The 
authors believe that in treating with unions 
of their employees the management will 
secure the benefit of equalized labor condi- 
tions over the competitive labor market, 
will establish stabilized and harmonious re- 
lations with its employees, and will be able 
to enlist them in a joint understanding and 
effort to meet the management problems of 
the plant and the industry. “From the 
business point of view some comparable 
organization of workers on an industry- 
wide basis has almost inevitably to grow up 
as the agent for voicing employee sentiment 
and desire in relation to relevant industry- 
wide problems. . . . The blind opposition 
of managers to this trend will be unfortu- 
nate, ill-timed, and productive of employee 
ill-will.” 

The book contains not only the above 
conclusions but also a considerable discus- 
sion of the advantages and disadvantages 
of each form of management activity. It 
was written and published about the time 
of the passage of the National Industrial 
Recovery Act. It has therefore not in- 
cluded the issues that have been raised in 
the administration of the act, but is an ex- 
cellent summary of the management prob- 
lems now being raised. 

W. ELLISON CHALMERS 

Madison, Wisconsin 


Lemert, Ben E. The Cotton Textile In- 

dustry of the Southern Appalachian 

Piedmont. Pp. xiv, 188. Chapel Hill: 

University of North Carolina Press, 1933. 

$2.50. 

This useful volume supplies the most def- 
inite material available on many phases of 
the American textile industry, and they are 
in the main precisely those phases as to 
which the greatest uncertainty has pre- 
vailed. The chief is the matter of com- 
parative costs of manufacture in North and 
South. A valuable table shows, for New 
England and the Piedmont, the percentage 
of cost of manufacture of a particular cloth 
attributable to salaries, wages, contract 
work, raw materials, fuel, and power. 
Wages form 35.38 per cent of the tangible 
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costs in New England and 25.67 in the 
Piedmont, while raw materials form 56.57 


‘per cent of the cost in New England in 


67.43 per cent in the Piedmont. Figures 
for the Piedmont were arrived at by field 
study of what the author thinks typical 
mills; those for New England were calcu- 
lated from census data, since manufactur- 
ers in the latter section failed to codperate 
in this part of the inquiry. 

Average costs per yard of woven goods 
in North and South are not very significant 
because of differences in quality, but the 
average profit margins in the two sections 
are of much consequence. Dr. Lemert con- 
cludes on this point: “. . . If a manufac- 
turer in Massachusetts sells $100 worth of 
textiles, no matter what quality, he has on 
the average, $14.30 left from which to pay 
insurance, taxes, depreciation, other man- 
agerial expenses and take his profit.” In 
North Carolina the manufacturer “has 
$16.80 left for these purposes; the South 
Carolina manufacturer has left $18.40; and 
the Georgian, $18.59.” 

Dr. Lemert exhibits many developments 
in the Piedmont industry which were con- 
fidently forecast by writers years ago, 
reaching back to 1880—the location in this 
section of plants for machine repair, dyeing 
and finishing, knitting, and the manufac- 
ture of specialties of all sorts. - The prog- 
ress of vertical and horizontal combination 
and direct selling is set forth, as well as the 
menace to labor from mechanical improve- 
ments. 

The defects of the work, as this reviewer 
sees them--a lugging in of geographical 
data and some lodse statements about com- 
parative working conditions—are of small 
consequence beside the impressive tables 
and charts and general close reasoning of 
the study. 

Broapus MITCHELL 

Jobns Hopkins University 


Barrp, Frrepa, and Ciaupe L. BENNER. 
Ten Years of Federal Intermediate Cred- 
its. Pp, 416. Washington, D. C.: The 
Institute of Economics of the Brookings 
Institution, 1933. $2.75. 

In 1926, the Brookings Institution pub- 
lished a study by Dr. Benner on the back- 
ground and evolution of the Agricultural 
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Credit Act of 1923. It now publishes a 
study by Dr. Baird analyzing ten years of 
experience under that act, pr2facing this by 
a 103-page summary and revision by Dr. 
Benner of his earlier study. Dr. Baird’s 
part of the book deals with the respective 
relationships to the Intermediate Credit 
system of the commercial banks, live-stock 
credit corporations and live-stack loans, 
agricultural credit corporations and crop 
production loans, codperative marketing as- 
sociations and codperative loans, and the 
Federal Farm Board and its various types 
of loans. ‘ 

The conclusions are presented in Chapter 
XV, and finally summarized under six heads 
(pp. 386-7), to the general effect that agri- 
culture needs and can have “a more de- 
pendable source of short-time credit than 
is furnished by our commercial banks of 
deposit.” The lines along which this sys- 
tem must develop are definitely indicated. 
Those who are familiar-with Dr. Benner’s 
earlier study will recognize somewhat of a 
change of position in the foregoing state- 
ment. Deficiencies in our commercial sys- 
tem revealed during the years since, account 
for this change of position. I/loreover, the 
kind of credit which has come to be needed 
is not “intermediate credit” in the original 
sense of nine-month to three-year loans, 
but rather the ordinary type of short-term 
agricultural loan for the most part. 

Not all students of credit, or persons 
working with Intermediate Credit banks or 
using their facilities, will agree in detail 
with all of the authors’ conclusions as stated 
in this final chapter. But tkey are likely 
to agree with the general outlines. More- 
over, they will recognize the study as care- 
fully made, carefully written, and assem- 
bling at an opportune moment a large body 
of useful fact and analysis. Five -years 
hence may the Brooking’ Institution insti- 
gate as good a study of the new episode in 
agricultural credit that began in March 
1933. 

Jonn D, Buack 

Harvard University 


Morean, O. S. (Ed.). Agricultural Sys- 
tems of Middle Europe. Pp. xix, 405. 
New York: The Macmillan Company, 
1933. $5.00. 
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Twelve native experts are here contrib- 
uting studies of the agricultural situation in 
Austria, Bulgaria, Czechoslovakia, Greece, 
Hungary, Poland, Rumania, and Yugo- 
slavia. Both ths conditions.of agriculture 
and agricultural policies are discussed, and 
good bibliograpkies are appended to each 
study. 

It is doubtful if these accounts by native 
scholars of their agricultural conditions and 
policies will be as illuminating and as Intel- 
ligible to American readers as studies made 
by scholars more familiar with the back- 
ground of information which the average 
American economist possesses. Much -of 
the information here will be unintelligible 
to them because those trained in a farming 
economy cannol easily understand the 
principle underlying a peasant economy. 
Furthermore, meny of the policies which 
Central European governments have en- 
gaged in with regard to agriculture have 
been dictated not by economic but by po- 
litical considerations. Similarly, it is not 
made very clear what rôle agricultural pro- 
duction plays ir the general system of 
production of the various countries. But 
barring these general considerations, the 
surveys herein presented are well done and 
should help us ta understand a good deal 
of what goes on in Middle Europe, much of 
the information b2ing encyclopedic in char- 
acter. ; 

Max HANDMAN 

University of Michigan 


Day, Curve. Economic Development in 
Modern: Euroge. Pp. xiv, 447. New 
York: The Macmillan Company, 1933. 
$2.50. 

“There has long been a need for a book 
which will give us an interpretation of the 
factors, economic, historical, social, and 
psychological, which lay behind the eco- 
nomic development of modern Europe. 
Marshall attempted in Industry and Trade 
to give the reasons for the economic su- 
premacy of Eagland, Germany, and the 
United States. This book’ does more than 
Marshall attempted to do, by including 
France and Russi in the picture and by 
tying up the present-day development with 
the immediate past, thereby giving us a 
continuity of development which is highly 
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illuminating. Statistical material is made 
use of wherever necessary, and the lucid 
style and interesting manner of presenta- 
tion make the book pleasant reading. In 
each case the story begins around the mid- 
dle of the eighteenth century or the begin- 
ning of the nineteenth, and is carried down 
to the most significant stopping point in 
the last few years. The general reader will 
find in this a most useful preparation for 
an understanding of what goes on in Eu- 
rope today, and the teacher will be grateful 
for a penetrating summary of.a broad field. 
Max HanpMan 
University of Michigan 


Tawney, R. H. Land and Labour in 
China. Pp. 207. London: George Al- 
len ‘and Unwin, Ltd., 1932; New York: 
Harcourt, Brace & Company. $2.50. 


The rural problems and the possibilities 
of rural progress in China are given a thor- 
ough treatment in this book, which was 
originally written as a memorandum for 
the Shanghai conference of the Institute of 
Pacific Relations in 1931, but to which has 
been added a chapter upon “Politics and 
Education.” 

The author states humbly that “no more 
is attempted than to summarize some of 
the material contained in the more easily 
accessible publications”; but to the reviewer 
it appears that he has done this not only 
with great care and selection but also with 
an interpretation which is at once illumi- 
nating and full of an understanding of the 
important heritage which China has in her 
institutions and community life.’ 

To develop a program of rural progress it 
is necessary to observe the differences in the 
types of problems—those springing from 
natural or inherited disadvantages, and 
those arising from defects in economic or- 
ganization or social habits. The author 
treats agrarian policy, communications, sci- 
ence, education, land tenure, coöperation, 
drought ‘and flood, and the movements of 
population, making clear the condition of 
the peasant, and the dangers that lie ahead. 

A chapter on “The Old Industrial Order 
and the New” relates the problems of rural 
life to the problem of labor in the develop- 
ing modern type of industry in the cities 
and larger centers. 
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The problems of social policy, of political 
integration, and of national reconstruction 
according to well-conceived planning are 
seen to rest upon whether or not it is going 
to be possible to establish public power suf- 
ficient to cope with problems of such mag- 
nitude. 

ARTHUR G. Coons 

California College in China 


Bain, H. Foster. Ores and Industry in 
the Far East. Revised Ed. Pp. 288. 
New York: Council on Foreign Rela- 

, tions, 1933. $3.00. 


The revised edition of this authoritative 
volume on the mineral resources of the 
Orient is especially welcome because of its 
up-to-date information, and on account of 
a new chapter on Manchuria and Jehol. 
Dr. Bain’s volume continues to be the au- 
thoritative source for data on coal, iron, 
petroleum, and other mineral resources 
which play so large a réle in the industrial 
possibilities of the Far East. Despite large 
deposits of coal in China, there is no evi- 
dence that any part of the Orient contains 
resources of the major mimerals of world 
significance. Bain continues to favor the 
1913 International Geological Congress coal 
estimates for China, amounting to 996,613 
million metric tons, rather than the 1933 
estimates of the Chinese Geological Survey, 
which total,246,081 million tons. 

Grorast B. CRESSEY 

Syracuse University 


CoxorLY, Viorer. Soviet Economic Pol- 
icy in the East. Pp. vii, 168. London: 
Oxford University Press, 1933. 6s. 6d., 
net, 


The economic policy of Soviet Russia to- 
wards her neighbors in the East, is based on 
the desire to win the friendship of the East- 
ern powers “as a useful instrument in the 
coming struggle with Western capitalism,” 
and “the imperialistic oppressors” of the 
backward Eastern nations. The rigid sys- 
tem of a monopoly of foreign trade, applied 
by the Soviet Government with all capital- 
istic countries, is greatly modified or almost 
nonexistent with reference to her Eastern 
neighbors. All.efforts of the Soviet Gov- 
ernment are directed towards drawing the 
Eastern nations into the orbit of the Soviet 
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economic system and creating a united 
economic front with the Union of Soviet 
Socialist Republics, against the general “in- 
tervention of capitalistic imperialism” (a 
quotation from the “Principles of Eastern 
Trade” adopted by the Second Conference 
of Commissariats of Foreign Trade, 1923). 
The Soviet Government granted the East- 
ern nations important concessions, but later 
it often tried to apply methods of an un- 
scrupulous imperialism or a system of petty 
opportunism. 4 

Eastern powers, especially Turkey and 
Persia, knew how to counteract such a pol- 
icy, and by using a firm stand were able tò 
obtain much better bargains. Miss Con- 
olly has written an excellent and impartial 
book on these relations of the Soviet Gov- 
ernment with Turkey, Persia, Afghanistan, 
Mongolia, Sinkiang, and Tana Tuva. The 
Graduate Institute of International Stud- 
ies, Geneva, under whose auspices the book 
has been published, is to be congratulated 
on its valuable contribution. The future 
Soviet policy will seriously affect all nations 
having economic interests in the East, and 
Miss Conolly’s book gives a reliable picture 
of the present situation. She has used a 
vast material from Russian, English, Ger- 
man, French, Italian, and Eastern sources. 
In the bibliography is not mentioned the 
important prewar publication in Russian on 
the Mongolian trade by M. I. Bogolepov. 

A more detailed statement and scrutiny 
of the figures of foreign trade should have 
been made, however. The figures stating 
the volume (in tons and for different com- 
modities), are often much more indicative 
of the development than the value figures. 
The prewar figures, especially concerning 
export to the East, are not quite reliable, 
and, as a rule, are underrated. 

Paor W. HAENSEL 


Northwestern University 


Lancer, Wirum L., and H. F. Arm- 
strona. Bibliography on Foreign Af- 
fairs. Pp. 551. New York: Council on 
Foreign Relations, 1938. $5.00. 


Following largely the lines of Professor 
Langer’s valuable selections and summaries 
carried now for years in Foreign Affairs, yet 
reorganized and extended to include 1919, 
this splendid compilation is the only thing 
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of its kind. Remarkably comprehensive 
and well organized, and done with the finest 
discrimination, it at once becomes indis- 
pensable to all those who wish a guide to 
the secondary sources on international af- 
fairs of the postwar period. 
JoHN DONALDSON 
George Washington University 


Jones, Rogert L, The Eighteenth Amend- 
ment and Our Foreign Relations. Pp. 
vii, 192. New York: Thomas Y. Crow- 
ell, 1933. $1.75. 


This brief and lucid volume describes the 
activities of the Department of State and 
the Department of the Treasury in dealing 
with vexatious questions of international 
law as related to attempts to enforce the 
Eighteenth Amendment. During the early 
years of the short life of the “noble experi- 
ment,” rum runners, mainly from Canada 
and the British West Indies, managed to 
introduce a considerable quantity of liquor 
into the United States to slake the thirst of 
the citizenry. Attempts to deal with these 
rum runners, who cleared from British and 
Canadian ports, brought the Coast Guard 
officials into conflict with certain recognized 
principles of international law as related to 
the chase, search, and seizure of vessels of 
another nation. To rectify this situation, 
treaties were negotiated with England, 
Canada, Japan, Mexico, and several Euro- 
pean powers. About the time this aspect 
of the enforcement problem seemed solved, 
agitation arose against the Eighteenth 
Amendment and it has recently been re- 
pealed. This fact does no harm to the 
scholarly work of Mr. Jones, who has writ- 
ten a well-executed volume. It will be of 
unquestioned value to those who seek to 
study and understand the “dry decade.” 

James H. BARNETT 

University of Pennsylvania 


ANGELL, James W. Financial Foreign 
Policy of the United States. Pp. vi, 146. 
New York: Council on Foreign Relations. 
1933. $1.00. 


This Report was prepared under the di- 
rection of a committee appointed by the 
Council on Foreign Relations. Professor 
Angell, well known for his history of the 
“classical” ‘theory of international prices, 
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here enters a related realm by dealing with 
the United States’ foreign financial policy 
by regions, then with direct control of capi- 
tal exports, and with Federal Reserve co- 
operation with Europe. The result is a uni- 
fication of the topic hitherto hardly found 
beyond a few lecture courses. If, therefore, 
Professor Angell finds more financial foreign 
policy than some students or officials may 
think exists, arid if he gives a little more 
importance to “the 1921 policy” of the De- 
partment of State than would some observ- 
ers, this does not detract from the interest 
of the Report. As foreign investment and 
bank coöperation are assuredly interrelated, 
the section on governmental and Federal 
Reserve measures is pertinent; one might 
only wish that time would have permitted 
a fuller exploration of the latter, for balance 
and blend with the earlier chapters. In 
any event, the booklet is a very useful con- 
spectus. 
Joan DONALDSON 
George Washington University 


Rericker, Rura (with Leon C. Mar- 
SHALL). Expenditures of Public Money 
for the Administration of Justice in Ohio, 
1930. Pp. xviii, 238. Baltimore: The 
Johns Hopkins Press, 1933. $2.50. 


This is one of eleven monographs listed 
as published or in preparation, growing out 
of the general study of judicial administra- 
tion in Ohio conducted jointly by the Insti- 
tute of Law of Johns Hopkins University, 
the Judicial Council of Ohio, and the Ohio 
Bar Association. It makes a serious at- 
tempt to answer in a practical way the im- 
portant question of how much money the 
State of Ohio pays annually for the admin- 
istration of its system of justice. This dif- 
ficult problem is well handled, and despite 
the technical nature of the materials (68 
tables and 10 charts), the main analysis is 
carried forward in clear, simple language, 
easy to understand. 

It appears that in 1930 Ohio spent (ex- 
clusive of Federal expendjtures) approxi- 
mately $38,500,000 for the administration 
of its system of justice, apportioned among 
the various items as fellows: for courts, 
21.1 per cent; for correctional institutions, 
15.2 per cent; for legal offices, prosecutors, 
etc., 4.7 per cent; “for policé, marshals, 
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sheriffs, etc., 43.1 per cent; for maintenance 
of buildings such as court rooms and local 
jails, 7.0 per cent; for miscellaneous small 
items, 8.9 per cent. The per cent expendi- 
tures by governmental units were: state 
16.6; cities 44.3; counties 35.6; villages and 
townships 3.5. 

Whether one views this study from the 
standpoint of the problems of publie policy 
implied in its content materials or from the 
point of view of the statistician and cost ac- 
countant, it is an Important and very much 
worth while piece of work. 

GeEorGE B. Voip 


* University of Minnesota 


New York University Symprostum. Cur- 
rent Problems in Public Finance. 
Pp. 391. Chicago: Commerce Clearing 
House, Ine., 1933. $3.25. 


This symposium brings together the het- 
erogeneous views of business men, editors, 
governors, legislators, lawyers, administra- 
tors, researchers, and economists on a fairly 
comprehensive list of current problems in 
public finance. It contains fifty papers de- 
livered before the New York University 
Conference on the Relation of Law and 
Busmess during December 5 to 9, 1932. 
The larger number of these papers deal with 
local, state, and Federal taxation and ex- 
penditure problems. But some space is 
given to such matters as the scope of gov- 
ernmental activity, the use of public credit, 
governmental defaults, international debts, 
and tariffs. 

While the views expressed contribute few 
facts or ideas that are new to students in 
the field, they admirably represent the di- 
vergent and sometimes conflicting opinions 
of men vitally interested in the subject from 
different interests and points of view. This 
is well reflected in the analyses of the 
“proper scope of governmental activity” by 
a director of research for the National In- 
dustrial Conference Board, a consulting en- 
gineer, and an editor of the New Republic. 
It is again evidenced in the discussion of the 
readjustment of Federal expenditures by 
the chief of the United States Bureau of 
Efficiency, the executive director of the Na- 
tional Economy League, and another editor 
of the New Republic. 

In such a collection of articles it is not 
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surprising that some of the opinions and 
conclusions expressed fail to be convincing, 
nor that some are colored by special plead- 
ing. But against these are the many excel- 
lent analyses to which no such criticism is 
applicable. 
_ Among the outstanding articles which are 

likely to be of particular interest at this 
time are: Professor Buehler’s “Pros and 
Cons of General Sales Taxation,” Professor 
Willis’s “Inflation or Deflation: Their Rela- 
tion to Public Finance,” Professor Wright’s 
analysis of the justification for tax-exempt 
securities, and Professor Lutz’s discussian 
of governmental reorganization for greater 
economy in local government. 

Rossrt D. CALKINS 
University of California 


Cuen, Cawm-Mar. Parliamentary Opinion 
of Delegated Legislation. Pp. 149. New 
York: Columbia University Press, 1933. 
$2.25. 


One of the evidences that the traditional 
paraphernalia of parliamentary govern- 
ment is of a social order now long past is 
found in the enormous growth within recent 
years of the practice of delegating legisla- 
tive and quasi-legislative powers to ad- 
ministrative departments. National par- 
liaments, finding themselves responsible for 
multitudinous problems the elements of 
which are beyond the ken of their lay mem- 
bers, have more and more turned to the ex- 
pert for the formulation of the detailed 
rules necessary to realize the general prin- 
ciples embodied in statutes. Bureaucracy 
has everywhere waxed great on the bounty 
of hard-pressed legislatures, and the “rule 
of law” made famous in the pages of 
Dicey’s classic has in fact lost much of the 
vigor which it possessed in the more spe 
cious days of the last century. 

The growth in the power of the perma- 
nent civil service consequent on such dele- 
gation has not passed unnoticed among the 
lawyers. Less than five years ago no less 
a personage than the Lord Chief Justice of 
Englènd delivered a lusty blast against the 
doings of the Tite Barnacles of Whitehall; 
in the United States Mr. James M. Beck 
needs little provocation to grow lyrical 
about the same wickėdness here; while 
much of the current hue and cry against 


‘against its abuse. 
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“government by commissions” is raised by 
members of the profession which these men 
adorn. 

It is to be expected, doubtless, that law- 


-yers, loving as they do the absolute, should 


stand guard over the ark of the covenant 
and voice stoutly what Lord Morley called 
“the opinion of the day before yesterday.” 
Dr. Chen’s inquiry, however, is directed to 
finding how Parliament, which suffers by 
delegated legislation a certain attrition of 
powers, feels about the process. His re- 
searches indicate that “the comparative 
indifference of the years 1832-1906 was 
transformed mto increased vigilance during 
the period preceding the World War and 
culminated in a great outburst of criticism 
and attack during the years that followed 
the armistice.” Parliamentary criticism 
has not contented itself with branding dele- 
gated legislation as a vicious practice, but 
has not ceased to demand safeguards 
Governments, equally 
‘with back-benchers in the ancient tradition 
of Parliamentary supremacy, agree gener- 
ally with the demand for such safeguards, 
while seeing in delegated legislation an 
indispensable instrument of rule. “The 
problem then becomes one of maintaining 
the practice of delegated legislation while 
hedging it about with such safeguards that 
the executive will be discouraged from 
abusing its powers and that such abuses as 
result can be easily and effectively re- 
dressed.” It cannot be said that any solu- 
tion has been found for this problem, for 
criticism has come too late. “The moment 
the Whips crack, desire to defend the Con- 
stitution yie-ds to the still stronger desire 
to remain a ‘loyal son,’ ” 
Lane W. Lancaster 
University of Nebraska 


ZURCHER, ARNOLD JoHN. The Experiment 
with Democracy in Central Europe. Pp. 
ix, 328. New York: Oxford University 
Press, 1933. $2.50. 


Dr. Zurcher tf New York University pre- 
sents us with “a comparative survey of the 
operation of deqnocratic | government in 
postwar Germany and in the Russian 
and Austro-Hungarian Succession States.” 
Taking these states as a unit, he analyzes 
the various constitutions, federalism, the 
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electorate, proportional representation, in- 
itiative, referendum and recall, the titular 
executive, parliament, the second chamber, 
the cabinet and the parliamentary system 
of government, legislative control of for- 
eign relations, the rights of the individual, 
minority guarantees, and functional repre- 
sentation in government. 

There is no question that this is a valu- 
able book, dealing with political realities. 
And this we claim in spite of the fact that 
the rapid turn of events in Germany has 
made the author’s evaluation of the situa- 
tion there superfluous for the political sci- 
entist, though interesting as a historical 
background. Professor Zurcher has tried 
to save the situation in this respect by add- 
ing a “Note” on the recent German de- 
velopments. 

Quite obviously the book is based on 
reading from numerous and trustworthy 
sources. An astonishing amount of re- 
search has gone into its making, but no new 
things seem to have been discovered. The 
fifteen-page bibliography is good, although 
a number of well-known works and peri- 
odicals are evidently unknown to the au- 
thor. We refer, for example, to The Near 
East and India, which contains occasional 
good articles on Yugoslavia. The Central 
European Observer performs the same serv- 
ice for Yugoslavia, as well as for Czecho- 
slovakia, Austria, and other countries. The 
Year-Book of the Czechoslovak Republic, 
edited by B. Horak (Prague, Orbis, 1929), 
should have been known to Dr. Zurcher, 
and would have provided him with an 
excellent bibliography. Many important 
works on minorities are ignored by him, or 
perhaps unknown. 

In spite of its limitations, the book 
should serve as an excellent textbook and 
reference book. It is certainly the most ex- 
haustive and authoritative presentation on 
the subject that has appeared in English. 

Josep S. Roucex 

Pennsylvania State College 


Brogan, D. W. Government of the Peo- 
ple. Pp. 415. New York: Harper & 
Bros., 1938. $4.00. ¢ 
Professor H. J. Laski, in his Foreword to 

this book, says that he thinks the book to 

be the “most illuminating treatise on 
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American government since the late Lord 
Bryce’s famous volumes of fifty years ago.” 
This is high praise, and by inference it 
places the book above the writings of such 
men as Ostrogorski, Wilson, Beard, Lowell, 
Croly, and many others. Except for two 
chapters on the Constitution and the 
Courts, the book is devoted almost entirely 
to a discussion of the seamy side of the 
American party system. It makes no at- 
tempt to cover the administrative and func- 
tional aspects of American government. 
The book is brilliantly written and the au- 
thor shows an amazing familiarity with 
American life and literature, but it can 
hardly be said that the one-sided presenta- 
tion which he has given is in a class with 
the balanced volumes of Lord Bryce. 

A few examples might be given to show 
how distorted a view of American gov- 
ernment this book presents. The city- 
manager plan is dismissed with a few para- 
graphs which say that it has not changed 
matters much in Kansas City or Cleveland. 
Nothing is said about what it has accom- 
plished in some four hundred or more cities 
to lessen the rigors of the spoils system. In 
discussing the control of the party ma- 
chines over elections the author emphasizes 
the padding of election lists, but he fails to 
mention the progress which has recently 
been made in improving registration laws 
and practices. In discussing the primary 
laws, the author sweeps aside all of them 
with the statement that they “leave mat- 
ters very much where they stood before 
there was any regulation of the primaries 
at all” (p. 83). He-.surely cannot mean 
that the padded rolls, the violence, the 
packed halls, and the uncertainties of the 
unregulated convention system have not 
been improved upon. If the American po~ 
litical system is as bad as this book pictures 
it to be, it is a wonder that it can accom- 
plish anything. This wonder Mr. Brogan 
does not explain. 

Considering the details which are 
crowded into this book, its accuracy is a 
feat of scholarship. However, it might be 
noted that Hayes was not a poorer candi- 
date than Tilden, that Federal appoint- 
ments are not ratified by a two-thirds vote 
of the Senate, and that there is a civil gery- 
ice law in Cook County, 
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This is a challenging and stimulating 
book. The suggestions which are made in 
the final chapter should be given careful 
consideration. 

Harorp F. GOSNELL 

University of Chicago 


Cotpman, Cuarres H. The Election of 
1868. Pp. 407. New York: Columbia 
University Press, 1933. $5.00. 


Dr. Coleman has written what may well 
prove to be the authoritative source book 
for the facts pertaining to the confused, 
passionate, and exciting election whereby 
Ulysses S. Grant first became President of 
these United States. The author’s ambi- 
tion quite evidently has been to include 
everything pertinent to the contest, how- 
ever trivial, and exclude everything not 
directly pertinent, no matter how nearly re- 
lated. 

If the measure of a writer’s success be 
the fidelity with which he adheres to his 
original purpose, then Dr. Coleman emerges 
buried under laurels. He has gathered to- 
gether this study essentially for those 
scholars who are directly interested in the 
period, and, assuming that they are fa- 
miliar with all collateral events, has sternly 
excluded them from his own work. It is 
truly remarkable how little he finds it 
necessary to say about the impeachment 
proceedings against Andrew Johnson, the 
details of the military occupation of the 
South, the operations of the Freedmen’s 
Bureau, the struggle between Stanton and 
Johnson, and the softening of passions in- 
duced by the death of Thaddeus Stevens. 
All of these were vital factors in the sum 
total of public opinion to which both sides 
made their appeal. Yet Dr. Coleman has 
hardly referred to any of them; and, 
strangely enough, the symmetry of his nar- 
rative suffers surprisingly little from the 
omission. ‘This is one case where an au- 
thor has actually been successful in the 
very difficult effort to isolate his theme from 
impinging incidents and passions. 

Dr. Coleman has not been quite so for- 
tunate in infusing his story with a feeling 
for character or motive. After all, the 
protagonists of his book are the two oppos- 
ing candidates, Grant and Seymour. Both 
were rather enigmatic personalities: Grant, 
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because he had only a limited part of the 
equipment for enduring greatness and was 
shy about his own inadequacies; Horatio 
Seymour, because he was temperamentally 
an aristocrat and regarded the slightest 
self-revealment as unbearably vulgar; and 
they both remain equally unknown to us 
when we reach the last page of Dr. Cole- 
man’s work. He comes nearer putting flesh 
and bones on Frank Blair than on any of 
his contemporaries. 

We must recognize that the book is pur- 
posely factual rather than interpretive. It 
is aimed at the advanced student, not the 
Jay public; and to the former it will prove 
a treasure house of material hitherto diffi- 
cult of access. In future editions let us 
hope that the atrocious proof reading of the 
present one will be remedied. 


ALPHONSE B. MILLER 
Philadelphia 


Berdyaev, Nıcsoras. The End of Our 
Time. Pp. 258. New York: Sheed & 
Ward, Inc., 1933. $2.25. 


The author, a Russian professor of phil- 
osophy expelled by the Bolsheviks in 1922 
for upholding religion, predicts that we are 
now entering a new Dark Ages. Heis bit- 
terly prejudiced against Bolshevism and de- 
clares Communism is essentially the work 
of the Antichrist. It has made Russia 
“drunk with blood.” Jn spite of this 
highly emotional spicing, there are pene- 
trating shafts against both Communism 
and capitalism. For instance, the author 
shows the genuine services which Commu- 
nism has rendered to real religion in fight- 
ing it and thus pruning it of unworthy 
elements. “Persecution is worth far more 
to the Church than protection by force.” 
The fundamental theory of Berdyaev is 
that only as man retains spiritual faith in 
God can he possibly attain his highest des- 
tiny. “Where there is no God, there is no 
man.” 

Those who are deeply interested in philo- 
sophie though’ will find elements of origi- 
nality in parts of this little book. 

JEROME Davis 

Yale Universit? 


Smirs, Bruce. Rural Crime Control. Pp. 
x, 306. ` New York: Institute of Public 
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Administration, Columbia University, 

1933. 

While crime surveys and cormissions 
have been delving into the problems of ur- 
ban crime and presenting lurid t-ctures of 
organized gangs, the rural crime problem 
has received little attention excep” in tables 
showing the urbo-rural distribution of cer- 
tein offenses. Mr. Smith has furnished an 
excellent survey of the agencies wow func- 
tioning in rural areas and doing a very poor 
jcb of handling the rural crime problem. 
Such officers as the sheriff, the «onstable, 
the coroner, and the justice of tne peace, 
inherited from England centuries ago, con- 
tinue practically unchanged despite the 
complete transformation, of the areas they 
originally served. Basic to an understand- 
ing of their resistance to chang- aze the 
traditional character of the offices, the juris- 
dictional atomism inherent in the Consti- 
tutional provisions, and the reverence for 
local autonomy. While the State Police 
have largely supplanted the feeb]: and un- 
systematic actions of the rural poice these 
latter may by law interfere with the most 
salutary of police developments fcr provid- 
ing protection in rural areas, Tks coroner 
is yielding to the medical examiner; the 
skeriff is yielding to the State Police; the 
constable has no good reason fcr further 
life. 

Mr. Smith suggests regional po_ice under 
tke control of the several states. Consoli- 
dation of counties and the establishment of 
administrative districts are sugzested as 
possible means of bringing abou: a more 
coherent and unified system for meeting the 
problem of rural crime control. This book 
‘js marked by a judicious restramit and a 
genuinely charitable attitude toward these 
hoary offices. It is likely that Mr. Smith 
would agree that their abolition vould not 
materially hinder the solution of :he prob- 
lems of rural crime. 

J. P. SaaLLoo 

University of Pennsylvania 
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Fospick, Raymonp B., and A- BERT L. 


Scott. Toward Liquor Conzrol. Pp. 
xvi, 220. New Yorks Harper & Bros., 
1933. $2.00. 


“We may repeal prohibition,” Senator 
Capper has aptly said, “but we cannot re- 
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peal the liquor problem.” Foreseeing both 
repeal and the problems of contro] which it 
was bound to raise, John D. Rockefeller, 
Jr. some months ago instigated a survey of 
the practices and experiences of other coun- 
tries as well as the earlier experiments In 
this country in the control of the liquor 
trafic. Mr. Raymond B. Fosdick and Mr. 
Albert L. Scott were selected to make this 
study, and the present volume presents its 
conclusions and recommendations, 

The first outstanding point of emphasis 
is the necessity for maintaining a distinc- 
tion between beverages with small alco- 
holic content and the heavier (distilled) 
liquors with a high alcoholic content. Such 
a distinction is and has been recognized by 
every one except by legislators. The re- 
port insists that this difference be recog- 
nized permanently by the law, and that 
low alcohol beverages, 1.e., light wines and 
beers, should be sold with very little limita- 
tion. Their sale “should be allowed by 
grocery stores, drug stores, delicatessen and 
general stores, and indeed by any merchant 
who so desires. A vendor’s permit should 
be required, but the cost should be low and 
there should be no restriction on the num- 
ber of such permits” (p. 32). 

The sale of heavier liquors, however, is 
the heart of the liquor problem, and it is 
with this phase that the report chiefly deals. 
Three methods of control are recognized: 
prohibition, state licensing, and public 
management. Of these, the first stands 
discredited. The second, that of state li- 
censing, was tried extensively in this coun- 
try before prohibition and is still the dom- 
inant method the world over, with notable 
success apparently in England and Holland. 
The report rejects this method of control 
but anticipates that a number of states will 
follow it after repeal. The third plan, that 
of state management of the distribution 
and sale of all the heavier alcoholic bev- 
erages, is the one favored. Practiced in 
Quebec, Norway, Sweden, and at other 
places, what this plan means for the United 
States is that the state government take 
over, as a public monopoly, the retail sale, 
through its own stores, of the heavier al- 
coholic beverages for off-premises consump- 
tion. The basic advantage of this plan is 
that it would eliminate the private profit 
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motive in the retail sale of liquor. The 
report ends with two further conclusions: 
first, that taxation should be levied with 
the primary objective of social control, not 
revenue; and, second, that education in its 
broadest sense be relied on more than legal 
coercion in the creation of a sober nation. 
_ American liquor legislation in the past 
has been guided chiefly by emotion; it is 
to be hoped that post-repeal problems will 
be dealt with more on the basis of reason 
and experience. The present report is a 
step in this direction, both in focusing at- 
tention upon the problems and in bringing 
together factual material and specific reĉ- 
ommendations in clear and concise form. 

For the work on the factual part of the 
report, there can be only praise; with the 
insistence that the motive of private profit 
be eliminated from its control, there should 
be unanimous agreement; concerning its 
specific recommendation of state monopoly 
or management of the liquor business, there 
. are bound to be conflicting opinions. One 
is led to wonder, too, whether local option 
will not play more of a réle than this report 
implies. The heterogeneity of our popu- 
lation and the diversities in our life con- 
stitute a background of many colors against 
which the liquor problem, and a great many 
other problems, must now and for some 
years to come always be considered. This 
background looms large in explaining the 
failure of prohibition, and no post-repeal 
policy of liquor control which ignores it is 
likely to succeed. Its presence makes our 
liquor problem a unique one, limiting the 
significance of the experience of other 
countries, and precluding general satisfac- 
tion with any one plan. 

James H. S. Bossarp 
University of Pennsylvania 


Witty, Mancorm M., and STUART A. 
Rıce. Communication Agencies and Ño- 
cial Iafe. Pp. xv, 299. New York: 
McGraw-Hill Book Company, 1933. 
$2.50. 


As an outgrowth of the research under- 
taken in connection with the section of a 
similar name written for the Recent Social 
Trends in the United States, the two au- 
thors of this monograph are presenting here 
a more detailed and more documented study 
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of their findings. The agencies of trans- 
portation covered include: the railroads, 
steam and electric; the motor vehicle; 
highways and highway utilization; water- 
borne and air traffic. And there is a chap- 
ter on touring and travel. Under agencies 
of communication are included only—and 
naturally—those involved in point-to-point 
communication: the postal service, tele- 
graph, cable, and wireless services, and the 
telephone. A third section deals with the 
agencies of mass impression such as the 
newspaper and the periodical, the motion 
picture, and the latest comer in the field, 
the radio. 

The upshot of the functioning of all 
these agencies, according to the authors, is 
two contradictory tendencies: on the one 
hand a reénforcement of community pat- 
terns with a perpetuation and intensifica- 
tion of localism; and on the other, a tend- 
ency to standardization over wider national 
and international regions, 

The nature of the approach to the study 
of Recent Social Trends in the United 
States precludes any attempt on the part 
of the authors to interpret the data which 
they have so assiduously collected and so 
admirably presented. Having beforehand 
excluded any reference to the content of 
these communications, it makes it difficult 
to go any further in their analysis than they 
have gone, For the benefit, however, of our 
understanding of the significance of the phe- 
nomena of increased and accelerated com- 
munication and transportation, it is to be 
hoped that the authors will find it conven- 
ient to give us such.an interpretative study. 

Max HanpMAN 

University of Michigan 


Hrvcer, Grorce A. (Ed). An Introduc- 
tion to Western Civilization. Pp. xi, 854. 
New York: Doubleday, Doran & Com- 
pany, 1933. $38.50. 


The fourteen authors of this composite 
volume have taken as their point of depar- 
ture a quotation from Petrarch, in which 
the great Italian humanist declared in effect 
that no longer could any man hope to en- 
compass all the knowledge that was accu- 
mulating; the age of specializations was at 
hand. ‘They see and state clearly the truth 
of this, but go fufther to indicate that 
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while acquisition of knowledge proceeds 
through specialization, there is alovazs dan- 
ger that concentration on the parts will 
blur the perception of the whole. The es- 
sential unity of knowledge must Dbe appre- 
cated even in an age of specialsts. The 
purpose of all learning, as they cenc21ve it, 
is to teach man the art of livng; “the 
process of pulling apart must = accom- 
panied by the process of putting -og2ther,” 
so that through correlation an approxima- 
tion to reality may be achieved. 

This volume is designed to save as a 
basis for such correlation in the minds of 
college students. The authors ~re mem- 
bers of the faculty at the Uni-ersity of 
Cincinnati, and they have attenp-ed to 
weave together the various strends that 
combine to make contemporary ccvilzzation 
what itis. Two introductory sectioas dis- 
cuss Man and the concept of Culture. 
Then comes a series of brief but competent 
chapters surveying the social Kstory of 
major cultures from prehistory tothe pres- 
ent. Following this general sur-ey there 
are special treatments of selected social in- 
stitutions, each considered with reference 
tc the changes it has undergone s-nce earli- 
est times. “The descent of” economic, 
political, domestic, educational, ard re- 
ligious institutions is so traced. A final 
chapter discusses ethical standa:ds. 

There is much merit in the organization 
tke editor has followed. For stucenzs and 
general readers with limited aiszorical 
knowledge, the early survey provides a 
background against which the insatctional 
changes can be understood. Th: volume 
is excellently written. As an omientation 
book it is one of the best. 

The collaborating authors ave: Van 
Meter Ames (philosophy); W. C. Brown 
(sociology); Samuel L. Eby (ecucetion); 
Earle E. Eubank (sociology); C. J. Gard- 
ner (political science); George A. Eedger 
(history); Harry Henig (economics; George 
F. Howe (history); James A, Quian (soci- 
ology); Robert Shafer (English literature); 
Roger V. Shumate (political sciezce+; Ed- 
win O. Stene (political science); Harcld M. 
Vinacke (political scienc); and Allen B. 
West (history). — 

SS Maxcoum M. Wuer 
` University of Minnésota i 
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ALLPORT, FLoyp Henry. Institutional Be- 

- havior. Pp. xii, 526. Chapel Hill: Uni- 
versity of North Carolina Press, 1933. 
$3.50. 


In this book Professor Allport elaborates 
the conception that has been identified with 
his name for a decade, namely, that society 
and Institutions must be interpreted- in 
terms of the behavior of individuals. He 
begins with three essays in which he sets 
forth both his thesis and the objectives of 
his study. He then devotes eighteen es- 
says, some of which have previously ap- 
peared as magazine articles, to a critical 
analysis of institutional behavior, as it 
affects personality, in the fields of govern- 
ment, business, industry, familial relation- 
ships, education, and religion. The con- 
cluding essay carries the significant title, 
“Institutional Behavior and the Hope of a 
New Individualism.” 

Professor Allport does not deny the ex- 
istence of collective entities; he simply tries 
to ignore them. He takes his stand on his 
own particular behavioristic interpretation, 
which denies scientific validity to any ap- 
proach, other than that dealing with the 
mechanistic teactions of the individual. 
On the whole, he is consistent in his treat- 
ment; in fact, a masterly dialectic prevails 
throughout. . ; 

The reviewer gladly admits, and has so 
stated before, that institutional habits are 
an exceedingly important and conspicuous 
element of institutions—the one irreducible 
element, in fact—and adds that they are 
perhaps the aspect of institutions most 
readily adaptable to the present quantita- 
tive methodology. But he is equally in- 
sistent that one’s examination of institu- 
tions is partial and hence unscientific unless 
one also studies, as interacting entities, the 
attitudes, the codes, the symbols and cere- 
monies, the organizational forms, and the 
standards and values regarding behavior 
that the members of groups hold jointly, 
and the informal as well as organized social 
pressures and sanctions that they exercise 
as a majority or effective minority. 
Whether we like these various institutional 
elements or not, we must accept them as 
realities and as the factors in terms of which 
the institutional behavior of the individual 
must be explained. 
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As one would expect, Dr. Allport’s ap- 
proach leaves him without a base to work 
from when he faces the possibility of cor- 
rectlve measures for the deplorable effects 
upon personality that he so well presents. 
When a mechanism is examined only in 
terms of its motion and not its causal or 
contributory factors, there is no choice. 
The reviewer is simply contending that 
neither the behaviorist’s nor the culturist’s 
approach is adequate by itself; both and 
others are necessary, and must be carried 
on in combination. 

The reviewer hastens to add that this 
book is, in his opinion, one of the outstand- 
ing books in the social sciences of the last 
three years. It is most capable, scholarly, 
profound, and challenging. Throughout, 
the author wields lusty blows against “in- 
stitutionalism” that strike a responsive 
chord in every social scientist. The re- 
viewer is also in complete agreement with 
Professor Allport’s plea for “a new indi- 
vidualism” voiced in the last chapter. So- 
cial states or mechanisms cannot be looked 
upon as valid ends. But he fails to see how 
any individual freedom and self-expression 
can be achieved unless orderliness and sys- 
tematized control prevail. 

J. O. HERTZLER 

University of Nebraska 


Davis, Maurice R. Problems of City Life. 
- Pp. vu, 730. New York: John Wiley 
and Sons, 1932. $4.25. 


This volume presents an extensive dis- 
cussion of problems and conditions in urban 
life, with particular reference to develop- 
ments in the fields of housing, health, edu- 
cation, and recreation. It places necessary 
emphasis upon the fact that the urban com- 
munity is not only a material, but also a 
social phenomenon; and that decent human 
living should be the ultimate goal of urban 
society. 

After a somewhat critical statement of 
conditions attendant upon a too rapid ur- 
ban growth, the author takes up the four 
major aspects of urban life upon which he 
chose to concentrate. His analysis of the 
housing problem draws upon materials 
from both English and American sources, 
and does not neglect that important aspect 


of urhan housing that has to do with the 
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conditions in lodging houses and hotels, 
which accommodate a large proportion of 
urban dwellers. Due reference is made to 
governmental activities in this field, es- 
pecially abroad; but the author is perhaps 
too reticent in expressing opinions about 
housing policies, considering the fact that 
our present deplorable situation with refer- 
ence to the housing of the masses of the 
people is due to unchecked commercial ex- 
ploitation of the field. 

The public health absorbs another exten- 
sive section of this large volume, though the 
great amount of attention to questions of 
the water supply and sewage disposal is at 
the expense of any adequate treatment of 
vital statistics and the problems of mental 
hygiene as phases of urban health work. 

Likewise, the discussion of educational 
agencies omits reference to the development 
of experimental schools, though tribute is 
paid to John Dewey for his influence upon 
the public school system. More important 
omissions from the section of education are 
those of the forum and the special educa- 
tional problems presented by the foreign- 
born. However, in such an omnium- 
gatherum it is not surprising that some 
things slip the attention of the author. The 
best part of his treatment of education is 
the discussion of the urban newspaper. 

The final topic dealt with in this volume 
is that of leisure time. Here one finds a 
good discussion of the peculiar urban con- 
ditions that stimulate the need for recrea- 
tional activities, and of the pathological 
results of the intrusion of commercialism in 
the supplying of popular needs. The ne- 
cessity for social control in this field is 
stressed, and attention is given to many of 
the more important public and private 
agencies that have developed in connec- 
tion with the recreation movement. 

Altogether the volume is a useful com- 
pendium of selected urban problems, al- 
though the major problem is left untouched, 
namely, the city as the most conspicuous 
and egregious symbol of our unplanned so- 
cial economy. For light on this larger prob- 
lem of substitutes for the city as we know 
it, it is possible that we must turn to the 
writings of men like Mr. Lewis Mumford 
and Mr. Ralph Borsodi. It may be that 
the economic forces of the future will con- 


vy 


298 


verge with our social and esthetic inter- 
ests, so that men can vacate necoroli like 
New York, Chicago, and the rest amd build 
communities where people can live more 
kumanly and abundantly. 
A. E. Vioop 
University of Michigan 


Keviter, A. G. Reminiscences of Wail- 
ham Graham Sumner. Pp. W0. New 
Haven: Yale University Pr-ss, 1933. 
$2.00. 


A great teacher of the socia! sziences 
stands forth in the one hundrec. aad ten 
pages of this unusual book. The acthor is 
himself a preéminent Yale teasher. He 
writes not of Sumner’s scholarsh-p or pro- 
fessional reputation, but of things “mainly 
personal,” dating from the fall G 1895 to 
Christmas Day, 1909. He does it inter- 
estingly and revealingly. It is theracter 
portrayal of a high order. He p.ctures 
undergraduate days in the classroom, 
graduate student days, and the sever. years 
of close association as a younger colleague 
on the faculty of Yale Universitz. 

In anecdotes, in reports of zorversa- 
tions, in terse, pungent “Summensms,” 
the ‘story is told of an intellectual sransi- 
tion from theology to finance, taxation, 
banking, and tariffs, and finally to “so- 
cietology.” As Sumner taugat “the 
science of society,” it was based upon the 
facts of ethnography and historr. There 
was no conflict between teaching and re- 
search. His prodigious activit) m re- 
search was merely “work” and “szudy.” 

The book is illustrated with -hr2e ex- 
cellent photographs taken in tae years 
1895, 1902, and 1907, and three fics‘miles; 
a section of manuscript on more= and re- 
ligion, a letter to a former stucent, and 
the set of curious symbolic abbeviations 
waich Sumner used. 

J. E CUTLER 

Western Reserve University 


Duncan, HANNIBAL GERALD. —-mmigra- 
tion and Assimilation. Pp. xi, 890. 
Boston: D. C. Heath, 1933. 33.80. 


Professor Duncan has {aid out for him- 
self an ambitious outline. The rst part 
of the volume gives a general thoagk brief 
treatment of the racial political. «oromic, 
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religious, educational, and social condi- 
tions of the various countries in the world, 
on the assumption that they will explain 
the social behavior and attitudes of the 
immigrants from these countries. The 
second half of the book provides a general 
survey of Immigration in the United ` 
States, and discussions of the first, second, 
and third generation Americans, which are 
illustrated with extracts from life-history 
documents. Altogether, thirty-three life- 
history documents of first generation 
Americans, thirty of second generation 
Americans, or children of immigrants, and 
twenty of third generation Americans, or 
grandchildren of immigrants, are gath- 
ered here from published and unpub- 
lished sources. The author made his se- 
lections with two chief purposes in view: 
(1) to show the main difficulties and 
changes that immigrants, children of im- 
migrants, and grandchildren of immi- 
grants meet and undergo in adjusting 
themselves to American life; and (2) to 
reveal some of the peculiar problems ex- 
perienced by the different racial and cul- 
tural groups. 

In spite of the appreciation that the 
book deserves, there are several points 
which detract from its value. One of the 
chief weaknesses is the selection of sug- 
gested reference. For example, the au- 
thor bases his analysis of “Racial Atti- 
tudes” (pp. 500-503) nearly entirely on 
E. S. Bogardus’ Immigration and Race 
Attitudes. He cites some good references 
at the end of the chapter, but fails to 
notice a number of excellent studies. 
This tendency to ignore substantial and au- 
thoritative works is even more noticeable 
in the first part of the book. The refer- 
ences for further readings on the back- 
grounds of various countries are limited 
nearly entirely to Ripley, Pittard, Bow- 
man, and unselected articles in periodi- 
cals. This fact may account for numer- 
ous misstatements scattered throughout 
the first part of the volume. A typical 
example, among numerous others, is the 
assertion that “foreign mining and oil 
companies are given ten years in which 
to transfer 55 per cent of their stock to 
the government” by the Rumanian Con- 
stitution of 1923 (p. 246). Actually, the 
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reference pertains to the mining law of 
1924 which, we must notice, was modified 
by the new law of March 28, 1929—the 
author evidently not being cognizant of 
these facts. 
Josery S. Roucex. 
Pennsylvania State College 


SHERMAN, MANDEL, and Tuomas R. 
Henry. Hollow Folk. Pp. 224. New 
York: Thomas Y. Crowell Company, 
1933. $2.00. 


When we read of the group of scientists 
and their camp followers, “armed with 
form boards, pennies, chewing gum, plugs 
of tobacco, stacks of intelligence tests, 
note books and other paraphernalia,” who 
invaded the hollows of the Virginia moun- 
tains less than one hundred miles from 
the National Capital to study the natives, 
our worst forebodings may be aroused, to 
be quickly and completely dispelled by 
the sympathy and skill of the record quite 
as much as by its great scientific value. 
For here is a book to be read, marked, 
and inwardly digested. It is for all of us, 
not merely for the anthropologists. To a 
Nation engrossed in the grandiose prob- 
Jems of business depression, war in the 
Far East, and Fascism and Bolshevism 
in Europe, it suggests that our society may 
be made up of innumerable layers, like 
geological deposits, and makes us wonder 
if the problems in our alleys are so very 
different from those in the hollows of the 
Blue Ridge Mountains, “Colvin Hollow” 
is one of the forgotten strata of American 
civilization, and it is necessary to include 
it if our national culture is to be fully 
understood. 

Epwarb Eyre Hunt 

New York City 


GAMBLE, Sipney D. How Chinese Fam- 
ilies live in Peiming. Pp. xvii, 348. 
New York and London: Funk & Wag- 
nalls Company, 1933. 


A great deal has been written about the 
economic conditions and problems of 
China in broad and general terms. Much 
of what has been written has been con- 
cerned with international economic and 
political aspects of Chinese economic life. 
Much less is available on the economic 
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life within China itself, but happily the 
amount is increasing. Studies of farm 
economy, industrial workers, and the spe- 


cific conditions of life for labor both on ' 


the land and in the city, reveal an inter- 
est in Chinese economic conditions as they 
affect Chinese. The author of this work 
is well known to sociologists for his 
earlier work, Peking, A Social Survey, to 
which this study of Chinese family life 
in Peiping will serve as an excellent com- 
panion volume as well as a reference on 
its specific subject. 

The research of Mr. Gamble forming 
the basis of this book deals with the rec- 
ords of income and expenditure of 283 
Chinese families receiving from $8 to $550 
silver per month. He shows the char- 
acter of the life in a large non-industrial 
urban community in China, which Peiping 
is. “So far as we can discover, it is the 
first study of this sort to be attempted in 
China” (xii), although partial studies of 
problems of livelihood in Peiping and vi- 
cinity have formerly been available in the 
writings of Mr. Gamble and others. 

The difficulties involved have been 
great: difficulties of language, tradition, 
and custom; of exchanges and price levels; 
of statisticel preparation; and of recheck- 
ing for changed conditions. Neverthe- 
less, it 1s to be regretted that very little of 
the factual material is more recent than 
1927. 

Probably no social fact stands out more 
significantly than the importance of the 
family system in the matter of basic live- 
lihood; likewise, the fact that many Chi- 
nese families can and do live on a low 
plane. Th2 author therefore hopes that 
the study will be “helpiul to those who, in 
planning for China’s economic develop- 
ment, are concerned for the welfare of the 
workers” (xvi). It is to be regretted that 
these two facts taken together have al- 
ready served as a basis for exploitation of 
labor in China. 

The sotrees of income are analyzed 
and the expenditures for food, clothing, 
housing, haat, light, and water fully ex- 
plained, with exeellent charts depicting the 
changing percentages of each item as 
among the varying income groups. The 
author compares his findings with Engel’s 
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laws. As further studies of this char- 
acter are completed, increasing oar znowl- 
edge of family consumption tEroughout 
the world, the criticism that corsumption 
is a neglected field in economics’ will have 
to be withdrawn. 

Many illustrations, an interesting survey 
of special events such as wedcCngs and 
funerals, a series of individuel family 
bidgets, very carefully prepzred ap- 
pendices, and a bibliography complete the 
volume. 

ARTHUR G. ‘Ccons 

California College in China, ~eiving 


Gmricrr, Franz. Philon von Alaxandreia 
als sozialer Denker. Pp. xi, 113. Stutt- 
gart: W. Kolhammer, 1932. tm 8. 

Baxa, Jaxon. Einführung in dic Roman- 
tische Staatswissenschaft. Pp xv, 294. 
Jena: Gustav Fischer, 1931. Rm 10. 

Nirzscuxr, Herz. Die Geschicstsphilos- 
oplie Lorenz von Steins: Fir Eeitrag 
zur Getstesgeschichte des ner_nachnten 
Jahrhunderts. 
Berlin: R. Oldenbourg, 1932. Rm 6. 

Boizano, Bernardo. (Edited by Arnold 
Kowalewski.) Von dem bester ftaate. 
Vol. 3, pp. xxvii, 180. Prag König- 
liche Böhmische Gesellschaft, .932. 

Marcuse, ALEXANDER. Die G-schkichts- 
philosophie Auguste Comtes. P>. xi, 
182. Stuttgart and Berlin: J. +. Cotta, 
1932. Rm 6.80. 

Marrica, Grorce E. Emile Larkheim: 
Soziologie und Soziologismus. Pp. vii, 
174. Jena: Gustav Fische-, 1932. 
Rm 9. 

Duros, J. T., et al. Comment Juger la 
Sociologie Contemporaine. Ep. 243. 
Marseille: Editions Publiroc (rd. prob- 
ably 1931). 12 Fr. 

Hermann, Envarp. Soztalwiszenschaft 
und Wirklichkeit. Pp. 66. ‘Tabmgen: 
J.C. B. Mohr (Paul Siebeck), 93. 

Mannuerm, Karu. Die Gegenzartsauf- 
gaben der Soziologie. Pp. 64. Tübin- 
gen: J. C. B. Mohr (Paul sie>eck), 
1932. Rm 2.40. 

The history of social thouglt :n its 
earlier stages, is almost @quivalert fo the 
history of philosophy, religion, etaics, and 
pclitical theory. Not until well into the 
nineteenth century did the social sciences 
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in: the specialized forms now familiar to us 
emerge from their vague, inchoate back- 
ground. 

Certainly one could not find anything 
much more bound up with philosophy and 
religion than the social thought of Philo 
of Alexandria, as Geigers book clearly 
shows. Not only was the current doc- 
trine of Jogos dominant, but in addition his 
specifically Jewish background led to an 
attempt to rescue the concept of the 
chosen people and the primacy of the Mo- 
saic code. 

It may seem a far cry from Philo to the 

erman romantic movement, particularly 
in its modern form of neo-romanticism, but, 
ironically enough, both Semite and anti- 
Semite are characterized by the same mix- 
ture of ultimate value-judgment and at- 
tempted science. Baxa’s study of such 
thinkers as Fichte, Schlegel, Baader, and 
Miiller reveals considerably more about 
Baxa’s preferences than anything else. 
Nevertheless, the book is a valuable sec- 
ondary source for the history of social . 
thought in this period. Many of the per- 
sons dealt with are virtually unknown to 
the Anglo-Saxon world, and there is a fairly 
good bibliography. There are in addition 
a number of reproductions of copper- 
plate portraits, paintings, and so forth, that 
lend concreteness to the biographical 
detail. 

Significantly enough, Baxa, the ultra- 
nationalist and Pan-German, does not in- 
clude Lorenz von Stein in his gallery of 
the great, for Stein not only brought the 
French infection of socialism and commu- 
nism into Germany, but was also an op- 
ponent of the would-be absolute monarchs 
of his time. Indeed, he was undoubtedly 
cursed with a leaning toward democracy 
and parliamentarism. Nitzschke’s little 
brochure is of particular value because it 
deals with Stein primarily from the so- 
ciological point of view, and because bi- 
ographical interest is subordinated to an 
intensive analysis of the man’s specific 
doctrines. Stein has been called the first 
German sociologist; and even : though 
there may be some doubt as to whether 
this title is justified, it is certain that he 
might have led his contemporaries out of 
the Hegelian morass in which they mired 
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themselves, had he been able to command 
their attention. 

Even less influential during his lifetime 
than the German scholar was Bernard 
Bolzano, the Bohemian philosopher. In- 
deed, his treatise On the Best State has 
remained in manuscript form almost until 
the present day. But after all, perhaps 
no great lamentation need be indulged 
in, for Bolzano, in contrast to Stein, really 
had very little to say. His utopia seems 
to have been modeled on Cabet’s Icaria, 
and, as some one has said, “It was a world 
state conceived by a man with the men- 
tality of a village priest.” Any one writ 
ing a book like Hertzler’s History of 
Utoman Thought must take account of 
Bolzano, but others may safely pass him 
by. 

One of the things for which our Bo- 
hemian author has been criticized is the 
antique form of his thought. Whether 
this is a shortcoming or not, antique it 
certainly is, and a shock results when one 
is told that he was a contemporary of 
Comte. The contrast is marked: what- 
ever one may think of Comte’s positivism 
and his social philosophy, there can be no 
doubt that he is still an influence in the 
modern world. Marcuse’s study shows 
this clearly. The various chapters and 
section headings might be found in almost 
any treatise on historical or sociological 
methodology. Modern French sociology 
still stands in the shadow of Comte. 

The lasting influence of Comte’s work is 
clearly shown by the fact that his preocupa- 
tion with a sort of sociological religion and 
ethics was transmitted to Emile Durk- 
heim. No one can understand what this 
son of a Lorraine rabbi was driving at un- 
less his dominating moral purpose is taken 
into account. The peculiar merit of 
Marica’s book is that the dual nature of 
Durkheim’s thought is never lost from 
view, for the subtitle is “Sociology and 
Sociologism.” A careful study of this trea- 
tise is highly recommended to those, who 
like Professor C. A. Ellwood, say that 
“Durkheim’s failure as a sociologist de- 
rives from the fact that he excluded value- 
judgments.” Precisely the contrary is the 
case: all his work was blighted by one all- 
encompassing value-judgment, and as one 
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critic put it, “He rewrote the Talmud in 
sociological terms.” 

The objection that religious groups 
have made to the work of Durkheim is not 
that his sociology was amoral, but that 
he set up a new moral code with a new 
deity, Society, as final arbiter. The bat- 
tle that was joined on this issue during his 
lifetime is still raging in the conflict be- 
tween laicismé and cléricalisme. ‘The 
polemic entitled How Should Contempo- 
rary Sociology Be Judged? was written to 
uphold the cléricaliste side, or at least to 
attack the laiciste. All through the book 
there are to be found strenuous objections 
to the doctrines of Durkheim and his mod- 
ern followers—Levy-Briihl, Bouglé, and 
Hubert. One of the writers says in so 
many words that his basic objection to the 
Durkheim tradition is “the persistent con- 
fusion of morals and soaology that has re- 
sulted.” 

The French are not alone in this mingling 
of the realms of the optative and the de- 
clarative. Even though Max Weber’s 
proclamation of Wertfrethe:t is now some 
twenty-five years old, German social sci- 
entists seem farther away than ever from 
the objectivity he enjoined. Heimann’s 
two addresses afford an excellent example 
of this fact: he goes out of his way to sneer 
at sociology that resolutely refrains from 
purchasing exaltation and exhilaration at 
the cost of a clear head. 

It would be unfair, however, to imply 
that all German sociologists are running 
around in circles: Karl Mannheim, for ex- 
ample, seems to have preserved his sanity 
(and perhaps because he was one of the 
few sober persons in a nation that has gone 
on an emotional jamboree, he is now out 
in the cold world). His pamphlet on The 
Contemporary Tasks of Sociology con- 
tains only sixty-five pages, but in it he 
says more than many others say in 650. 
His conclusions are, in brief, that sociology 
must steadfastly maintain its specialized 
character by refraining from the all-in- 
clusive speculation that passed for social 
thought in the Alexandria of Philo’s time 
and that still passes for sociology in pres- 
ent-day Germany—and elsewhere. 

Howarp Brecker 

Smith College « ° 
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pear regularly as the July issue of Tar ANNALS, sent to all members 
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This year the subject is of unusual significance in view of world 
developments. 
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Ernest Minor PATTERSON 


President 
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FOREWORD 


In planning its conferences the American Academy makes every 
possible effort to have considered.problems which are not only of na- 
tional and international significance but which are particularly before 
the American people for consideration and decision, atthe time the 
meetings are held. With this in mind there was held on January 5 and 
6, 1934, a conference on “Progress Toward National Recovery.” It is 
quite unnecessary to emphasize the importance of the questions that 
were considered. Attention may, however, be called to the timeliness 
of the meeting. The many new lines of effort which have been fol- 
lowed in the United States since the spring of 1933 have progressed to 
a point where it is possible to formulate at least a few judgments about 
them. There has been time for some difficulties to appear and for dis- 
criminating observers to indicate which ones of these efforts are 
appropriate and which ones need to be modified or perhaps even 
- abandoned. . 

The conference most satisfactorily achieved its purpose. Not only 
was it well attended but the attention given to its deliberations in the 
press of the country was most gratifying. The speakers were men of 
national prominence and the judgments which they presented deserv- 
ing of the most careful thought. It is with great satisfaction that the 
Academy presents the papers in this issue of Taz ANNALS with the con- 
fident expectation that they will be of great value to the larger audi- 
ence which will thus have an opportunity to benefit from them. 

Ernest Minor PATTERSON 
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Understanding and Misunderstanding the 
Recovery Program 


By Joan Dickinson 


OU will have presented to you at 

the various meetings during the 
next two days an outline of the varied 
aspects of the Administration’s pro- 
gram.. Some important elements of 
the program, notably the measures of 
agricultural relief, the activities of the 
Reconstruction Finance Corporation, 
and the policy of banking and credit 
reconstruction, have apparently been 
omitted, as well as the program of pub- 
lic works. However, the many phases 
of governmental activity which will be 
discussed should be sufficient to mdi- 
cate the essentially interrelated and 
codrdinated character of the various 
recovery measures. They represent 
different sides and angles of a unified 
program. It is this feature of the re- 
covery program which seems to me the 
most appropriate point to emphasize 
in these introductory remarks. 

I should like to emphasize the 
unified character of the recovery 
program, for the double reason that 
unless we grasp it at the outset, we 
are almost certain not only to fail to 
understand the program, but actually 
to misunderstand it. 
tration’s program must be viewed as 
a whole, because it rests on the 
assumption that our national life 
is an integrated process, no part of 
which can be dealt with successfully 
without at the same time dealing with 
other parts. We cannot deal sepa- 
rately with agriculture, banks, money, 
credit, industry, without having our 
efforts go largely for naught, and hav- 
ing the ground we gain in one quar- 
ter slip away in another. We have 


The Adminis- | 


reached the point where we must deal 
with the system as a system. 

It is from looking at certain parts 
of the recovery program in isolation, 
without relating them to the program 
as a whole, that most of the misun- 
derstandings spring which give rise to 
what little criticism there is of the 
program. I should lke to clear away 
some of these misunderstandings at 
the outset, and three of them in par- 
ticular: first, the misconception that 
in some way or other the program em- 
bodies an “anti-industrial complex”; 
secondly, that it regiments mdustry 
and saps individual initiative; and 
thirdly, that it sacrifices the interest 
of the consumer. At least two of 
these charges. would seem to be in- 
consistent with the third; but they 
represent, apparently, the incipient 
nuclei about which criticism of the 
Administration seems likely to crys- 
tallize. 


Tur “ANTI-INDUSTRIAL” CHARGE 


The suggestion that the Adminis- 
tration’s program embodies an anti- 
industrial complex and is colored by 
hostility to business results from 
picking out certain specific parts 
of the program and viewing them from 
a distorted angle. These are: first, 
the use of the National Recovery Act 
for the purpose of maintaining or in- 
creasing wagts; second, the effort to 
relieve the debt burden by promoting 
an Increase iÑ the price level; third, 
the policy of increasing the purchas- 
ing power of the farmer; and fourth, 
the progtam of public works. It is 
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suggested that all of these measures 
result in diminishing the share of the 
national income which has in the past 
been going, and would otherwise go, to 
the business man or investor, and that 
the program is accordingly directed 
against the interest of these classes in 
the community for the special advan- 
tagé of other, more favored classes, 
especially labor and the farmer. 

I suggest that such an inference can 
only result from viewing the interests 
of business and of business men in 
isolation and apart from the interests 
of the community and from the na- 
ture of the economic process as it 
functions in the industrial civilization 
in which we are living. Let us take 
the.interest of the business man and 
see how it is related to the policy of 
increasing wages, increasing the farm- 
er’s purchasing power, and alleviating 
the debt burden. Are we simply to say 
that if wages are not increased the 
business man will make more profit, 
and that therefore to increase wages 
is to strike a blow at his interests? 
Are we simply to say that to increase 
the price of agricultural commodities 
is to increase the price of raw materi- 
als and thus once again to diminish 
the business man’s profits? Are we to 
say that an attempt to relieve the debt 
burden tends to decrease the value of 
the investments in which business men 
have salted away their profits? 

All these things are true in a sense. 
Do they however, represent the full 
truth, or the whole truth, as to 
the relation between the business 
man’s interests and the recovery poli- 
cles under consideration? Increased 
wages, for example, represent a de- 
crease in profits if we assume, but only 
if we assume, an equal, sales volume 
when wages are low as when they are 
high. Increased prices to the farmer 
for raw materials represent decreased 
profits only on the same assumption. 


Can we make the assumption in ques- 
tion if we squarely and honestly face 
the facts of our national economic sys- 
tem as we have been made familiar 
with those facts during the years of 
the depression? Wages fell to very 
low levels during the past four years, 
and were continuing to fall. Did that 
fact result in increasing profits? The 
prices of farm products fell to very 
low levels during the same period. 
Was there any consequential boom in 
the industries using farm products as 
raw materials? 

The answer is of course no, and the 
reason is obvious. It1is that wages and 
farmers’ Income supply, under current 
economic conditions, the greatest part 
of the effective demand for the prod- 
ucts of industry. We cannot assume 
that the business man can go on sell- 
ing goods and making profits while 
wages continue to fall and while farm 
income continues to decline. It is only 
at the price of paying the farmer more 
for raw materials and paying his labor- 
ers more as wages that the manufac- 
turer can make the volume of sales 
which is indispensable if he is to make 
any profit at all. We are not taking 
profits away from him by increasing 
his costs. We are simply attempting 
to reéstablish the conditions which 
make profits possible. Only if we 


‘leave half of the picture out of ac- 


count can we regard the recovery pro- 
gram as an attack on profits. 

The same thing is true of the effort 
to alleviate the debt burden. This 
can be regarded as an attack on the 
value of investments only if we as- 
sume that investments would other- 
wise maintain their value. Every 
creditor knows that there are times 
when he can preserve more of the 
value of the debt owing to him by 
scaling it down somewhat than by in- 
sisting on his full pound of flesh. An 
effort to raise the price level in order 
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to restore the economic activity of 
the community is not in itself an at- 
tack on the investing class. 


. ALLEGED INTERFERENCE WITH 
INDIVIDUAL RIGHTS 


Let me turn now to the second mis- 
conception which I have mentioned, 
namely, that the recovery program 
regiments industry and saps individ- 
ual initiative. This again results, I 
submit, from failing to envisage the 
economic process as a whole as it js 
now organized in this country. It re- 
sults from looking at regulation as a 
purely bilateral matter between Gov- 
ernment on the one hand and the in- 
dividual on the other, to be decided 
in terms of the right of the particular 
individual to do the thing from which 
Government is seeking to restrain him. 

Suppose we attempt to apply this 
view to such a governmental regulation 
as the restriction on gold withdrawals 
from the banks and the Treasury. Is 
it not an invasion of a private right 
to forbid the individual to have some- 
thing to which he is entitled? Sup- 
pose, however, that we look farther 
than this particular individual and do 
not confine our view simply to the 
relations between Government and 
this one individual. Suppose we re- 
gard him, as in fact he is, as but one 
of a series of individuals, all having 
equally good titles to withdraw gold. 
It at once becomes apparent that there 
is simply not enough gold to go 
around. If one takes that to which 
he is entitled, another will be excluded 
from that to which he is equally well 
entitled. Are we to close our eyes to 
this consequence? 

In short, in order properly to ap- 
proach the problem of regulation, we 
must look at individuals as linked to- 
gether, as they are, by the economic 
processes within which they function. 
Those of their acts which have a 


bearing on the economic well-being of 
all who are enmeshed in the process 
cannot always be left to purely private 
determination, any more than each 
separate musician in an orchestra can 
be left to play in his own way without 
the leadership and guidance pi a con- 
ductor. 

If in- this way sardaua is “con- 
ceived in terms of the whole economic 
problem, the argument that it saps 
individual initiative will, I believe, fall 
to the ground. Individual initiative 
always has operated and always must 
operate within the limits of a system 
of arrangements designed to maintain 
and protect the social processes of the 
time. Properly -planned regulation 
touches those activities, and only 
those, which link the individual into 
these indispensable social processes, 
Today our economic system is such 
that wages and prices and credit must 
be interrelated in particular ways if 
the processes upon which our indus- 
trial society depends for its subsist- 
encearetogoon. They can no longer - 
safely be left in the field of purely pri- 
vate determination, any more than in 
an automobile age street traffic can be 
left to the arbitrary judgment of indi- 
vidual drivers. Plenty of room for iu- 
dividual initiative is left, but at some 
points it must be diverted into new 
channels. 

As a matter of fact, the system of 
regulation provided under the National 
Recovery Act is expressly designed to 
minimize governmental mandate and 
regimentation and to initiate a hith- 
erto novel type of regulation by the 
cooperative action of the parties to be 
regulated. Every effort is being made 
to throw on business itself the initia- 
tive in devising ways of order for busi- 
ness. The codes embody a new type 
of governmental regulation in that 
their terms and provisions are not the 
result of imposed political fiat, but of 
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voluntary concert among the persons 
affected. There is no doubt an ele- 
ment of moral compulsion on a mi- 
nority in many industries who would 
not come under a code if they did not 
feel that public opinion demanded it. 
Nevertheless, the element of compul- 
sion stands in reserve and not in the 
foreground. The codes do not con- 
tain provisions which the affected 
parties are squarely unwilling to ac- 
cept. This principle of voluntary 
regulation with the Government act- 
ing as a stimulating and supervisory 
agency represents a major contribu- 
tion of the present Administration to 
the technique of government. 


Tue CONSUMERS INTEREST 


This emphasis upon business initia- 
tive, business responsibility, and busi- 
ness self-government has no doubt led 
to the third misconception to which 
T have referred, namely, that the Ad- 
ministration is sacrificmg the interests 
of the consuming public to business 
selfishness. ‘This charge is of course 
directly inconsistent with the other 
charge which I have already men- 
tioned, namely, that the Administra- 
tion’s program is hostile to business 
and based upon an anti-business com- 
plex. It again results from a partial 
and incomplete view of the recovery 
program, which singles out and em- 
phasizes certain elements of that pro- 
gram without relating them to the 
program as a whole. 

It is quite true that under the Re- 
covery Act the Government is not 
only permitting but actually encour- 
aging the competitors in an ‘industry 
to get together and take concerted ac- 
tion, so as to limit in cerfain respects 
the scope of their competition. It is 
encouraging them to efiminate prac- 
tices which in many instances had the 
effect of depressing prices. The elimi- 
nation of these practices will no doubt 


result .often in price increases, which 
will be borne by the consumer. It is 
accordingly concluded that the pro- 
gram is an attack upon the interests 
of the consumer. I submit that this 
is precisely, the same kind of conclu- 
sion as the inference, which I have al- 
ready .discuSsed, that an increase in 
labor costs is an attack upon the inter- 
est of the employer. It rests upon 
taking an isolated view of the interest 
of a particular individual consumer in 
buying at a low price in a particular 
transaction, rather than upon viewing 
the interests of consumers as a class 
in relation to the whole national m- 
dustrial process. 

Is it true that the interest of con- 
sumers consists simply in bringing 
prices down to the lowest possible 
level? Does such a statement repre- 
sent the full truth or the whole truth? 
Low prices represent an advantage to 
the consumer only on the assumption 
that the consumer has as much money 
to spend in buying at low prices as in 
buying at high. If when prices are 
low he has a greatly decreased income, 
it may well result that actually he can- 
not buy as much as he could buy at 
higher prices with a larger income. 

The assumption that with prices at 
the lowest possible figure the con- 
sumer will have as much money to 
spend as when prices are higher is 
not necessarily or probably true if we 
regard the national economic process 
asa whole. The consumer inevitably 
derives his income from the processes 
of production, either as wage earner, 
investor, or entrepreneur. If prices 
are low because of a general paralysis 
of business activity or because of cut- 
throat competitive practices which de- 
press wages and destroy profits, the 
consumer gets no real benefit from 
such low prices. His interests are ad- 
vanced by increasing his income, even 
if prices must go up somewhat at the 
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same time. His interests are associ- 
ated with the restoration of sound 
business conditions and competitive 
methods which will enable the indus- 
tries of the country to’be self-support- 
ing and to pay a decent return to labor, 
investor, and owner.: A. sièk industry 
is of no advantage ‘to the consuming 
public, and the recovery effort to elim- 
inate wasteful and destructive com- 
petitive methods represents no attack 
upon the interests of the consumer. 


INTERRELATION OF STEPS OF THE 
PROGRAM. 


In discussing the various miscon- 
ceptions of the recovery program, I 
have necessarily indicated some of the 
major outlines of that program and 
of the theory on which it rests. It is 
of course obvious that the success or 
failure of the program will largely 
depend upon details in the course of 
its execution. For example, much de- 
pends upon the proper timing with re- 
lation to one another of the various 
steps in the program. If purchasing 
power is to be revived and if this ne- 


cessitates an increase in prices, clearly . 


the price increase must not come so 
soon or proceed so far as to overtake 
and undo the effects of increased pur- 
chasing power. If increased costs go 
hand in hand with increased purchas- 
Ing power, a way must be found to 
cause increased prices to lag behind 
increased costs. 

To date, most of these difficulties 
have been successfully negotiated. 
The price level, while rising, has kept 
behind the increase in available pur- 
chasing power in the form of wages 
and farm income, This difficult cor- 
ner has been turned in part as a result 
of some of the other measures of the 
recovery program. Thus, hundreds of 
millions of dollars of increased income 
have flowed into the hands of the 
farmers and through them into the 


channels of trade, as a result of the 
Government’s payments for acreage 
reduction and of the increase in agri- 
cultural prices brought about by the 
crop reduction policy. The rapid 
opening of the closed banks has re- 
leased another large reservoir of pur- 
chasing power. To a lesser extent, 
the same result has followed from gov- 
ernmental refinancing of mortgages on 
farms and homes. The public works 
program has begun to stimulate the 
construction and capital goods indus- 
tries, and the lending policy of the Re- 
construction Finance Corporation has 
released another stream of funds into 
the currents of trade. 

Success or failure depends, as I have 
said, largely upon the proper timing of 
the steps in the recovery program with 
relation to one another. It depends | 
upon holdmg back some forces and 
tendencies at one time while others go 
forward, and then releasing them at 
the proper time while the others are 
held back. This has given rise to 
another misconception, namely, that 
the program is internally inconsistent; 
because, to put the thought in the way 
in which it is commonly put, some 
parts are said to be “inflationary” 
while other parts are said to be “defla- 
tionary.” For example, it is some- 
times said that the attempt to hold 
prices back until purchasing power 
was well started on the increase was 
“deflationary,” and therefore incon- 
sistent with the supposedly “inflation- 
ary” tendency of the effort to restore 
industrial activity and the general 
price level. 

Without pressing too far for an ac- 
curate definijion of catchwords like 
the words “inflationary” and “defla- 
tionary,” I suggest that such charges 
of inconsistency are precisely as if one 
were to say that a fly-wheel is incon- 
sistent with the plan and purpose of 
an engine because it operates to bal- 
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ance it by holding it back, or that a 
brake is an inconsistent part of an 
automobile. Necessarily, in any pro- 
gram which is proceeding along a broad 
front, the tendency at some parts of 
the front must be to limit and restrain 
the tendency at other pomts; and i 
this be inconsistency, we must make 
the most of it. 

One specific instance of the charge 
of inconsistency is perhaps worth 
noting. I refer to the charge that the 
Administration is inconsistent because 
on the one hand it is seeking to hold 
down the ordinary expenses of the 
Government with severe economy, 
while on the other hand it is borrow- 
ing largely and spending lavishly in 
connection with the emergency relief 
program. I suggest that this is an ex- 
cellent example of the way in which 
movement in one direction needs, in 
the interest of a sound result, to be 
checked and corrected by movement 
in the other. Just because it is neces- 
sary for the Government to borrow 
largely for relief and recovery pur- 
poses, it is more than ever necessary to 
preserve Government credit by hold- 
ing ordinary Government expendi- 
tures toa minimum. What inconsist- 
ency is there in the policy of a man 
who, being driven to spend heavily in 
one direction, attempts to hold down 
his expenditures in other directions? 


Art AND RESULTS OF THE PROGRAM 


The recovery program. is not a mat- 
ter of logical deductions from abstract 
theories, but one of meeting practical 
conditions with practical judgment 
and discretion. When the Adminis- 
tration came into office in March, it 
was confronted with a condition and 
notatheory. It has tgken practically 
the only course open to it to revive the 
paralyzed economic activities of the 
Nation. It is still confronted with a 
condition, and it can only go forward 


along the lines dictated by the devel- 
opments to date. 

There is every reason to feel satis- 
fied with the results sofar. There was 
a recession during the fall in a number 
of lines of activity because of undue 
anticipation and speculation following 
upon the remarkable early successes 
of the recovery program. A month or 
six weeks ago there came a definite re- 
newed upswing, and the general state 
of mind throughout the business com- 
‘munity seems one of confidence and 
assurance. Durmg December 1933 re- 
tail trade has made large gains as com- 
pared with 1932. Holiday sales of the 
mail-order houses show a marked in- 
crease. Railroad freight traffic de- 
clined considerably less than usual 
during the holiday season, and more 
electric power was sold than in past 
years. The consumption-goods indus- 
tries as a group—textiles, leather, 
foods, and so forth—have recovered to 
within 15 per cent of the average out- 
put for the peak year 1929. In the 
heavy industries the New Year opens 
with prospects of a material increase 
in activities, especially in the construc- 
tion industry. Even residential con- 
struction is showing some increase. 
Building permits compiled by the 
Bureau of Labor Statistics show a 
noticeable increase in the number of 
new residential undertakings in No- 
vember as compared with October. 

The recovery program does not 
claim to provide a final solution for 
all the economic problems of the Na- 
tion. There will be problems as long 
as we have an economy, and new prob- 
lems will arise from year to year. 
Nothing is more certain than that 
these new problems will increase in 
complexity. We cannot expect of any 
program. that it will solve all problems 
finally and lay them to rest. The most 
that we can expect is that it will keep 
us abreast of our problems and keep 
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us able to maintain a healthy, well- 
nourished, active national economy 
while we are meeting current prob- 
lems. 

This is the aim of the Administra- 
tion’s program. It represents an at- 
tempt for the first time squarely to 
adapt our national economy to the new 
conditions of a new type of production 
and distribution. The difficulties of 
that adaptation will be enormous. 
The age-old problem. of adjusting 
the balance between fixed centers. 
and masses of rigidity in economic 
structure on the one hand and the fluid 


play of economic forces on the other 
is presented in the most perplexing 
form. The problem is not new, but 
the terms are. 

Much of the Administration’s effort 
is an attempt to grapple with that 
problem in its new terms. 

The method 1s one of trial and error. 
In so far as the trial may be shown 
not to succeed, every effort will be 
made to find a better solution. The 
program will be defeated not by fail- 
ure to conform to logical deductions or 
to generalized conceptions, but only 
by failure to adjust concrete facts. 
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The National Recovery Administration and Laissez 
Faire Conceptions of Business Management 


By JOSEPH Stage LAWRENCE 


HEN the President assumed of- 

fice, the country was in the 
throes of an unprecedented financial 
crisis. Desperate exigent treatment 
was necessary. The patient was low 
and gasping for breath. The im- 
mediate task was to prolong life and 
prevent expiration. The measures ap- 
plied were of the oxygen-tank variety. 
No one at the time thought of lifting 
the patient’s face, equipping him with 
a new set of teeth, or changing the cen- 
ter of sustenance from the stomach to 
the soul. Such ideas had been enter- 
tained by advanced writers whose 
startling formulas for reconstructing 
the body economic had won them con- 
spicuous attention in periodical litera- 
ture, and provided provocative and 
interesting reading, They were the 
social planners—the doughty intel- 
lectual advance guard who dared to 
challenge the premises of classical eco- 
nomic thought. They repudiated the 
automatism of Smith and his succes- 
sors, and claimed that modern hfe 
called for social and economic engi- 
neers ensconced in seats of action and 
not alone in seats of learning. 


PERMANENCY or THE New DEAL 

The most optimistic of these did not 
think that the new Administration 
then assuming power would raze the 
time-hallowed conceptions of valid 


economic policy, erect a new economic 


structure, and.establish*new premises 
of action. Even Congress, respond- 
ing to the requests ofthe President, 
enacted legislation all of which bears 
distinct, unequivocal evidence that 
the steps which it émpowered the Ad- 
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ministration to take were temporary 
and not permanent. As the revolu- 
tion swept on during the summer it be- 
came apparent to most observers that 
the changes then taking place could 
not possibly be brief adaptations to a 
crisis, but were rather the forms of a 
new and permanent order. The Presi- 
dent in his annual message to Congress 
clearly indicated that the New Deal 
was here to stay. 

Nor can it be said that he was speak- 
ing for himself or his party alone. The 
public believes that a new order has 
arrived. Jf the President were re- 
moved from office tomorrow and con- 
trol of both houses handed to the 
opposition, it would of necessity be 
forced to carry on where the present 
Administration left off. To retrace 
the changes of the past ten months, to 
restore the intellectual and practical 
premises which were authentic a year 
ago, is as impossible as it is to turn 
back the hands of time. A sense of 
realism, rather than any evangelical 
ardor for the New Deal, forces this 
conclusion. 

The highest function of intelligence 
is adaptation to the conditions of suc- 
cessful existence. If we regard the 
new order as a profound alteration of 
those conditions and a challenge to our 
intelligence, then the much mooted 
question of approval or disapproval is 
entirely irrelevant. When Robinson 
Crusoe, one of the truly indispensable 
characters of economic theory, was 
cast upon a desert isle, he wasted no 
time in deciding whether he liked his 
position ornot. He proceeded at once 
to salvage what he could from the 
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wreck of his ship and adapt himself to 
a new form of life. While I do not 
mean to imply that the New Deal has 
cast the business man upon a desert 
isle, the analogy otherwise is apparent. 
It is his task to appraise the changes 
which have already been made, dis- 
cover their implications, and antici- 
pate the future—in so far as that is 
possible. 


Sounp Economics versus POLITICAL 
PRESSURE 


The new Administration assumed 
that it had received a mandate from 
the electorate to undertake an active 
and positive reorganization of eco- 
nomic activity. The overwhelming 
popular support accorded it unques- 
tionably proves the correctness of that 
assumption. 

Unfortunately, reconstruction was 
essentially an economic problem, 
whereas the mandate was political. It 
is as difficult to control economic proc- 
esses according to the democratic prin- 
ciple as it is to conduct a military 
campaign. Sound long-range plan- 
ning in many instances requires denial 
of immediate advantages in order to 
insure greater benefits and greater se- 
curity in the future. Long-range plan- 
ning calls for discipline. These two 
conditions may be established by a 
Mussolini, a Hitler, or a Stalin, where 
compliance with the orders of an eco- 
nomic G. H. Q. becomes the first duty 
of the citizen. In a land as fervently 
attached to the principles of free 
speech, free press, and individual free- 
dom as the United States, the imposi- 
tion of an intellectual and physical 
discipline becomes difficult if not im- 
possible. The faintest suggestion of 
censorship by Henry Morgenthau in 
his regulations governing Treasury 
news releases, and the attempt of Gen- 
eral Johnson to chastise Henry Ford 
for his failure to render whole-hearted 


obeisance to the NRA, created power- 
ful public reaction. Hence the success 
of the new order must depend either 
upon a coincidence of the necessities 
of planning and the public pleasure, 
or upon a deliberate submission by 
that public to restraints which have 
never before been tolerated—restraints 
which violate the heart and core of 
American traditions. 

On behalf of the present Administra- 
tion it must be said that this difficulty 
is clearly recognized. It is being sur- 
mounted by the finest display of higher 
politics ever manifested by an incum- 
bent of the White House. It explains 
in part that curious emphasis upon 
economic measures which have pro- 
voked the apprehensions of conserva- 
tive citizens. Consider some exam- 
ples of the point. 


Tue Construction INDUSTRY 


One of the earliest authentic indica- 
tions of a turn in the business tide was 
provided by the decline in construc- 
tion volume during 1929. It had al- 
ready passed its peak in 1928 and was 
definitely headed toward lower levels 
when the crash in the stock market 
rang down a dramatic curtain upon 
the great postwar boom. Throughout 
the postwar decade, building costs re- 
sisted deflation and consistently re- 
mained at a level more than 100 per 
cent higher than that which prevailed 
before the war. During the depres- 
sion, costs declined approximately 20 
per cent, but the greater fall in other 
prices aggravated the disparity be- 
tween the purchasing power of the 
construction dollar and its general ex- 
change value. 

The postwar literature relating to 
the business cycle had given conspicu- 
ous prominence to the theory that 
planned public works undertaken at a 
time of low business activity might be 
used as a compensating lever to miti- 
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gate the severity of depressions and 
reduce their frequency. From the 
standpoint of strict economics the 
Government should have paid less per 
unit of construction for this emer- 
gency work than was paid by the pri- 
vate buyer. It should have been used 
only to provide partial occupation for 
construction equipment and labor un- 
til private sources acquired the cour- 
age to resume the expansion of capital 
goods. This was the ideal course. 
Practically, it was impossible. 

It was impossible, because adher- 
ence to such a course would have 
provoked the active antagonism of or- 
ganized labor, given ammunition to 
the opposition, and contributed to an 
early defeat of the party in power. As 
a result, wage scales satisfactory to 
labor leaders were made a condition of 
all Government contracts, and con- 
struction costs today are again almost 
twice the level of 1913. The immedi- 
ate effect is to place more completely 
than ever upon the shoulders of the 
Government the burden of maintain- 
ing a key industry. Compliance with 
labor demands discourages building on 
private account and will leave the in- 
dustry in a weaker rather than a 
stronger condition when this aid is 
withdrawn. 


Tue Civiu WORKS ADMINISTRATION 


A similar problem is met in the 
Civil Works plan. This was an emer- 
gency measure designed to compen- 
sate for the partial failure of the NRA 
to provide jobs for the unemployed. 
Both in prospect and in practice, it is a 
thinly disguised form of the dole. It 
should be regarded not as a part of the 
public works program, but rather as 
relief to which either relief principles 
or the equally well-established prin- 
ciples of unemployment insurance 
benefit payments should apply. It is 
fundamental in both cases that the 
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beneficiary should not receive so much 
for being idle as he does for working. 
Instead of a minimum of $15 a week 
plus food and fuel, the gross payment 
should have been less than the lowest 
minimum in any of the codes. This 
would leave the worker an incentive to 
hunt for a job and keep it. Again, 
labor pressure and the insistence of 
idealists that the idle are entitled to a 
decent American standard of living 
made a more wholesome consumma- 
tion impractical. 

It must be remembered that the first 
duty of the party in power is to remain 
in power. To take a position which is 
in the abstract more equitable, and 
over a longer period of time sounder, 
is of little avail if it results in defeat at 
the next election. 


Tue AGRICULTURAL PROGRAM 


Similar limitations are evident in 
the Government’s agricultural pro- 
gram. The Agricultural Recovery 
Act postulates certain desirable prices 
for the principal farm products, these 
prices being the average for the pre- 
war period 1909-1914. In order to as- 
sure such a price immediately, the 
Government was empowered to levy 
a processing tax equal to the difference 
between the prevailing market price 
and the parity or prewar price. The 
proceeds were offered to the farmer in 
advance as a reward for a reduction in 
output which would assure a natural 
market price equal to that prevailing 
in the base period. In equity there is 
no reason why the farmer should have 
the privilege of enjoying the fruits of 
prospective self-control in advance. 
Underlying the processing tax was the 
naive notion that a levy paid by the 
processor was necessarily passed on to 
the consumer. In many cases, and 
most strikingly in hogs, the tax, though 
paid by the processor, actually reduced 
the price received by the producer by 
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an equivalent amount, so that the pro- 
ducer rather than the consumer was 
the final victim of the levy. 

There is little to be gained by ser- 
monizing on the desirability of re- 
ducing output first and garnering the 
economic reward of higher prices 
afterwards. The farmer must be in- 
dulged. He will not tolerate discipline 
unless it is elaborately sugar-coated. 
He casts many votes. 

To summarize the situation we may 
say that the Government is confronted 
by a colossal, complicated, economic 
problem which must be handled politi- 
cally, with little precedent to guide it. 
Is this emulsion of economics and poli- 
tics possible? How will it affect the 
business man? ‘The first question is 
beyond the province of this paper. 
The second we will attempt to answer. 


Hosrmiry To CAPITAL 


It will help us in our thinking if we 
proceed along traditional lines. We 
can discern three major interests on 
the economic field—capital, labor, and 
management. However much the 
new order may change the power, the 
prestige, or the rewards of these inter- 
ests, it does not alter their functions. 

Capital today is suffering from the 
hostile attention of the Government. 
A part of this is due to the natural 
antagonism between those who have 
and those who have not. In the days 
when the wealth of the land was con- 
centrated on the Atlantic seacoast, the 
issue was strictly sectional. The divi- 
sion today is a class rather than a geo- 
graphical division. 

Some of this hostility, acknowledged 
by the President in his message of 
January.3, 1934, is due to the abuse 
of their positions by individuals of 
wealth, and an increase of their ac- 
cumulations by means distinctly offen- 
sive to the ethical susceptibilities of 
society. 


Another cause of the assault on 
wealth is the conviction of some stu- 
dents that the maldistribution of 
wealth is itself one of the major causes, 
if not the major cause, of business de- 
pressions. Such being the case, the 
obvious remedy lies in redistribution, 
to be effected by the use of the taxing 
power. 

It should be noted parenthetically 
that the steeply progressive taxes on 
income and inheritance are due less to 
a conscious and deliberate desire to 
level wealth than to the fact that it is 
politically less perilous to raise revenue 
in this manner than in any other, with 
the possible exception of the excise 
taxes on tobacco and liquor. 


Excesstve Favor to LABOR 


It follows from what has previously 
been said regarding the necessarily po- 
litical character of reconstruction that 
the worker, representing as he does 
millions of voters and by all odds the 
largest single group in the electorate, 
should receive privileged considera- 
tion. This in fact he does receive to 
an extent which is excessive not only 
from the point of view of other groups 
but from the point of view of his own 
best long-time interest. 

Certain immediate improvements 
in the position of labor which are free 
from any objectionable repercussions 
may be noted. Limitations in the 
supply of labor which do not discour- 
age its employment, do not impair the 
ability of the employer to survive, and 
do not result in serious curtailment 
in the consumption of labor’s prod- 
uct, are gains to which neither capital 
nor management can object. Among 
these is certainly the provision in all 
the codes, eliminating child labor. 

The mischi@f in the favors extended 
to labor lies in the forced and precipi- 
tate reduction of hours andthe increase 
in labor costs at a time when business 
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is emerging from a protracted period of 
strain. The rationalization of these 
factors to make them appear a source 
of prosperity seems egregiously fal- 
lacious. 

It has been urged that higher wages 
increase the spending power of the 
community, raise consumption, and 
thus return to the business man in the 
form of increased volume. This as- 
sumes that the money with which 
higher wages are paid has a spontane- 
ous origin and does not result in an 
equivalent reduction of other expendi- 
tures. There is no specific virtue in 
expenditures by wage earners which 
makes them any more vital from the 
standpoint of economic therapeutics 
than expenditures by other factors in 
production. As an example, consider 
taxes. The business man views them 
as a business cost. Precisely the same 
argument can be developed on behalf 
of higher taxes as has been offered for 
greater wage payments. The amount 
paid to the taxing authority is cer- 
tainly not buried or destroyed. It 
passes into the community spending 
stream just as certainly as wages paid 
to workers. The same may be said for 
outlays to purchase materials, interest 
paid on loans, and dividends paid to 
stockholders. 

Actually, higher wages imposed at a 
time and in a manner which make it 
difficult for the business man to make 
corresponding adjustments in his 
other costs may result m fatal in- 
jury and thus reduce the opportuni- 
ties for employment available to the 
worker. 

Fortunately, a happy and unantici- 
pated compensation of business costs 
occurred which avoided this difficulty. 
The average entrepreneur had always 
found it necessary openl¥ or otherwise 
to set aside a certain part of his budget 
to fight his competitors. The elimina- 
tion of abuses has in many ‘cases ef- 
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fected economies which have at least 
offset the added cost of labor under 
the codes. An outstanding illustra- 
tion of this is the steel industry, in 
which concessions to buyers and clan- 
destine discounts had always levied 
heavy tribute upon earnings. When 
the code was first imposed upon the 
steel industry it was conceded even by 
the Government that it would raise 
costs at least $100,000,000. The earn- 
ings statements for the third quarter, 
due partly to greater activity but 
largely to the elimination of unneces- 
sary competitive drains upon income, 
were a happy revelation. i 

Although labor disturbances have 
been a retarding circumstance in re- 
covery, the business world, in striking 
a balance between greater labor costs 
and the economies of cleaner competi- 
tion, must admit that it has not suf- 
fered. 


RESTRICTIONS ON MANAGEMENT 


Of the trinity of economic factors— 
capital, labor, and management—the 
greatest by all odds is management. 
The business world is full of examples 
of enterprises which have fallen upon 
hard days and been rescued by a 
change in management. Manage- 
ment is the most difficult quality of a 
business to measure quantitatively, 
and yet it is more important than any 
of the objective items which appear im 
precise magnitudes on the balance 
sheet. The New Deal does not ignore 
management, although it is fair to say 
that it has not appreciated its impor- 
tance. The rules which it imposes are 
in effect a code of new taboos. They 
define areas upon which management 
may not trespass. There is no indica- 
tion that the Government intends to 
usurp any of the positive functions of 
management. 

Now, let me just briefly enumerate 
eight new limitations which the Gov- 
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ernment in its codes is applying to 
management. 

In the first place, market areas, 
which management has always been 
able to select with perfect freedom, 
have been very seriously restrained by 
the Federal Government’s new deal 
in foreign trade. The method sug- 
gested by the application of quotas to 
liquor imports has been found far more 
effective in expanding foreign markets 
than international conferences and 
general agreements. It may be gs- 
sumed that as a result of a desire to 
increase the foreign purchases of farm 
products, foreign markets for manu- 
facturers will be materially reduced. 
That is one important limitation upon 
management—i.e., the selection of 
market areas. 

The second is price manipulation. 
Jt has always been felt by the business 
man that he could sell his product at 
any price he pleased. It mattered not 
that he sustained a loss on his mer- 
chandise. It was, until recently, ap- 
parently his inalienable privilege to 
conduct his busimess so as to lose 
money if he chose to do so. As far as 
a general operating loss is concerned, 
the Government apparently is indif- 
ferent. But as far as prices of specific 
‘products are concerned, the Govern- 
ment has-established rather definite 
limitations. The best illustration may 
be found im the retail food code, the 
one-hundred-and-eighty-second ap- 
proved in 1933. Without going into 
details, it will suffice to point out that 
the Government has established a 
lower and an upper limit for prices 
which will very decidedly restrict the 
privilege of the business man to set 
whatever price he pleases upon his 
product. 

A third limitation upon manage- 
ment is apparent in the elimination of 
certain cost items from the discretion, 
at least at one end, of the business 


man. I refer particularly to wages. 
As far as the business man is “con- 
cerned, wages are a cost item. The 
Government has established certain 
minima and said to the business man, 
“You may pay more if you wish. You 
may, of course, improve the quality of 
your personnel, you may change your 
personnel for other reasons, but there 
is a very definite mark below which 
you cannot go.” Here again, the only 
lower limit which the business man 
had been forced to observe was that 
which was imposed upon him by the 
market conditions governing the value 
of labor. Perhaps a similar limitation 
of a slightly different character is ap- 
parent in the restrictions upon charge- 
offs for depreciation. That, of course, 
is primarily a fiscal problem, but again 
it is consistent with this general third 
restraint upon management which I 
have pointed out. 

In the fourth place, the Government 
tells management that it must so regu- 
late its producing capacity that it will 
not have the temptation to resort to 
competitive practices which have been. 
the bane of laissez faire in industry. 
In other words, in many of the codes 
there is a very definite limit upon pro- 
ductive capacity. I may cite the dis- 
tillery industry and the textile indus- 
try. In both cases, any addition to 
established capacity must first have 
the approval of the code authority and 
therefore of the Government. 

A fifth limitation, not yet crystal- 
lized, not yet carefully developed by 
the Government, is intended to pro- 
tect the stockholder and to some ex- 
tent the consumer. This limitation is 
implicit in the insistence of the Ad- 
ministratién that certain salaries be 
kept within definite maxima. I refer 
to railroad Salaries, to the salaries of 
the moving picture stars, and also to 
salaries paid to bank presidents. 

Likewise, the elimination of inter- 
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corporate relationships among finan- 
cial*institutions is: a restraint upon 
management, imposed partly for the 
benefit of the owners of enterprise and 
partly for the benefit of the consumers 
of the products of the enterprise. 

The sixth limitation upon manage- 
ment is in the form of an actual norm 
or quota for production. Into that I 


need not go, because it has perhaps re- 


ceived more publicity than any of the 
other limitations that the New Deal 
has imposed upon management. It is 
most strikingly illustrated in the oil 
industry and in agriculture. 

A seventh limitation is upon the 
forms of merchandising. Here again, 
the Government is trying to protect 
the consumer. It has made penalties 
for false, fraudulent, and misleading 
advertising more severe, and is trying 
to define the offenses more clearly than 
they have been defined in the past. 

An eighth limitation which I discern 
is upon the actual form of competition 
within an industry itself. As in the 
steel code, we see the elimination of 
discounts, of certain services which 
were formerly performed for favored 
buyers, and of other types of competi- 
tive effort. 


MERE CORRECTION or ABUSES 


What conclusions may we draw from 
the limitations already defined by the 


. Government and those which are im- 


plicit in its philosophy? I think it 


is only fair to that Government to 
say that the limitations imposed are 
largely the result of abuses which . 
have developed under laissez faire. 


“Although these limitations are pro- 


foundly irritating to the business man, 
particularly in view of the fact that . 
they are new, they do not vitally im- 
pair managerial liberty. 

Perhaps I can illustrate the nature 
of those limitations more effectively if 
I use the analogy of a football game. 
You know, the football authorities 
gather each fall and change the rules. 
We are familiar in general with the 
process of setting up a certain body of 
rules according to which the game is 
played. On the field, we have officials 
who enforce those rules. The Govern- 
ment is changing the rules under 
which the business game may be 
played. Uncle Sam is acting as the 
referee. But, as is true of officials in 
regular fields of sport, he does not di- 
rectly participate in the action of the 
play itself. He is simply there to en- 
force certain restraints and rules in 
order to improve the play itself. I 
think it is a fair conclusion that Uncle 
Sam does not wish to step in and man- 
age American enterprise. He is inter- 
ested in establishing rules which he 
feels have been made necessary by the 
experience of the past decade and by 
the abuses of the privileges which busi- 
ness men have enjoyed under laissez 
faire. i 
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Human Elements‘in the Recovery Program . ` 


By Harry Eaton 


RESIDENT ROOSEVELT’S Sec- 

retary of Agriculture, Henry Wal- 
lace, has set forth not only the general 
nature and purpose of the New Deal 
but also its implications and its diffi- 
culties, allin one brief paragraph. He 
did this about a month ago in a most 
appealing address before the Federated 
Council of Churches. Here is the 
paragraph: 

To enter the Kingdom of Heaven brought 
to earth and expressed in terms of rich ma- 
terial life it will be necessary to have a 
Reformation even greater than that of 
Luther and Calvin. I am deeply con- 
cerned in this because I know that the 
social machines set up by this Administra- 
tion will break down unless they are in- 
spired by men who in their hearts catch a 
larger vision than the hard driving profit 
motives of the past. More than that, the 
men in the street. must change their atti- 
tude concerning the nature of man and the 
nature of human society. They must de- 
velop the capacity to envision a codpera- 
tive objective and be willing to pay the 
price to attain it. 


I approach any critical analysis of 
the Roosevelt recovery program in a 
spirit of extreme humility. With the 
above paragraph in mind, the humil- 
ity becomes almost abject. When an 
outstanding advocate of the recovery 
program sets up the issue in the field 
of faith, there is little left for an ana- 
lytical observer to discuss. Secretary 
Wallace has offered a complete answer 
to both criticism and analysis. 


CONSTITUTIONAL LIMITATIONS 


J have chosen the foregoing as an 
introduction on this occasion for two 
reasons: 

First: The recovery program, in its 


15 


essence, is an effort by the central 
Government to codrdinate the eco- 
nomic and social activities in an ex- 
ceptionally large, loose, and scattered 
‘democracy. 

Second: I do not have the faith that 
any such Government can do any such 
thing in such a way as to be a positive 
and stimulating influence on the proc- 
ess of industrial recovery. 

In regard to the first, it should be 
said in fairness that President Roose- 
velt was confronted with a political 
situation which required that he throw 
upon the national screen the program 
he did or one very much like it. 
Furthermore, having thrown it on the 
screen, he must keep it animated 
throughout the emergency. 

In regard to the second, my own 
lack of faith does not relate either to 
the President or to his magnificent in- 
spiration and social objectives. It 
has to do entirely with the belief— 
prejudice perhaps—that administra- 
tive agencies of a central, representa- 
tive Government have very little 
capacity to do what they are created 
to do with any degree of speed or con- 
tinuity of purpose. 

Jt must always be remembered that 
the kinds of administrative agencies 
we are talking about do not draw their 
power from an absolute dictator. 
They are the creatures of a legislature 
elected by 130 millions of people of 
diverse and frequently irreconcilable 
interests. It might be unsafe to fore- 
cast what’ will happen a year or so 
from now, but at the present time it is 
still true that the power of the legisla- 
ture is itself somewhat limited by a 
Constitution. „Although there is a 


16 THE ANNALS or THE AmerRtcAN ACADEMY 


tendency in some quarters to ignore the 
fact, it 1s still a fact that some state 
governments are still jealous of the di- 
vision of power set forth in that Con- 
stitution. 

The above may sound somewhat 
elementary or old-fashioned, but there 
must be some anchor to thinking, or 
there is little use to think at all. One 
‘is entitled for the moment to assume 
that we will emerge from this depres- 
sion within the framework, at least, of 
our Constitutional system. The Pres- 
ident has given every indication that 
he is acting on that assumption. 


LIMITATIONS OF PERSONNEL 


If that assumption be Justified, one 
is entitled to draw on the material of 
experience. Based on that experience 
it is safe to predict that most of the 
administrative agencies cannot accom- 
plish, in any Important measure, their 
particular objectives as part of a cen- 
tral plan. They cannot do so for sev- 
eral very emphatic reasons. First, 
_ they will not have the power to enforce 
their plans. Such new powers as are 
delegated by Congress will be hedged 
about with restrictions tending to de- 
feat their purpose and delay their exe- 
cution. Such power as they have will 
be under periodic, indeed almost con- 
_tinuing, review by Congress so that 
there will always be uncertainty as to 
-whether and how long the power will 
last. Second, personnel competent to 
administer them on the scale even as 
now outlined cannot be obtained. 
This is no complaint against anybody. 
The personnel simply does not exist. 
This is so because the only source of 
the personnel is the human race and 
not a factory of automatic*robots that 
can be directed by a divinity. 

Dr. Nicholas Murray Butler, in his 
annual report as President of Colum- 
bia University, recently outlined the 


qualities of an “ideal*public servant.” 


These were honesty, courage, common 
sense; knowledge, and vision. There 
are no doubt thousands of persons eli- 
gible and available for public service 


- under that test. Many of them are in 


Washington now. As human beings, 
however, these ideal public servants 
will most likely have a number of 
other qualities. Among them are per- 
sonal pride, personal ambition, preju- 
dices, indigestion, rheumatism, and 
financial and other domestic difficul- 
ties, all of which are quite as influential 
on their capacities as administrators as 
the “big five” which Dr. Butler sets 
forth. 

A result of this conflict between the 
ideal and the human qualities is to de- 
lay decision and action and to distort 
the original purpose of the administra- 
tive agency. More than a century 
ago, Alexander Hamilton made a 
rather searching observation on this 
general subject. He was arguing in 
the Federalist for a single rather than 
a divided executive authority. He 
said: 

“Men often oppose a thing merely because 
they have had no agency in planning it, or 
because it may have been planned by those 
whom they dislike. But if they have been 
consulted, and have happened to disap- 
prove, opposition then becomes, in their 
estimation, an indispensable duty of self- 
love. 


Although I have committed the sin 
of quoting a “Tory,” I want to state - 
again that these remarks are in no wise 
a complaint against any feature of the 
Roosevelt program. I have already 
admitted my great sympathy with its 
general objectives and my belief that 
the program, in its essence, was a neces- 
sary political move. Nor is the view 
a hopeless one. There are a lot of 
things this Government can do and is 
doing. There are more things that it 
cannot do. A person does not abdi- 
cate his own liberalism nor his willing- 
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ness to try new things, nor, indeed, 
does he abandon hope, just because he 
refuses to burn out his energies on 
some red hot illusions. 


OUTLINES or Recovery PROGRAM. 


The point has been reached in this 
discussion when some of the general 
comments on administrative agencies 
should be related to several of the 
agencies now operating. In skeleton 
form, the recovery program proposes 
the following: , 

1. To stimulate economic activity 
by giving a greater share of the na- 
tional income, or the national wealth, 
to groups known as agriculture and 
labor; 

2. To assure a permanence of this 
balanced allocation by requiring a 
third group, industry, to “plan” its 
operations; 

3. To provide a permanently cen- 
tralized control of the credit machin- 
‘ery of the Nation; 

4. While all of this planning is be- 
ing done, to substitute Government 
credit where private credit is not op- 
erating and to make certain that no 
one is without access to food, clothing, 
and shelter;* 

5. To carry on some broad experi- 
ments in further Government regula- 
tion or control in a specific field, gen- 
erally referred to as public utilities, 
including transportation; 

6. To set up some new Federal 
‘policemen who shall prevent abuse in 
special areas such as the sale of securi- 
ties and the distribution of foods, 
drugs, and cosmetics. 


POWERS oF THE FEDERAL 
GOVERNMENT 


Again assuming that we are still op- 
erating within the general Constitu- 
tional scheme, it can be said that the 
Federal Government has two great 
powers. The first is to issue money. 


The second is to do some policing, 
which power, for the purposes under 
discussion, is derived mainly from the 
power to regulate interstate com- 
merce. 

The first is virtually complete and 
all-embracing. Quantitatively, its 
only limit is that elusive thing known 
as the Government’s credit. In effec- 
tiveness, however, it is limited by the 
ability of a number of administrative 
agencies, once having got.the appro- 
priation from Congress, to make up 
their minds as to when, where, and 
how to spend it. Most of;the agencies 
now in Washington have to do with 
the spending or the lending of money, - 
and we will return to their considera- 
tion a little later on. 

The power to police commerce is 
not so exclusively Federal as is that 
pertaining to money. ‘Still, it is very 
broad, and has been steadily broaden- 
ing as business has attained a national 
scope. Itis undoubtedly sufficient for 
all the policing that the Federal Gov- 
ernment can conceivably do. The 
question arises, however, whether it is 
the sort of power to permit the Federal 
Government to codrdinate national 
endeavor into a “plan.” For plan- 
ning and policing are two very differ- 
ent things.’ The distinction may sound 
like an excursion into abstraction; but 
as a matter of fact it goes to the very 
heart of the two great experiments in 
the New Deal, the National Recovery 
Administration and the Agricultural 
Adjustment Administration. 

It must always be borne in mind 
that the NRA is a combination of two 
wholly different ideas, inspired by 
quite different political forces. In the 
first instance ‘it is a political dictation 
of wage rates and working conditions. 
In the second} it is an experiment in 
national planning by industries. The 
first is a policing job. It may fail by 
reason of its economic impossibility or 
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because the Government does not 
have the Constitutional power under 
our present scheme; but as a problem 
of policing - officially dictated wage 
rates, it can be done. The other part 
of the NRA is not essentially a policing 
job at all, although a number of its 
most ardent supporters are talking 
about it as such. Let us see if we 
can briefly analyze what it is. 

The real administrative task in- 
volved in the NRA-has hardly begun. 
Up to this time, all that has been hap- 
pening has been an effort to provide 
each industry with a set of blueprints 
through a combination of agreement 
and Government persuasion. Except 
in so far as they relate to the labor 
clauses, the “codes of fair competi- 
tion” are only in the most general 
sense “codes.” For the most part, 
they constitute a set of general princi- 
ples under which code authorities, 
comprising representatives of the in- 
dustry and the Government, can later 
write rules sufficiently specific to be 
susceptible of enforcement. 


Waar Constitutes UNFAIR 
COMPETITION? 


We may just as well call things by 
understandable names. The question 
of what constitutes unfair competition 
is itself in two parts. The first is, What 
is fraudulent, deceitful, or palpably op- 
pressive? The second is, What is a fair 
price? 

The first is comparatively easy to 
answer. Most of the “unfair methods 
of competition” which could come un- 
der that heading have been illegal in 
this country for twenty years under 
the Clayton and Federal Trade Com- 
mission Acts and have Been readily in- 
terpreted by court decision. Asa con- 
venient method of enfércing such rules, 
the NRA experiment may be-looked 
upon as a normal a of Fed- 
eral policing. 


Determining what is a fair- price, 
however, is a job of planning. It in- 
volves an answer to such questions as 
what is proper cost accounting, what is 
proper capitalization, what is a socially 
desirable salary scale for industrial ex- 
ecutives, what is the economically eff- 
cient territory in which individual 
units in an industry should operate, 
and, very important, when is the right 
time for what members of the industry 
to expand their plant facilities or their 


„production? 


The problem of settling these ques- 
tions is one of either persuading or 
compelling some competitor or group 
of competitors in an industry to do 
something or stop doing something, the 
result of which action will be to their 
disadvantage, either real or imaginary. 
The purpose of such concessions is the 
“public interest” as somebody else sees 
it. There is no absolute rule for de- 
termining the “public interest” in ad- 
vance, wherefore it is always what 
somebody happens to think it isata _ 
particular time. The way those ques- 
tions are settled, however, frequently 
determines which units in an industry 
will survive and grow, and which will 
atrophy. The ones confronted with 
dissolution will not allow a competitor 
to make the final decision without a 
fight; wherefore, the final settlement of 
such questions must be by some gov- 
ernmental agency. For the reasons 
outlined earlier in this discussion, no 
governmental agency is competent to 
decide them in such manner as to con- 
stitute a workable national plan. For 
emphasis, two additional reasons for 
this incompetency may be mentioned: 

First, assuming that the governmen- 
tal agency actually decides these ques- 
tions, the enforceability of the decision 
usually depends not on the power of 
a Government officer to prevent some- 
body from doing something. To be 
effective, the decisions by their very 
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nature’ contemplate that great groups 
of people affected must think and be- 
have affirmatively in a manner wholly 
different from their previous customs. 
Such decisions simply do not lend 
themselves to enforcement. The ac- 
tive forces set in motion by the deci- 
sions are quite as likely to be the forces 
of avoidance as of compliance. 

Second, in the early stages, experi- 
ments in planning frequently draw 
able and imaginative men into Govern- 


ment. As these men become disillu-, 


sioned and recognize the futility of 
their efforts, the administrative work 
falls into the hands of professional 
politicians whose main interest is to 
hold their jobs. 


DOMINANCE OF AGRARIAN INTERESTS 


It is pertinent at this point to men- 
tion an incident of extreme significance 
which occurred during the holidays. 
At the instance of Senators Barah and 
Nye, the President and General John- 
son both promised to have attached 
to the NRA an additional advisory 
board especially assigned to look after 
the interests of “small” and “inde- 
pendent” business units, to see that 
they are not oppressed by the large in- 
dustrial combinations. Alone among 
all the advisory boards, this one is to 
have direct Congressional representa- 
tion. 

The significance of this lies in several 
directions. Senator Borah comes from 
Idaho and Senator Nye from North 
Dakota. Their main constituency is 
agrarian. Their main interests and 
their records are agrarian. If there is 
one feature of America’s political set- 
up which transcends all others in im- 
portance, it is the exaggerated repre- 
sentation of agriculture in the Senate, 
where a man representing a couple of 
hundred thousand people and some 
‘square miles of sagebrush has the 
same voting power as one representing 


ten millions of people and billions of 
dollars of industrial investment. 
Looking back-more than forty years, 
the Sherman Act was passed at a time 
when the high cost of livmg was a 
political issue, and after a period of 


industrial integration during which 


many small and: independent units 
found themselves either absorbed or 
erased. The Sherman Act was put 
over, indeed instigated, by the agra- 
rian groups. i 

If American industry, integrated as 
it already is, believes it is going to get 
away with the kind of planning many 
of its leaders are thinking about, 
American industry is due for a painful 
disillusionment. This is one of the 
human elements in the recovery pro- 
gram. 

I have selected the NRA for special 
analysis because I am a little more 
familiar with it than with some of the 
other features of the program, and 
those participating in it seem to be 
somewhat clearer as to the direction 
in which they think they are going. 
The Agricultural Adjustment Admin- 
istration, on the other hand, is note- 
worthy at the present time for extreme 
flexibility of concept on the part of its 
sponsors. Both the President and 
secretary Wallace have indicated that 
the specific operations now being used 
to plan agriculture may have to be 
abandoned at any moment and some 
other social machinery substituted. 
As an administrative problem, how- 
ever, the AAA at any particular time 
will lend itself to precisely the same 
sort of analysis as we have used on the 
NRA, which will, in turn, lead to pre- 
cisely the same conclusions. 


GOVERNMENT EXPENDITURE 
Having discu8sed the inadequacy of 
this Government’s police power as an 
effective force in planning, we may re- 
vert for a moment ‘to the other great 


i 
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power, the expenditure of money. In 
this connection, a careful distinction 
must be made between spending 
money and lending it. Once having 
obtained the clear authority from Con- 
gress, a governmental agency can learn 
to spend money very fast and in suffi- 
cient quantities to be a controlling in- 
fluence, at least temporarily, in those 
areas where it is spent. Lending, on 
the other hand, involves a search into 
the credit standing of the prospective 
borrowers. This is true in Govern- 
ment as well as in private loans. If it 
be otherwise, the lending becomes 
spending or, frequently, giving away 
the money. 

The tragic result of delusions as to 
the ability of Government to advance 
money on a loan basis is that the very 
` fact of Government invasion into a 
credit field tends to dry up private 
facilities faster than the Government 
agency can get its irrigating facilities 
to work. As lenders, the Public Works 
Administration and the Reconstruc- 
tion Finance Corporation have been 
flops. As spenders, through them- 
selves and the Civil Works Adminis- 
tration, they have been making real 
headway since the President gave the 
signal to shoot. The Agricultural Ad- 
justment Administration has shown 
some pronounced results in certain sec- 
tions of the country because the money 
has been given away, not lent. 

As a pure study in Government or- 
ganization, the contrast between two 
other great lending agencies, the Farm 
Credit Administration and the Home 
Owners’ Loan Corporation, is worth a 
brief comment. These two agencies 
were created within a month of each 
other in the spring of 1933, the one to 
buy farm mortgages, the other home 
mortgages. Governof W. I. Myers of 
the Farm Credit Administration an- 
nounced a week ago that his agency 
was refinancing mortgages ‘at the rate 


of five to six million dollars a day; that 
is, between a billion and a billion and a 
half a year. The Home Owners’ Loan 
Corporation has hardly got a start. 
There are at least three significant 
reasons for this contrast. The Farm 
Credit Administration is buying mort- 
gages with cash, is under the direction 
of one man, and is operating in a field 
where the Federal Government has 
had a mortgage machine for fifteen 
years. The Home Owners’ Loan Cor- 


, poration is trying to buy with a par- 


tially guaranteed Government bond, is 
directed by a board of five men instead 
of one, and it started from scratch. 
Any one of these three differences is 
sufficient fatally to handicap the Home 
Owners’ Loan Corporation as an ef- 
fective, immediate agency of recovery. 


ADMINISTRATIVE Use or Powers 


In conclusion, it may be said that 
if this discussion means anything at 
all, it means two things: 

One: The mainstay of the recovery 
program at present is the expenditure 
of Government money. As an ad- 
ministrative and political matter, this 
process is not so very difficult to start 
ortodo. It may be very hard to stop. 

Two: Unless future developments 
require that we abandon our whole 
Constitutional system, the effort to use 
the police power as an agency in na- 
tional planning must be looked upon 
asa passing phase. It was probably a 
quite necessary phase. In its liquida- 
tion, we must rely on the courage of 
the President and the common sense of 
the American people to retain those 
agencies which hold hope of curbing 
abuses, but to abandon as soon as pos- 
sible those which would otherwise 
operate merely as a curb on activity, 
the creation and distribution of wealth. 

There is one final word. Those who 
express doubts as to the capacities of 
Government agencies are subject these 
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days to public condemnation on the 
ground that they are advocates of 
laissez faire. An answer is that the 
overloading of Government can and 
usually does result in a laissez faire 
doctrine of the most dangerous sort. 


When a governmental agency accepts 
powers it also accepts responsibilities 
—a fact not always appreciated. 
There is a tendency for such agencies 
to exercise the powers but to let the 
responsibilities alone. 


Mr. Harry Eaton is a member of the Whaley- 
Eaton Service, Washington, D. C., publishers of a 
weekly information service on polttico-economic 
affairs, both American and European, and of the 
monthly magazine “National Sphere.” 


Fiscal Problems of Recovery 


By Ratpu West ROBEY 


LL OF you will recognize, I am 
` gure, In view of the news in this 
morning’s paper,’ that if one likes to 
mull over facts before he draws con- 
clusions, there scarcely could have 
been a worse day upon which to be 
assigned the task of talking about the 
budget. You will also recognize that 
there scarcely could have been a bet- 
ter day for any one who likes to stick 
out his neck. From your point of 
view, perhaps the latter is more 
amusing. I shall stick out my neck. 
In view of the estimates that have 
just been made by the Government 
on what our deficit is going to be by 
next June 30, it seems to me that there 
no longer is very much ground for 
debating where this particular so- 
called recovery program is leading us. 
Those estimates in round numbers 
were that we would spend within the 
next six months, seven and three- 
quarter billion dollars. We will have 
in the way of total receipts a billion 
and a quarter; and, judging by the 
income of the first six months, that 
estimate is liberal. That means, then, 
that the United States Government 
is faced with the necessity of borrow- 
ing six billion dollars within six months 
—a rate of one billion dollars a month. 


GOVERNMENT EXPENDITURES 


To those that have had little or no 
occasion to follow the trend of Gov- 
ernment expenditures in the past six 
months, such an estimate perhaps 
was a surprise. It is staggering to 
think that a group of college pro- 
fessors and politicians in Washington 
would have the nerve to ask the 

1 The President’s budget message. 


‘tribution in the way of loans. 
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American public to make such a con- 
Those 
of us that for one reason or another 
have had occasion to follow Govern- 
ment expenditures, however, were not 
surprised. Let me recall for you just 
a, little of the record of the past six 
months. 

First, consider our daily expendi- 
tures. We started the fiscal year with 
a pledge of economy and a balanced 
budget. In July, the first month of 
this fiscal year, we spent an average 
of nine million dollars a day. In 
August we spent ten million dollars 
a day. In September we spent eleven 
million dollars a day. A slight in- 
crease, not anything to get excited 
about. In October there was a large 
interest payment on Government ob- 
ligations, and the average daily ex- 
penditures increased to sixteen million 
dollars. In November the Govern- 
ment really began to spend money. 
In November they thought of the idea 
of the Civil Works Administration, 
which is their way of following the 
advice of that Southern politician to 
carry money up in airplanes and drop 
itout. The CWA saves us the trouble 
of going up in airplanes. The ex- 
penditures in November were eight- 
een million dollars a day; in December, 
twenty-four and a fraction million 
dollars a day. With such a record 
of increasing expenditures, I see little 
reason to doubt that this Administra- 
tion can spend eight billion dollars 
between now and June 30. 

Look at it from another point of 
view. Our deficit today is almost 
exactly the same as it was last year 
at the same time, if one takes out of 
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the deficit the amount spent for debt 
retirement, as shown on the daily 
Treasury statement. This must be 
taken out to get a comparable basis, 
because in December 1932 some 
$450,000,000 was spent for that pur- 
pose. So far, this Administration has 
spent virtually nothing. Since the 
difference is merely a question of 
Treasury policy, to have a basis of 
comparison that is at all fair, one must 
eliminate the debt retirement. If one 
does this, he finds that in spite of the 
pledge of economy, our deficit today 
is running neck and neck with what 
it was at this time last year when the 
unbalance of the budget was a major 
problem in the United States, when 
members of this present Administra- 
tion said that unless we balanced the 
budget the country was faced with 
ruin. 

The reason our budget deficit now 
is the equivalent of that of the same 
period last year (and this is the final 
comparison I want to make) is that 
since October 15, 1933, our deficit has 
increased approximately 300 per cent. 
In the same period of 1932, the deficit 
increased approximately 45 per cent. 
This shows, again, the extent to which 
the present Administration is running 
wild in the pumping out of money. 


How SHALL THE Monsey Be Rarsep? 


Now, the important question is, 
Can the United States Government 
borrow six billion dollars in the next 
six months? I am willing to say that 
it cannot unless it overhauls its finan- 
cial program. If this were an Ad- 
ministration which had honored the 
obligations of the United States, 
which had honored its statements 
given during the campaign and in the 
platform, which had given us a record 
which would warrant our believing 
what it tells us, perhaps we could 
raise six billion dollars. But this is 


an Administration that has openly 
repudiated the obligations of the Gov- - 
ernment, that has tinkered with our 
currency under the advice of an agri- 
culturist, that has adopted as a mone- 
tary policy a theory that is not held 
by any man of scholarly standing in 
the field of monetary science today. 
And on the basis of that record it asks 
us to lend it six billion dollars. We 
will not do it, unless it overhauls its 
financial program and stops the ex- 
perimentation which has character- 
ized the last eight months. 

What is the alternative? ‘There 
are three. The first one is to start 
the printing presses. J think it un- 
necessary to go into any particular dis- 
cussion of what that means. There 
never has been a country that could 
control inflation after it had started 
the printing presses. There never has 
been a country that has tried print- 
ing-press money as an inflationary 
program that did not suffer the most 
terrible consequences. If we take to 
the printing presses, we have to give 
up all hope of what they have been 
telling us was going to be a controlled 
inflation. 


SELLING TO THE BANKS 


The second possibility is for the 
United States Government to sell its 
obligations directly to the Federal Re- 
serve Banks. That, it is important to 
emphasize, was the plan followed by 
the German Government during the 
German inflation. The German Gov- 
ernment throughout that experience 
did not issue a mark. What it did 
was to sell its obligations to its central 
bank, and let the central bank turn 
out the morfey. It comes to the same 
thing in the long run. We can at 
present unquestionably force the Fed- 
eral Reserve Banks to buy these obli- 
gations. We can do this because the 
Federal*Reserve Board, consisting of 
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eight men, is composed of eight Demo- 
crats, although it is a nonpartisan or- 
ganization. Not one of them so far 
has been willing publicly to lift his 
finger against the Administration’s 
policies, although they must all recog- 
nize that their System is being 
wrecked. 

A modification of selling directly to 
the Federal Reserve is to force the 
commercial banks of the country to 
buy the Government obligations. 
For all practical purposes, that would 
be the exact equivalent of selling them 
directly to the Federal Reserve. It 
would involve the same danger. That 
danger is that the Government, if it 
sells directly to the Federal Reserve 
or if it forces the member banks to 
buy Government obligations, no 
longer is subjecting its credit stand- 
ing to the appraisal of the investment 
market. I do not mean that it is dan- 
gerous, because the opinion of the in- 
vestment market is necessarily good. 
Records show that the investment 
market has made serious errors. But 
so long as the Government has to come 
to private and institutional investors, 
its credit standing and its financial 
policies are set up alongside the credit 
standing and the financial policies of 
other borrowers, and there is a test. 
Once the Government removes that 
appraisal, there no longer is the check 
of the investment market on how far 
it will go. This is the same danger 
that is involved in starting the print- 
ing presses. 


DEVALUATION OF CURRENCY 


The third possibility is a currency: 


issue under a trick name. It involves 
two steps. The first of these is to 
make some kind of a devaluation of 
our currency-—not a stabilization nec- 
essarily, but to say in effect that we 
are going to devalue to 60 cents, or 
whatever may be decided upon, and 


then confiscate the so-called profit. 
The second step consists of issuing 
currency against this confiscated 
profit. If the devaluation were the 
full limit under the Thomas Amend- 
ment, it would give to the Federal Re- 
serve Banks $3,600,000,000 profit. If 
that were confiscated by the Federal 
Government, they could issue $3,600,- 
000,000 and call them gold certificates. 
Further, they could tell us that those 
gold certificates were the exact equiva- 
lent, in so far as conditions of issue and 
security were concerned, as the nice 
old yellowbacks we used to have. 

As a matter of fact, what those gold 
certificates would be is a fancy brand 
of greenbacks. Of course, we would 
have metal with an alleged value back 
of it, but consider the possibilities 
opened up by such a policy. Let us 
assume that we confiscate the $4,000- 
000,000 and issue $4,000,000,000 worth 
of currency. We find that that only 
carries us through April. We still 
need some more money. The simple 
thing, of course, 1s to have another de- 
valuation and get some more gold 
profit and issue some more currency. 

It is true that the limitation is now 
50 per cent. We cannot reduce the 
gold content of the dollar by more 
than 50 per cent. But upon what 
basis do you have any confidence that 
this Congress will hold to a 50 per cent 
limitation, granting the Administra- 
tion asks it for greater powers? Why 
should you assume that an Adminis- 
tration which, although facing a busi- 
ness upturn, goes ahead and plans a 
deficit of seven billion dollars, will 
worry about a further devaluation of 
the dollar? 

The net result, then, is that our gold 
reserve under the hands of this group ' 
is not a protection, it is a danger. Be- 
cause of it, we can by a continuous 
process of devaluation go through a 
German inflation in this country on 
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the basis of what we call gold certifi- 
cates. All that we need to do, let me 
emphasize, is, every time we want more 
money, to say that this batch of gold 
we have, which on that date 1s worth 
say ten billion dollars, tomorrow be- 
comes worth fifteen billion dollars, and 
we have a gold backing for five billion 
dollars more currency. 

If we had in charge of our financial 
system a group of individuals that be- 
lieved in sound money and in the 
maintenance of stability, it would be 
one thing to have a devaluation of our 
currency. But when our monetary 
system is under the direction of a 
group of individuals that care not at 
all for stability, and that care not at 
all for the type of currency entering 
into contracts at the time they were 
made, then we cannot look upon a de- 
valuation as being the end of what is 
facing us. 


Tre OUTLOOK 


Personally, I believe that the United 
States Government will be driven to 
one or the other of these alternatives. 
I do not believe that the American in- 
vestors will make loans of six billion 
dollars in the next stx months. If the 
Government is driven to the printing 
presses, to selling Government bonds 
directly to the Federal Reserve or 
through force to commercial banks, or 
to a devaluation and issuance of this 
trick currency, we can anticipate a 
period of great business activity and 


rising prices, and a period when people 
will be very cheerful. 

Unfortunately, business activity of 
that character and prices of that char- 
acter do not last. Germany had 
beautiful business activity and a mag- 
nificent price rise during her inflation. 
So did France. And to a smaller de- 
gree, so did we during the war. But I 
do not think that is the kind of pros- 
perity and recovery that this country 
wants. Ido not think that is the kind 
of recovery and prosperity in which 
the American public has faith. And 
I think that it is only a matter of time 
until the American public will realize 
that it has been tricked. 

Let me be completely brutal by say- 
ing that I think it is a mistake any 
longer to term this a program of eco- 
nomic recovery. It seems to me that 
a far more accurate phrase to apply 
would be a program of financial ruin. 
If the program is carried out as 
planned, not only will it leave incom- 
parable suffering and hardship in its 
path among the wage earners of this 
country (by and large the capitalists 
will take care of themselves), but as 
well it will do a perhaps irreparable 
damage to the cause of economic lib- 
eralism in this country. As one who 
supported Roosevelt in the campaign 
because of the hope that his election 
would result in such economic liberal- 
ism, I can only watch the development 
of a financial program which makes 
this impossible, with great regret. 
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Theories about Economic Theory 


By THURMAN ARNOLD 


MERICAN business on the whole 
has been frankly experimental. 
Its leaders have not been men learned 
in historical analogy or economic the- 
ory. Its’eye has been on present re- 
sults, not future tendencies. When 
it indulged in theory it was for the 
purpose of inducing the Government 
to let it alone in its experimental tech- 
niques. Government, on the other 
hand—except in time of war, and ex- 
cept for its sub rosa activities known 
as politics—has been more concerned 
with the formulation of proper princi- 
ples or with the examination of the 
dangerous tendencies of improper 
principles than with any day-to-day 
results. Political, economic, and legal 
science have always been ready to 
sacrifice the convenience of today to 
avoid the carefully thought-out dan- 
gers of tomorrow. 

Today, with the Government en- 
gaging in all sorts of new activity, eco- 
nomic theory has reached a place in 
the public eye unparalleled in our 
generation. Every expert has his eye 
fixed either on the future or on the 
past, hoping to formulate a new theory 
or cling to an old one which will lead 
us out of the depression. It is not the 
purpose of this paper to attack or de- 
fend any of these present theories. 
We will be concerned only with why it 
seems so necessary to have them in 
governmental organization, and with 
the effect of this desire for permanent 
principles of government in a rapidly 
moving social situation. 


Aw Opssective Yew 


It is not often that one is permitted 
to examine objectively the economic, 
moral, or legal theory of his own time. 
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Ordinarily he is restrained by com- 
pulsions which vary from hanging for 
treason or heresy to some of the innu- 
merable forms of social boycott. For 
that reason we say that no one can 
write intelligently about any period of 
the world’s history until about one 
hundred years after it has passed. 
After the lapse of time we may know a 
great deal less about the relevant facts 
of a period, but we are freed from its 
moral preconceptions. Only in retro- 
spect can we see governmental action 
in terms of the shift of power from one 
class to another. We do not speak of 
the crusaders as radicals. We do not 
speculate on whether the ideal back 
of the Holy Roman Empire was sound 
or unsound. Thus we probably un- 
derstand what happened better than 
the wisest men of those times, in spite 
of the fact that our sources of infor- 
mation are appreciably less. The pas- 
sage of time has given us a more ob- 
jective point of view. 

If, however, we are studying primi- 
tive tribes, we need not wait one hun- 
dred years. Therefore such studies 
may bring practical results in terms of 
social organization. No scientific an- 
thropologist is now concerned with the 
“soundness” of the taboos of savage 
tribes. Hence, a single Englishman 
can rule ten thousand blacks, simply 
because he is more interested in get- 
ting definite results from them than in 
fitting them out with a proper set of 
legal, economic, or moral principles. 

The technique of the practical an- 
thropologist is not absent from our 
society. However, those who are 
skilled in it are not considered respect- 
able. ‘They are ordinarily called poli- 
ticlans, political bosses, or dema- 
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gogues. They are never admitted to 
our halls of learning. Their methods 
are referred to as cheap or unworthy, 
and the fact that such methods are 
successful is regarded as a reflection 
on society. Such persons have skill, 
but are not articulate and cannot 
formulate or describe their science. 
Their motives are not disinterested, 
and they therefore never experiment 
for the purpose of making discoveries 
about government. Their skill dies 
with them and must be acquired all 
over again by their followers. It is 
not studied as a successful technique 
in surgery would be studied, but is 
usually considered from a moral point 
of view as something which should be 
condemned or ignored by the political 
scientist. Therefore law and eco- 
nomics do not concern themselves 
with political methods in current use 
to control actual institutions. These 
sciences are designed to set up princi- 
ples for institutions as they ought to 
exist rather than as they actually exist, 
on the theory that the ideals of to- 
morrow are more important than the 
actions of today. 

Not only must the sciences of law 
and economics be considered apart 
from the confusion of politics, but they 
must be kept separate from each other. 
If the lawyer admits that the law is 
directly concerned with the results 
made obviously desirable by social in- 
vestigation, he is subjected to embar- 
rassing questions as to why the courts 
do not act more quickly. He must ex- 
plain that the object of legal science 
is to make things certain, and that a 
bad result achieved in an orderly and 
logical way is to be preferred to a good 
result achieved without precedent. 


Tur Procession or Procress 
The general picture in which the 
functions of the separate economic, 
political, and legal sciences in the so- 
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cial organization are defined may be 
crudely stated as follows: At the front 
of a procession, headed in the general 
direction of -progress, come the eco- 
nomic and social sciences. They are 
busy discovering principles which will 
lead to ultimate good. The adoption 
and successful operation of these prin- 
ciples are hindered by two things, 
usually referred to as human nature 
and politics. The principles are thus 
only partially effective. The margin 
of ineffectiveness is called lag. There 
is not very much that can be done 
about it except to denounce the poli- 
ticlans and to try to keep them out of 
politics. Behind the advance guard 
of political and economic theory 
marches the law. Here there is an- 
other lag, because the law must move 
very slowly or it will fly all to pieces 
and become bureaucratic. (A bu- 
reaucracy is a system of courts which 
does not use the terminology of the 
law, and prefers everyday forms of 
expression. ‘This is supposed to make 
its conduct loose and unpredictable. 
It follows the whim of the moment 
rather than principle, and is bound by 
“red tape” instead of “procedure.’’) 
Behind the law are supposed to 
march the institutions as they are, en 
route to become the institutions which 
they ought to be. They are kept in 
line by various types of preachers, 
economic, moral, social, and legal. 
They are constantly harassed by poli- 
ticlans and demagogues who try to 
delude them with unsound theories of 
one sort and another. The extent of 
the failure of institutions to keep up 
with the principles set for them is again 
referred to as lag. To the extreme 
réar, digging its feet into the ground 
and being dragged along, we find hu- 
man nature which cannot be changed. 
Occasionally it breaks loose, pulling 
the institutions after it. For example, 
it is often said that it is not the absence 
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who opposed the recent gold purchase ' 
plan was asked if he had considered: 
the effect of the plan oh the farm | 
strike. He replied that this was a. : 
political consideration and not an ele- , 


of government control over business 
that causes business depressions, be- 
cause governmental noninterference is 
a sound principle. The real cause is 
human greed, speculation, and failure 


to realize how to act under a sound 
principle. 

Another way by which this proces- 
sion toward progress may be broken 
up 1s by the introduction of unsound 
principle. Future tendencies of gov- 
ernmental action are supposed to be 
more important than present effect. 
Societies are not supposed to be able 
to get temporary advantage from an 
unsound principle and then to drop 
the principle. Governments should 
_ never do anything that they do not in- 
tend to keep on doing indefinitely. 

The writer was recently informed 
that price fixing by the Government 
was unsound in principle. He replied 
that the cling peach license in Cali- 
fornia seemed to have benefited that 
industry through price fixing. The 
answer was made that it was only 
temporary and would not work in the 
long run; therefore it would have to be 
changed, and therefore the principle 
was bad. The word “artificial” is ap- 
plied to any economic advantage ar- 
rived at in a new way. The idea is 
deeply embedded that the only “nat- 
ural” rise in price is one that has oc- 
curred without Government action. 
It is better to suffer under a sound 
principle than to thrive under an un- 
sound one. ; 

It is by means of this naive set of 
pictures that economics and the law 
keep separated from each other and 
avoid the consideration of institutions 
as they are. Law schools escape 
studying the actual habits of judicial 
institutions. Schools of economics ig- 
nore the complex characfer of political 
institutions. They are able to do this 
by separating political from economic 
facts. For example, an economist 


ment in an ‘economic judgment:. The’-:. 
theory is that persons in power should.” 
follow sound economic principles and’ ` 
disregard mere political considera- ; 
tions. They should never follow 
sound political principles and disre- 
gard mere economic considerations. 
The fact that the latter method keeps 
politicians in power is simply a proof 
of the perversity of human nature— 
not a justification for giving para- 
mount weight to political considera- 
tions. There follows from this the 
never ending but always fertile cru- 
sade by our best minds to take politi- 
cians out of politics by raising the char- 
acter level of people in general. 


ADJUSTMENT TO THEORIES 


In times of prosperity, any eco- 
nomic theory that supports things as 
they are is generally regarded as 
sound. Persons who point out con- 
tradictions or logical difficulties are 
regarded with suspicion. Yet in times 
of depression, the sound economic the- 
ories get all mixed up and their tend- 
ency to lead in different directions be- 
comes apparent to every one. We 
have, for instance, a theory that a 
government should operate on the 
principle of balancing its budget. We 
have another theory that public works 
are a good investment in times of dis- 
tress. We have a third theory that 
the government should not interfere 
with business. 

To satisfy all three of these theories 
at once, we go through the curious 
process of balancing part of the 
budget, which propitiates this partic- 
ular god. Then we spend money for 
public works through the device of 
government corporations, because we 
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‘of which is balanced is dangerous. 
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have a theory that corporations may 
act on judgment rather than principle. 
However, we are inclined to restrict 


~ „public works to things which we do not 

. need, to satisfy the theory that gov- 
ernment should not enter into busi- 
ness, which consists of producing the 


things which we do need. 
‘At this point, however, the Economy 


| League discovers that the government 


is not actually balancing its budget, 
and that having two budgets only one 
It 
discovers that the public works proj- 
ects are self-liquidating only in name, 


„and demand that they be restricted 
‘to those self-liquidating in fact. 


But 
because self-liquidating projects are 
businesslike in character, we again run 
into the notion that government com- 
petition in business stifles private ini- 
tiative and is a step toward socialism. 

In times of expansion we have no 
spiritual difficulties in getting the gov- 
ernment to add to the expansion. We 
do it by electing extravagant politi- 
cians and publicly complaining about 
them at the same time. We also en- 
courage loose banking by the simple 
device of preventing governmental 
regulation of banking except in its 
most superficial form, on the theory 
that government should not interfere 
with business. Thus the money gets 
out, and we keep our theories intact 
at the same time. 


EXAMINATION OF THEORIES 


The process of objectively examin- 
ing the theories behind our own in- 
stitutions rather than arguing their 
truth or falsity at first gives us a shock. 
We can discuss savage taboos and get 
to understand them. Then we may 
use our information in guiding the 
savages. ‘The same point of view to- 
ward our own institutions seems to 
undermine them. On the New York 
Post Office we find carved in stone 
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the following sentiment: “Neither 
snow nor rain nor heat nor gloom 
of night stays these couriers from the 
swift completion of their appointed 
rounds.” All this means is that mail 
will be delivered even in winter. So 
translated, however, it spoils the 
building. On the Washington Post 
Office is-a much more elaborate motto 
indicating that mail is only sent to 
nice people for laudable purposes. 
Yet if this motto were so stated, it 
would affect even the morale of the 
post-office employees. They would 
become casual toward an institution 
which demands loyalty and devotion. 
In the same way we find that if an 
economic principle is too critically ex- 
amined, it loses its emotional appeal 
as something which can always be re- 
lied on if let alone, and to which we 
therefore owe a blind loyalty and de- 
votion. Once take this atmosphere 
away, and the utility of the principle 
disappears. 

The idea that there are principles 
above political expediency and that 
political expediency can never be con- 
sidered a principle, is common to nearly 
all governmental philosophy except 
that of Machiavelli. By stating this 
solemnly, we immediately get a feeling 
of repose and certainty. It is a very 
useful attitude, because it may be 
stated and believed with equal fervor 
and equal effect by both the machine 
politician and the militant reformer. 
It is at the background of the abstract 
sciences of Jaw and economics. It lies 
beneath our fear of taking any un- 
precedented action in an emergency. 
It makes government stable in times 
of plenty. Yet it may even lead to 
revolution in fimes of distress, by pre- 
venting compromise between the old 
and the new. “It stops experimenta- 
tion, which is man’s greatest road to 
discovery. It hinders prediction, þe- 
cause it cómpels us to exclude as im- 
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moral and irrelevant all those factors 
which are not in accord with our 
chosen principle. 

The above is not intended as criti- 
cism or satire. No one who claims 
the objective point of view of an an- 
thropologist should either praise or 
criticize this universal human need 
for principles. It should be his prov- 
ince to examine it and to predict the 
behavior of governments, taking it 
into account. 

Knowing that abstract theories are 
as much a part of governmental insti- 
tutions as the persons who compose 
them, and that it is impossible to say 
which one follows ‘the other, because 
they are component parts of a whole, 
it becomes more important to under- 
stand the effects of these abstractions 
rather than their inherent soundness. 
Therefore one of the first inquiries 
should concern the types of persons 
who think up such formule. 


Toe STANDARD-MaxKING GROUPS 


Yet organized societies seem unable 
to get along without maintaining 
groups of people charged with the 
peculiar duty of setting standards 
which the government is supposed to 
live up to. Such standards, however, 
have only recently been set by econo- 
mists. This function, in times when 
ideas were less complicated than they 
are today, and before statistics were 
invented, was performed by the 
church. It seemed fitting and proper 
that a priestly dignitary should advise 
the king in the exercise of his divine 
right. The priest supplied the gov- 
ernment with the formule which were 
of sufficient emotional relevance to 
make masses of people move quietly 
and peaceably in obedience to princi- 
ples which were the résult of insight, 
learning, and study. Theories which 
were deemed not to have that effect 
were condemned as heresy.’ 


When in England men had begun 
to fall in love with neat syllogisms and 
logical arrangement, the lawyer came 
into his own as the maker of theories 
and phrases to support the govern- 
ment, with a theory that there was a 
rule of law above men. 

Today there are signs that legal the- 
ory is losing its luster. Lawyers them- 
selves for the past ten years have been 
getting out of touch with the fountain 
of their prestige, the courts. The 


, great lawyers some time since became 


merged in business enterprises. Trial 
of cases sank into insignificance. A 
vague and sprawling institution called 
American Business came to be en- 
dowed with the mystical qualities 
which ordained it to advise govern- 
ment. 

The prestige of business men as ad- 
visers was shortlived. They had no 
theory supported by accumulated and 
elaborate rationalizations which no 
one else had ever read. Therefore 
they could not blame their mistakes 
on people who did not follow their 
theory. When they failed, they per- 
sonally bore the full brunt of public 
criticisms. There is no evidence that 
they were less wise or more selfish than 
college professors, but they pretended 
to power without a formula of suffi- 
cient complication so that their own 
personalities could be merged in it. 
They had no general pretensions to an 
articulate science which would keep 
on improving the more they thought 
and wrote about it. The Supreme 
Court of the United States, fortified 
by thousands of volumes, can make 
mistakes and escape criticism for 
them, because the law is more impor- 
tant than the Court, and the Court 
embodies the law. But American 
business men without a separate the- 
ology remained simply American busi- 
ness men and were judged by their 
mistakes. 


Turorres Asout Economic THEORY 


There are signs everywhere that a 
new priesthood is arising, and that the 
economist has been ordained to fill it. 
Coke’s statement that there is a law 
above the king has given way to the 
statement that there are sound eco- 
nomic principles above the govern- 
ment. 

A new way of talking has brought 
new persons into the church. Tug- 
well, Warren, Rogers, Sprague are 
strange names to be in newspaper 
headlines in a government which in the 
past sought its most profound advice 
from men who talked like Daniel Web- 
ster and Elihu Root. Even the Con- 
stitution is changing into something 
that looks like an economic treatise, 
to the despair of old-fashioned lawyers. 
The rule of law is giving way, as an 
ideal, to the rule of sound economic 
principles. 


ELEMENTS OF EFFECTIVENESS 


In this situation we may draw a few 
conclusions as to what are the neces- 
sary elements of an economic theory 
if it is to be successful and effective in 
making whole groups of people march 
in step. The requirements are some- 
what paradoxical. 

If an economic theory is to perform 
this function it must be false, because 
it must oversimplify, and thus ignore 
the actual facts. The reasons for this 
are™bvious. In the first place, the 
theory must induce every one to be- 
lieve that he is working under the best 
possible economic arrangement. If 
he thought otherwise, those who were 
in less fortunate positions might make 
considerable bother, and we could not 
answer them by calling them danger- 
ous radicals. We are entirely too 
sentimental to say to the dissenters: 
“We support the present economic 
arrangement because it keeps us up, 
and you down.” We must say that 
we support it because it is the only 
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theory which is consistent with the 
laws of God (if the ruling institution 
is a church), with the emotion of 
patriotism (if the ruling institution is 
a nation in time of war), or with a 
whole set of fundamental things like 
the law of supply and demand, non- 
governmental interference in business, 
the superior efficiency of private enter- 
prise, the gold standard, or the na- 
tional credit, if the ruling institution 
bases its justification on the argu- 
mentative technique of modern eco- 
nomics. We must be able to say that 
the institution is in tune and in rhythm 
with certain fundamental laws or prin- 
ciples which exist independently of it- 
self, and therefore any unfortunate 
results are mere accidents. Of course 
this is never true; yet we must believeit, 
or our economic theory is meffective. 

In the second place, the theory must 
induce us to think that no other in- 
stitution is as good as ours. This is 
not difficult—indeed it is difficult to 
escape believing it. But we must ex- 
press that belief elaborately enough 
so that we think we are proving it in- 
stead of just saying it. It is obviously 
never completely true; yet our theory 
must say that it is true, or it loses its 
outline and becomes ineffective. 

In the third place, the theory must 
be simple enough for every one to un- 
derstand. For example, the economic 
theory in favor of private banking 
must arise from deep-seated and very 
simple emotions. For illustration, the 
largest bank in Chicago at the end of 
its lobby has a motto to the general 
effect that America has a system of 
banking which in strength and sound- 
ness surpasses any other system in the 
world. Here Wwe have economic the- 
ory effectively in operation. Its posi- 
tion in the lobby gives it a dignity 
which by implication cites the writings 
and learnings of all sound economic 


thought, 
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In the fourth place, the theory must 
be elaborated sufficiently so that those 
who choose to study it can honestly 
feel that they have an advantage over 
those who do not. For example, if a 
social worker wants the state to build 
houses for humanitarian reasons, that 
request simply shows the impractica- 
bility of social workers. An econo- 
mist, by showing us that housing is an 
indirect way of furthering fundamen- 
tal economic principles exactly like the 
sound old principles we are used to, 
and has nothing to do with humani- 
tarian reasons except incidentally, 
makes us see that building houses 
may, after all, be economically sound. 
It is the same manner of thinking 
which in the law makes a humani- 
tarian argument look loose and vision- 
ary, whereas the same argument 
couched in the heavy terminology of 
equitable remedies appears to become 
a pillar of a great structure. 

In the fifth place, the theory must 
always be concerned with making 
precedents for the future, instead 
of relieving present inconvenience. 
Present inconvenience can be relieved 
only by relying on a theory of emer- 
gency—which is the negation of the- 
ory. In war, principles disappear in 
favor of objectives. We do not refuse 
to win a particular battle because the 
methods might make a bad precedent 
for the next battle. But in times of 
peace it is considered ignoble to sacri- 
fice a principle of future conduct for 
a present advantage. 


HISTORICAL ILLUSTRATIONS 


The object lessons showing the folly 
of departing from principle are found 
in history. History, “for example, 
teaches us that the gold standard is 
better than a managed currency. It 
does this by showing that when na- 
tions departed from the gold standard 
they got into trouble which was caused 
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by the departure from that standard. 
if they got into trouble while follow- 
ing the gold standard, history shows 
us that the trouble resulted from other 
causes. 

Thus, it was German inflation which. 
ruined Germany. The fact that 
Germany had to repudiate her in- 
debtedness and that other forms of 
liquidation were psychological impos- 
sibilities 1s not relevant. The alter- 
native of what Germany might have 

done had she not inflated is not seri- 

ously elaborated. The reason is that 
if these matters are gone into, the 
situation becomes so intolerably com- 
plicated that it teaches no lesson at 
all; just as when we go into all the 
motivating forces which lead to a 
criminal career we find it utterly un- 
fitted to teach moral lessons to the 
young. You cannot get moral lessons 
about the consequences of taking a 
first drink out of any first-rate psycho- 
logical investigation of a criminal 
career, In the same way you cannot 
draw moral lessons from economic his- 
tory for the guidance of the present, 
without leaving out all facts which 
interfere with your moral lesson. 


Wuere Dors tor BLAME REST? 


A final requisite of all governmental 
theory, whether it be founded upon the 
church, the law, or economics, mgt 
be some form of the doctrine of Ægi- 
nal sin. It is almost impossible for 
an economist who desires an audience 
to escape this. Governmental princi- 
ples involve some sort of an assump- 
tion of group free will. If we are ad- 
vocating an ancient principle when 
times are bad, we must prove dha: the 
principle is not to blame. Thérefore, 
the human race who operated under 
the principle must assume it. The 
conception of group sin is not néces- 
sary if we are arguing that the prin- 
ciple is wrong. Thus, inflation was 
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the cause of Germany’s recent diffi- 
culties, and not the action of the Ger- 
man in carrying it too far. If, how- 
ever, we were arguing that the theory 
of inflation was right, we could do so 
by blaming the people who operated 
under it. Thus, in arguing that the 
gold standard is a correct theory, we 
must point out that the recent col- 
lapse of the credit structure was not 
the fault of the standard, but of the 
people. 

Therefore it is not surprising that 
today economic dispute is filled with 
the doctrine of original sin. I cite 
some random examples. The New 
York Times congratulates Dr. Sprague 
for his sound judgment in holding 
every one who made business decisions 
in the past fifteen years responsible 
for the depression. Dr. Sprague spoke 
as follows: “We were all miserable 
sinners, bankers as a class no more 
and no less than the rest of the com- 
munity.” The editorial cites as ad- 
ditional support to this theory of eco- 
nomic sin, Alfred E. Smith, who used 
to be a Socialist but who is now in his 

f : : 
homely way gifted with profound eco- 
nomic insight. Mr. Smith says: 

The fundamental cause [of the depres- 
sion] was as old as original sin. Stubborn 
human nature is basically responsible for 
the world’s economic miseries and it is only 
by raising the general level of human char- 
“Pcter throughout the world that a new 
Su qety . . can be brought about. It 
can’t be done by magic, fiat, hokus pokus 
or mere experimentation. 


There seems to be something 
vaguely familiar in this economie dis- 
covery, which reminds us of the words 
of an older set of governmental ad- 
visersg, “. .. We have left undone 
those ‘things which we ought to have 
done; and we have done those things 
which we ought not to have done; and 
there is no health in us.” 

The power of this simple argu- 


` mentative device throughout the ages 


is unquestioned. It makes us satis- 
fied with what we have been thinking 
by showing that our theories were not 
to blame. It prevents others from 
proving to us that it is our theories 
that were wrong. It presupposes a 
start of group free will. It is an es- 
sential dialectic weapon in the armory 
of the preacher. It also stops experi- 
mentation. It succeeds im arresting 
discoveries. It successfully delayed 
the psychical and medical sciences for 
hundreds of years. It is today equally 
successful in delaying the techniques 
of social reorganization. 


Cuancreo Concert NEEDED 


This paper is not directed at a proof 
that economic theory is illogical. It 
is rather an attempt to examine the 
effect of logical theories on human in- 
stitutions. This is somewhat dam- 
aging to the old concept of a rational 
man, but it promotes freedom to de- 
velop the kind of techniques which 
can come only from experimentation 
rather than reflection. The old con- 
cept of a moral man stood in the way 
of the science of psychology for hun- 
dreds of years. The intellectual dis- 
comfort caused when he disappeared 
was real. It was thought that the 
psychiatrists were sending the world 
to the Devil. Today we find even’ 
shop girls talking objectively about 
complexes. And we find real thera- 
peutic techniques developing from 
psychiatric experimentation. A simi- 
lar attitude toward the rational man 
may lead to new governmental tech- 
niques. S 

If we could only consider theory as 
part of, rather than as a cause of, gov- 
ernmental Institutions, and realize 
that such institutions i in their different 
aspects require contradictory theories, 
we should be less troubled by abstract 
soundness or ungoundness, and more 


84 THE ANNALS oF THE ÅMERICAN ACADEMY 


concerned with questions of practical 
effect. We should be less worried 
about tendencies in the future, and 
more concerned with the distribution 
of goods in the present. 

In the legislation of today we may 
see, as we have not-been able to see 
formerly in this generation, how our 
ancient and accepted doctrines are 
capable of leading us in all sorts of 
directions at the same time. We may 

‘begin to realize that old and tested 
principles have not been the rules upon 
which government acted, but the illu- 
sions and dreams which held it to- 
gether and made us support it. Just 
as only the psychiatric point of view 
can bring us to realize the conflict be- 
tween the various ideals which moti- 
vate the individual, so only from the 
anthropological point of view may we 
see the inevitable conflict in the com- 
plex of the legal, economic, and ethical 
ideals of a society. Just as we may 
more easily study the nature of human 
illusions in a psychopathic personal- 
ity, so we may learn better about the 
nature of governmental principles in 
times of economic distress. We can 
note that in a world where political and 
economic thought must always look 
backward, it is inevitable that reforms 
shall come long after the institution 
which needs reforming has vanished. 

We are therefore not surprised that 
reforms seldom work out the way they 
were planned. A securities act is 
passed upon the theory that we live 
in a world of horse traders, and that 
the function of government is to keep 
horse trading honest. It is based on 
the conception that if we protect wise 
and careful people, the effects of fool- 
ish people’s losing their money will be 
economically negligible. Since the in- 
stitution envisaged by the Securities 
Act is not to be found in our society 
—since losses by foolish people are just 
as economically disturbing as losses by 


wise people—it is not surprising that 
underwriters find difficulties in com- 
plying with it. Yet the act may have 
great significance as a method by 
which power is shifted from the bank- 
Ing group to some other group who 
will exercise it differently. Even if 
based on incorrect assumptions, this 
shift may well be worth an experiment. 
The experiment may, as experiments 
often do, give us light beyond the the- 
ories which induced us to make it. 


, EXPERIMENTATION AND Procress 


For the past one hundred years, it 
has been almost impossible to think of 
government apart from fundamental 
and guiding principles. Governmento 
through the exercise of judgment, 
seemed too much allied to the tyranny 
of the Stuart kings. Therefore, that 
portion of government which was per- 
mitted to experiment, to develop tech- 
niques of organization, and to act on 
day-to-day emergencies, grew up un- 
der the name of business. Freed from 
dialectic criticism of its innovations, 
American Business began to experi- 
ment, and in the development of effi- 
cient organization for the production 
and distribution of goods became the 
marvel of the world. The techniques 
of institutions which went under the 
name of government, however, re- 
mained stationary. It became im- 
possible for inventive and ingenious 
people to be happy in trying to con- 
form to them. Hence arose the notion 
that government was somehow inher- 
ently inefficient. What this really 
meant was that in an institution 
which is always thinking about prece- 
dents for the future, individual experi- 
ment and discovery must not be 
openly carried on. In so far as de- 
velopments were made, they were ac- 
complished sub rosa, by persons called 
politicians, who were tolerated only 
because they were essential. They 
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were supposed to be bad, but at least 
they were better than a bureaucracy, 
Le., a government which could openly 
exercise Judgment. 

Only in war time, when the govern- 
ment was freed from the atmosphere 
of fundamental principle by the gen- 
eral idea of an emergency, did the 
government actually put objectives 
above methods. In war there was no 
economics, because war was not sup- 
posed to be economical. Hence, dur- 
ing war time, government in actual 
efficiency superseded the anarchy df 
private organization. A government 
which was supposed to be inherently 
incapable of running railroads was 
compelled to take over the railroads. 

Starting with the somewhat non- 
sensical notion that winning wars was 
the chief object of human life, we 
found a great people marching in step, 
disregarding self beyond the wildest 
dreams of the socialist. Somehow, out 
of the French Revolution we had ac- 
cepted without examination the ideal 
of the nation state, subordinating 
everything including our rational proc- 
esses to that ideal. There is no ques- 
tion that we have been successful since 
the French Revolution in fighting big- 
ger and more efficient wars than were 
thought possible before peoples would 
accept the universal draft, and in the 
days when armies had to be hired. 
We discovered much about organiza- 
tion. There is no doubt that the huge 
departments now growing up at Wash- 
ington would have been more difficult 
without our war experience. It is 
noteworthy that our chief social or- 
ganizer, General Johnson, is only re- 
peating lessons he learned in the war. 

Today we find a philosophy of gov- 
ernment which permits day-to-day 
action in times of peace. The ideal 
substitutes for the sacredness of the 
nation state, the sacredness of the dis- 
tribution of goods. Instead of coming 


from the French Revolution, we find it 
sweeping across the seas from Russia. 
It is a simple idea. In the past we 
learned the techniques of organization 
from an unprincipled business which 
could experiment. Today we find a 
slogan formulated that government 
can also experiment. We find govern- 
ment officials frankly trying one thing 
and then trying another, without be- 
ing unduly disturbed. We find the 
American people accepting this philos- 
ophy, in spite of the protests of men 
schooled in a less objective type of 
thinking. 


SHALL EMERGENCY STANDARDS 
Become PERMANENT? 


The word “emergency” occurs over 
and over in recent legislation. No one 
can predict the possibilities of discov- 
ery in the technique of government 1f 
this were accepted as a legitimate ideal. 
Just as American business, with its 
freedom from the restrictions of an- 
cient precedent, moved far ahead of 
that of other countries, so American 
government, with the same freedom, 
may make similar advances. 

It is true that it will be difficult both 
for liberals and for conservatives to ac- 
cept the idea that government is just 
one emergency after another. It in- 
volves treating the theories which have 
been treasured for generations as mere 
slogans with which to move people. It 
means that rapid changes in shifting 
power from one group to another may 
be possible. This was hailed as the 
great merit of American business. It 
is not so easy to hail it as a merit of 
government. It means that the gov- 
ernment may always concentrate upon 
an objective,and regard the means as 
secondary, just as business men have 
done. It may be judged by its results 
instead of on the basis of speculation 
as to tendencies, just as is our custom 
in time of war. + 
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Of course, if the word “emergency” 
is once adopted, it is logically possible 
to treat everything as an emergency. 
Yet this should not be feared by the 
political scientist. He should remem- 
ber that adherence to principle and 
fear of tendencies have always been 
the chief obstacles to human discov- 


ery. He should be comforted against : 
the fear of carrying experiments too, 


far by the thought that the human 
race has caused itself more suffering 
because of its theories than by all the 
experiments ever conducted. Revolu- 
tions are not carried on by experimen- 
talists, but by people who believe in 
theories with a fanaticism which allows 
them cheerfully to kill any one who 
disagrees with even the details of their 
abstract formule. 

The political scientist who agrees 
‘that it is desirable to distribute goods 
must know that his chief obstacle is 
the effect of human attitudes on any 
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scheme which he may devise. His 
chief ‘problem is therefore in the 
technique of public acceptance. Here, 
though the problem might .be called 
psychological, he will find little help 
from the psychologist, who is busy with 
his own set of metaphysics. There- 
fore the.great field of discovery is his 
if he chooses to take it. He may try 


to learn how to harness the emotional - 


reactions of people to words, and 
make them a tremendous source of . 
motive power. In times of confusion 
of tongues and theories we may have 


_an opportunity which has not hitherto 


been before us, to concentrate on 
objectives and not principles, and 
to examine society with scientific 
interest instead of with prejudice. 
We may yet be able to learn as 
much about ourselves by ‘standing 
outside our culture and looking on 
as we have been able to learn about 
savages. 


Mr. Thurman. Arnold is special assistant to the 
general counsel of the Agricultural Adjustment Ad- 
ministration. He has been professor of law at Yale 
University since 1931. He was formerly lecturer in 
law at the University of Wyoming, and dean of the 
College of Law at West Virginia University. He 
was a practicing lawyer at Laramie, Wyoming, from 
1919 to 1927, and was mayor of that city m 1923-24. 
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The New Relations Between Business and Government 


By Exwarp A. FLenn 


FEW years ago American business 
men were thrilled by a phrase. 


As is so often the case when people.are . 


thrilled by phrases, the phrase did not 
mean anything. it was: “Less Gov- 
ernment in Business and More Busi- 
ness in Government.” 

Now, that phrase sounds all right, 


but the words do not make sense. If. 


you had asked the business men who 
were worshipfully repeating this slogan 
Just what they meant by “Business” 
and by’ “Government,” they would 
quite generally have agreed, I think, 
that business is trading for profit and 
that government is the orderly ar- 
rangement of human affairs. But 
what then becomes of the precious 
slogan? “Less Orderly Arrangement 
of Human Affairs in Business and 
More Trading for Profit in Govern- 
ment.” Thrilling, is it not? But we 
took it seriously. That is what was 
the matter with us. We not only sold 
goods but elected Presidents on that 
issue. 

This, I wish it understood, is not a 
_ partisan criticism. Both of our politi- 
cal parties were suffering from the 
same kind of nervous disorder, under 
which the phrase I have quoted seemed 
for the time being to be sense instead 
of nonsense. 

Many a man has looked back to the 
doings of the night before with con- 
siderable mystification. Why did he 
wear his coat inside out? Why did 
he climb that lamp-post and throw 
his shoes at the traffic cop? And 
the only intellectually satisfying an- 
swer is that tt seemed like a good idea 
at the time. 

But what has really happened in 


the case of this poor penitent? There 


‘are new relations now, apparently, be- 


tween him and government as repre- 
sented by the man in uniform. Fora 
moment last night, he was seemingly 
superior to the government. The po- 
liceman was simply a nice bright tar- 
get at whom one, if he felt that way, 
would just naturally'want to throw his 
shoes. But things seem altogether dif- 
ferent in the morning; and the gentle- 
man in question, if his head is not yet 
quite clear, may remark that times 
have changed. 

On further reflection, however, I 
think we must agree that, although 
times have undoubtedly changed 
somewhat during the night, the sig- 
nificant change has been not in the 
times but in the man. He is under 
government regulation now, whereas 
for a few moments during the night 
he did not seem to be. But he is not 
in a new world, not even in a new era 
in the sense in which many people use 
the term. For there never was a world 
or an era, excepting in this poor fel- 
low’s imagination, where it was either 
logical or right for him to exert his 
sturdy individual initiative in the way 
he did. 


Recoenition oF Existinc Laws 


It is necessary to draw this fine dis- 
tinction between objective and sub- 
jective changes if we are to discover 
the really new relations between busi- 
ness and government. This 7s a new 
world in which we are now living, but 
it is not a wérld which came suddenly 
into existence last March. This is a 
new era, but the era dates from the 
development of trade and of mass pro- 
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duction processes—not from the pas- 
sage of the Recovery Act. The NRA 
and the other parts of the President’s 
program have not repealed .a single 
fundamental law of the social order of 


1929" or-of 1919. They have ’simply — 
recognized the fundamental laws of . 
that order—laws which for the time. 


being werė cheerfully disregarded. 

The recognition of our. responsibili- 
ties in a machine age has come upon 
us suddenly, after three or four years 
of headache; but the responsibilities 
existed long before they were recog- 
nized. ‘They existed in prévious ad- 
ministrations quite as definitely as 
they exist today; and had we then 
looked realistically at the world in 
which we were living, we would have 
taken much the same attitude and 
much the same course that we are 
taking now. But we did not look at 
our machine world realistically. We 
looked at it on the one hand according 
to the patterns of thought which had 
béen developed in agrarian and patri- 
archal civilizations, and on the other 
hand according to our own inflamed 
imaginations. 

When Democracy decreed that the 
people should rulé instead of the sov- 
ereign, it was easier for many of the 
people to become imbued with a sense 
of the majesty of their new position 
than with a sense of its responsibil- 
ity. The people were now sovereigns, 
they reflected, and being sovereigns 
sounded attractive to such democrats. 
They could not, however, actually be- 
come kings; but they could get drunk 
and tell themselvés how big they were; 
so millions of them did just that, and 
democracy was almost lost in the 
shuffle. ° 

Similarly, when modern machinery 
made it not only possiblé@ but impera- 
tive from the true business standpoint 
that thé masses should live lives of 
comfort and of leisure, traditional 
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thinking and inflamed imagination 
kept us from grasping the real na- 
ture of the problem. The masses were 
almost unanimously willing to get rich, 
and they had no end of energy to de- 


‘vote to the process; but each tried to 


get rich in the new order according to 
the formula by which people had be- 
come rich in the old order. Many, 
indeed, became rich, and a hundred 
millionaires grew where one had grown 
before; but millions of the masses were 
trampled in the process and lost their 

uying power, the machinery of pro- 
duction choked with its own product, 
unemployment spread like a pestilence, 
and the world starved in the midst of 
plenty. 


Orp LABELS on New RELATIONS 


New conditions were forever creat- 
ing new human relations. But we had 
no labels, no tags, with which to dis- 
tinguish these new relations from the 
relations which had formerly existed; 
so we put our old tags on them and 
let it go at that. This is a very easy 
thing to do. It saves time. It saves 
thought. It keeps us for a while in a 
fine romantic frenzy and renders us 
immune from sobriety. But the for- 
mula cannot abolish the facts which 
it ignores. If the facts could only be 
abolished, if Evolution could be fooled, 
or if Natural Law would only take 
cognizance of our state of mind and 
govern itself accordingly, then we 
would never have to wake up, and no 
New Deal would be necessary. 

The law of life in early America was 
that families should support them- 
sélves on the land: and our codes and 
statutes weré derived mainly from that 
law of life. That would not have been 
the law if there had not been any land; 
and when, in the course of human 
events, life became organized so that 
not many American families could pos- 
sibly support themselves on the land, 
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it ceased to be the law, and any pre- 
tense that it was still the law was 
fantastic. We Americans, however, 
hugged the fantasy. Actually, we or- 
ganized our affairs away from the self- 


contained, little-community principle,- 


into a system of great collective en- 
terprises. When we thought of law, 
however, and when we thought of gov- 
ernment, we simply slapped the little- 
community tags on the big-community 
processes and called it a day. 


INDIVIDUAL INITIATIVE ; 


We still insist, for instance, that it 
is up to every man to support his fam- 
ily. Nothing can take the place, we 
say, of individual initiative. Now, 
that is true, but it does not happen 
to have anything to do with the case. 
Individual initiative (and Pm for it) 
cannot accomplish anything by itself. 
It has to have something to act on. 
With all due respect to the American 
pioneers, they could not have raised a 
single turnip with their individual in- 
itiative alone. They had to have land 
in order to raise turnips, and they had 
plenty of land. 

The modern American, in order to 
support his family, usually needs a job; 
and modern American jobs as a rule 
are not jobs which can be created on 
the initiative of the modern American 
worker. Somebody, to be sure, has to 
initiate these jobs. But they are now 
initiated mostly in business and finan- 
cial offices, and sometimes in labora- 
tories devoted to business or scientific 
research. Each individual on his own 
initiative may still start an independ- 
ent business m which there will be 
little independence and less business, 
or may still go out and sell lead pen- 
ciis on the street corner, or offer to do 
chores around somebody else’s house. 
But not many can support their fami- 
lies by such activities. They cannot 
solve the problem of living, as the early 


American could solve it when he set- 
tled on the land.: 

The trouble now, it must be kept m 
mind, is not that the land has all been 
taken up. What has happened is that 
we have changed from an agricultural 
to a business civilization, in which 
everybody, including the farmers, is 
dependent upon the institution of 
trade. There ‘is as much individual 
initiative as ever in America (more, 
in fact, for there are more Ameri- 
cans than ever); but for individual 
initiative to be economically effective 
now, it has to be applied within the 
mechanism of modern production and 
distribution. 

Most of our talk, then, about our 
once having lived in an era of individ- 
ual initiative and now approaching an 
era in which we must dispense with it, 
is simply beside the point. We are 
not even changing from a planless to 
a planned economic order; for there 
could be no economic order without 
constant planning. The patriarch had 
to plan. The Indian tribes had to 
plan. The early American pioneer had 
to plan; and the business man has al- 
ways had to plan. What is happen- 
ing now is simply an effort to make 
our plans fit in with the actual facts 
of present-day conditions, instead of 
slapping ancient labels on the new 
conditions and then planning accord- 
ing to the labels. , One process exerts 
as much individual initiative as the 
other; but planning with relation to 
the realities is one thing, and planning 
with relation to our superstitions or 
our states of mind is another. It re- 
quired planning to climb that lamp- 
post; but the plan was not socially 
feasible. 4 


GOVERNMENT’, VISIBLE AND INVISIBLE 


In the days when industry «was de- 
veloping in America under the auspices 
of an agrarian tradition, government 
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went on as usual trying to effect an 
orderly arrangement of human affairs. 
The development of industry, how- 
ever, brought on a whole new batch 
of human affairs with which the insti- 
tution which we called our government 
did not try to deal. There was, there- 
fore, increasing disorder; strikes, for in- 
stance. If any one had said that it 
was the province of government to 
eliminate strikes, he would scarcely 
have had a hearing. It was not con- 
sidered the business of government to 
study strikes and to find out what they 
were. So the government contented 
itself with trying to police strikes, and 
the disorders grew. 

The government was supposed to be 
impartial, but there was a joker in 
that. One might think at first that, 
the government being democratic and 
there being so many workers and so 
few employers, any partiality that the 
government did show would be shown 
toward labor. But hardly. The real 
situation was that the government, if 
not actually bribed and corrupted, was 
trying to be impartial as between the 
property rights of employers, which 
the government thoroughly under- 
stood, and the right of the workers to 
get a decent living in the only world 
in which they could possibly live; and 
that was a right which our agrarian 
minds did not understand. 

So far as the government was aware, 
there was no industrial order. It was 
something entirely new; and the gov- 
ernment got its ideas not from study- 
ing new conditions but from studying 
ancient precedents. From the stand- 
point of government, then, industrial 
relations were nothing to worry about. 
There were, as always, just a lot of 
people. Some of them were doing well 
and some were not; but they would all 
have to obey the laws which grew out 
of human experience when human re- 
lations were what they were, regardless 
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of what they might have become in 
the meantime. 

The political government’s attempt 
to keep its hands off from these new 
human relations did not result in uni- 
versal satisfaction. There had to be 
government in business, for one thing, 
whether the visible government fur- 
nished it or not. So an invisible 
government furnished it—an invisible 
government composed of employers 
and financiers. The invisible govern- 
ment presently controlled the visible 
government. It furnished the cam- 
paign funds. It exerted financial pres- 
sure on legislatures and courts; and it 
not only misgoverned the country at 
large, but it misgoverned the very en- ` 
terprises which it was designed to pro- 
tect, and brought them very often to 
ruin. 

Even the business giants, our great 
captains of industry, did not, it now 
appears, know what were the actual 
new relations which had been set up 
by business. Although production in- 
creased so rapidly that new markets 
were absolutely imperative, they kept 
wages as low as possible and thereby 
kept buying power at a minimum. 
They, too, were obsessed by the agra- 
rian tradition; and instead of perceiv- 
ing the general interdependence which 
the new order had brought about, 
they looked upon finance and indus- 
try as private fields for them to farm. 
Nevertheless, somebody had to make 
the laws governing this new world; and 
until somebody did do it, that invisi- 
ble government, bad as it was, could 
not be overthrown. 

There is nothing new in govern- 
ment’s decreeing the hours which 
workingmen shall work. The invisible 
government did that. It decreed that 
men should work twelve hours, so that 
there would always be a sufficiently 
great surplus of unemployed to keep 
the market price of labor down. What 
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is new is that our government is again 
becoming visible; and it is our govern- 
ment again, in fact as well as in theory. 
It is our government because it is at 
last visibly dealing with the world in 
which we really live. 

To keep government out of the pro- 
duction and distribution of life’s neces- 
sities is, of course, impossible; but were 
it possible, it would be equivalent to 
keeping government out of human life. 
Under the old conditions, when our 
visible government was forever trying 
to follow its famous “Hands Off” pol- 
icy, it was always finding its hands 
full. Because it refused to deal with 
the cause of strikes, it was kept busy 
with their effects. Because it did not 
deal with the problem of unemploy- 
ment, it had to deal with the plight of 
the unemployed. Because it had noth- 
ing to say about the distribution of 
wealth, it was constantly confronted 
with crises caused by adequate dis- 
tribution, which some stick-in-the- 
mud traditionalists still refer to as 
“overproduction.” 


Freepom CURTAILED OR ENHANCED? 


There is much loose talk at present 
concerning the passing of our liberties, 
and the thousand-and-one ways in 
which our government is now sup- 
posed to be interfering with our lives. 
One would think, to read some of the 
comments, that every American was 
once free to go his own individual way, 
but that we have now come upon a 
time when we cannnot budge an inch 
in any direction without bumping up 
against some governmental regulation. 
The fact is that we are now on the 
march toward freedom, and there is 
more liberty in the United States to- 
day than there has been in many 
decades. 

In early America, people could not 
go in any way they happened to feel 
like going. ‘They might have felt like 


flying, but they could not fly. As in 
every other human society, past and 
present, they had to accept the re- 
straints of existing conditions; and the 
greatest freedom which any govern- 
ment could bestow was the freedom 
to live according to some code which 
took full cognizance of actual condi- 
tions. So early Americans, if they 
were not slaves, were free to go the 
agrarian way, under such laws as might 
be necessary in an agrarian age. Be- 
cause people understood the agrarian 
age, most of them naturally obeyed its 
laws and did not consider such neces- 
sary obedience as any curtailment of 
their freedom. 

When we came into the machine age, 
however, we did not understand its 
laws. We did not know that we would 
now be compelled to find an entirely 
new way of life. Incidentally we lost 
our old freedom, but we did not realize 
it at the time, for agrarian freedom 
was still on the statute books and ab- 
sent only from actual life. We could 
still till the soil, the only difference be- 
tween us and the early settlers being 
that, although we were employing 
vastly more productive methods, we 
could not make a living out of agri- 
culture, and they could. Because we 
did not know the laws of the machine 
age, we could not establish any code 
of human procedure which would not 
Inevitably bring us to disaster. Des- 
perately, frantically, we passed mil- 
lions of laws, and our government be- 
came big and bulky and expensive. 
Not until today, however, have we 
adopted the expedient of relating our 
visible government to our new and 
necessary way of life. 

I have set forth this general state- 
ment of the mew relations of business 
and government rather than attempt- 
ing to deal with a multiplicity of de- 
tails, because unless one sees the whole 
picture, each detail is pretty sure to 
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mystify him. He may then think of 
each code and each new restriction of 
business practice as one more curtail- 
ment of our liberties; whereas, if the 
codes are based upon actual fact-find- 
ing, and the restrictions are not im- 
posed by an outsidé power but are 
inherent in the nature of the new con- 
ditions, they will prove to be the way 
to liberty. 


Cuancep Mzprum or EXCHANGE 
NEEDED k 


Since the machine age is an age of 
invention and of constantly increasmg 
ability to produce, the first principle 
of its government must be to provide 
for adequate consumption. Granted 
that it is dangerous to tinker with the 
currency, we know that the traditional 
dollar will not avail us now, and we 
must devise a medium of exchange 
which will certainly facilitate such an 
exchange of goods and services that 
poverty will be abolished and the 
masses everywhere be assured of an 
ever increasing standard of living com- 
mensurate with our ever increasing 
ability to produce. 

The dollar heretofore has been fun- 
damentally an agrarian dollar. It was 
a dollar to be spent only if its owner 
could not get along without the thing 
he spent it for, and to be saved mostly 
for purposes of investment. It was a 
dollar to be loaned upon certain prop- 
erty as security, and to draw interest 
whether the borrower used it success- 
fully or not, or whether, as in war, he 
used it solely for purposes of destruc- 
tion. And it wasa dollar to be handed 
down, with all its accrued interest, and 
its interest upon interest, generation 
after generation, to serve as a perpet- 
ual drain upon our productive activi- 
ties, until in the course of time the 
world became so burdened with debt 
that it could not carry on its normal 
functions. 
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One of the necessities of legislation, 
then, is an amortization clause in every 
long-term debt, limiting the life of such 
a debt to the life of its usefulness. 
Another is the absorption, by inherit- 
ance taxes, of those fortunes which 
place power over millions of lives in 
the hands of irresponsible, inefficient, 
untrained persons whose sole claim to 
this vital power is based not upon any- 
thing which they contribute to society, 
but solely on what they have received 
from society. 


Tue PROFIT SYSTEM 


I cannot see, as hard as I have tried 
to follow the arguments of those who 
favor it, that we need any legislation 
looking toward the elimination of prof- 
its. If production and distribution are 
once organized for the greatest possi- 
ble human service, the wages of such 
organizers, I believe, will be higher 
than ever. Profits, it seems to me, are 
the legitimate wages of capital which 
is being used for human service. It is 
the accumulation of profits into useless 
and even dangerous reservoirs of dis- 
service, against which our new civiliza- 
tion must guard. 

It is one of the possible eventualities, 
of course, that the profit system will 
be destroyed. But if it is destroyed 
in America, I am sure it will not be 
destroyed by Communists or techno- 
crats. It will be destroyed by those 
very business men who believe most 
profoundly in the profit system and 
are shouting most loudly about indi- 
vidual initiative. If these men can- 
not see that the President’s recovery 
program is their program-—their way 
out of chaos—but insist instead upon 
some program in which business shall 
not be organized and codrdinated to 
serve, the Administration may be 
caught in the logic of events and be 
forced farther and farther to the left, 
even to a program which will leave 
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private business out of its calculations. 
At present, however, I see no danger 
of this. Practically all America seems 
to be behind the President in his great 
effort to discover the underlying laws 
governing production and distribution 
and thus to effect an orderly arrange- 
ment of the processes.. . 

Many seem mystified at present be- 
cause our Administration in this crisis 
has sought counsel from professors in- 
stead of lawyers. It was inevitable. 
When we want to discover precedents 
—the established practice—we must 
consult lawyers. When we must learn 
about things which are not yet known, 
we must go to men of science. 


DistrisuTion oF WEALTH 


In every study of the new conditions 
and the new relations between busi- 
ness and government, it should be re- 
membered that something vastly more 
significant is aimed at than a mere re- 
distribution of wealth. No redistri- 
bution of present wealth, however 
inequitably it may now be distributed, 
can solve our problems. What we 
want is security and continuity in the 
operation of our economic mechanism, 
and the assurance that more produc- 
tive methods will always bring greater 
benefits and greater leisure to the 
masses. To the masses this naturally 
seems attractive. To the business man 
it is imperative; for if the masses do 
not buy, and are not provided with 
both power to buy and leisure to con- 
sume, business can never again be 
profitable for any long period. 

There is no mystery about this whole 
procedure. Weare simply effecting an 
orderly arrangement of the world in 
which we live, instead of trying longer 
to live in that world under the laws 
governing a world which has passed 
away. We are rather belated in get- 
ting at it, and our tardiness has al- 
ready cost us one world war, and one 


depression which was in many respects 
more devastating than war. 

This is a world of mass production, 
and it must become a world of mass 
consumption. This means that every- 
body must do his part—as a consumer. 
That and that only will keep produc- 
tion running smoothly. 

As to where the necessary funds are 
to come from, there is no very serious 
problem. For money is not wealth but 
a medium of exchange of goods and 
services, Let us once agree as to the 
goods and services it would be mutu- 
ally profitable for us to exchange, and 
it will not be difficult to find a medium. 
We must use money and credit, and 
we must devote our business and finan- 
cial thought to the one aim of promot- 
ing mass consumption. It will not cost 
anything. What costs us more than 
we can pay is nonconsumption. Where 
there is no consumption there can be 
no business, no production, no income 
to pay for anything. Only where there 
is maximum consumption can there be 
maximum income and maximum abil- 
ity to pay for everything, including the 
cost of government. 


Co6PERATION OF BUSINESS AND 
GOVERNMENT 


Business and government, then, must 
cooperate in eliminating unemploy- 
ment and in arranging for an adequate 
income to those too young and those 
too old to work, lest by their failure 
to consume, they clog the wheels of 
industry. They must also plan to- 
gether to eliminate waste, so that hu- 
man labor may produce the greatest 
human results. Merely employing 
everybody will not do; for if labor is 
employed ineffectively, its wages and 
its plane of [ving must be low. / 

In the past, when business did not 
perceive the business necessity of 
increasing mass buying power in ac- 
cordancé with every increase in indus- 
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trial productivity, labor was rightly 
suspicious of efforts toward efficiency. 
Many employers who believed in high 
wages, indeed, have been afraid to pay 
them lest their competitors would not 
do the same. Only by governmental 
coöperation, then, and by official en- 
forcement of the plain law of pros- 
perity, could prosperity be created. 
We have been living for several 
generations within a business civiliza- 
tion; but we have had no understand- 
ing of what business is for, and business 
has remained uncivilized. We thought 
we were governed by the almighty dol- 
lar, but that dollar became so drunk 
and disorderly that it could not solve 
our human problems. No wonder. It 
was a financier’s dollar, and business 
is not for finance. Sometimes it was 
a producer’s dollar, and business is 
not for production. But now we are 
beginning to understand. We are 
learning that business is for the con- 
sumer—the mass consumer. Only 


with that understanding, and only as 
we exalt and reverence the consumer’s 
dollar, can we effect an orderly arrange- 
ment of human affairs. 

We may have thought in the past 
of business and government as if they 
were two separate and mutually jeal- 
ous entities, each telling the other, 
“Thus far and no farther shalt thou 
go.” But that picture must vanish 
now. Business is trading for profit. 
Government is the orderly arrange- 
ment of human affairs. Unless this 
trade is a real trade, however, unless 
it is an actual exchange of human serv- 
ices, and unless the transaction is 
profitable to all concerned, it is not 
good business. On the other hand, un- 
less the government does bring order 
into the processes upon which the life 
and welfare of all of us depend, it can- 
not long remain the government. It 
is in that light that the new relations 
of business and government must be 
perceived. 


Mr. Edward A. Filene is president of William 
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Business and Government in the Tennessee Valley 
By Dav E.. 


HE Tennessee Valley Authority, 

created some six months ago by 
act of Congress, is a public agency in 
the form of a corporation. Its powers 
are exercised by a board of three direc- 
tors, appointed by the President, with 
the advice and consent of the Senate. 
This board is given the same broad dis- 
cretionary powers in the exercise of its 
duties that are customarily vested in 
the directors of private business cor- 
porations. In his message to Con- 
gress transmitting the bill creating the 
Authority, President Roosevelt com- 
mented on the fact that this Govern- 
ment corporation was.to have the 
same flexibility and opportunity for 
initiative that is customarily charac- 
teristic of a private business cor- 
poration. 

The Tennessee Valley Authority has 
certain specific duties to perform: For 
example, it is the proprietor of the 
great hydroelectric plant at Muscle 
Shoals, and of the Government nitrate 
plants at that place; it is directed to 
construct two great dams—Norris 
Dam, near the headwaters of the Ten- 
nessee, on the Clinch River, and the 
Joe Wheeler Dam, perhaps the longest 
dam in the country, some sixteen miles 
above Muscle Shoals, on the Tennes- 
see River. In addition, it has a duty 
to develop a program of flood control, 
of soil erosion prevention, and of re- 
forestation. It is directed to make 
surveys and studies looking toward 
the planned development of the entire 
Tennessee Valley area, embracing 
seven states and. several millions of 
men, women, and children. 

The lessons which experience may 
teach as a result of this effort in the 
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planned development of a region may 
be adapted and applied in other parts 
of the country. There is already a 
movement on foot to create similar 
agencies in other regions, notably in 
the Missouri Valley and in the valley 
of the Calumbia River. 

The Tennessee Valley Authority 
presents, in very concrete form, cer- 
tain relations between business and 
government, which is the general 
subject-matter of this session’s discus- 
sion. On so broad a scale, the rela- 
tionships established by this legisla- 
tion and its administration may be 
said to be new. It is of the essence of 
the Tennessee Valley Authority’s ac- 
tivities that these relations between 
business and government shall be re- 
garded as experimental.and tentative, 
subject to change from time to time in 
the light of experience and the chang- 
ing facts. 

The Tennessee Valley Authority 
bears two major relationships to busi- 
ness. One is that of a regulatory ` 
agency. The second is that of a stimu- 
lus to business. 


Puse Urmiry REGULATION 


The public utility business has long 
borne a different relationship to gov- 
ernment “rom other businesses not so 
peculiarly affected with a public inter- 
est. The whole community relies so 
compleétely upon public utility service 
that for generations the government 
has found it necessary and appropriate 
to regulate,the rates and services of 
these quasi-public agencies. During 
the past quarter of a century the 
regulation of public utilities has been 
vested in state commissions. Through 
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these commissions the force of govern- 
ment has been exerted upon public 
utilities to the end that the rates 
charged consumers should be reason- 
able, and that financial practices in- 
jurious to the consumers and to the 
public investors should be prevented. 

There has been a growing feeling 
that this method of expressing the 
regulatory relation of the government 
to the public utility business is inade- 
quate to meet the needs of the situa- 
tion. The critics insist that commis- 
sion regulation, by and large, has been 
ineffective; that in many states in- 
stead of the regulators’ regulating the 
utilities, the utilities are regulating the 
regulators; that financial abuses of 
the most lurid sort have taken place 
despite regulation; that the processes 
of regulation are too slow; and that the 
great technological savings in the field 
of electricity have not been passed on 
to the consumers. 

The power policy written into the 
Tennessee Valley Authority Act repre- 
sents an attempt to regulate public 
utilities not by quasi-judicial commis- 
sions, but by competition. The act 
definitely puts the Federal Govern- 
ment into the business of rendering 
electric service. The Authority is re- 
quired to acquire a market and to set 
up an area in which to conduct its op- 
erations. ‘The results of these opera- 
tions in this limited area are intended 
to serve as a “yardstick” by which to 
measure the fairness of the rates of pri- 
vate utilities, and to prevent destruc- 
tive financial practices by the latter. 

In carrying out this competitive re- 
lation between the Federal Govern- 
ment and the private business of elec- 
tricity, the wastes of competition are 
to be eliminated and the regulatory 
function of competition emphasized. 
In other words, duplication of facili- 
ties and competition in the same com- 
munity is to be avoided. We cannot 


here discuss in detail the principles 
which the Authority has adopted to 
govern Its operations in this new rela- 
tion as a competitor of a public busi- 
ness. ‘These principles have been set 
out by the Authority in its Power Pol- 
icy, and have been discussed in some 
detail in various public statements. 


STIMULATING BUSINESS Activiry 


A second important relation of the 
Government to private business is to 
act as a stimulus to business activity 
—to be in a sense a catalytic force; 
to act as a focal point for coöperation 
of the various conflicting forces of 
business. 

In the early days of our industrial 
history, industrialists were fired with 
the daring and resourcefulness which 
pioneering in any field requires. As 
industry grew in complexity and in 
magnitude, as new business devices 
were required to meet new problems, 
the inventiveness and resourcefulness 
kept pace with rapid industrialization; 
pioneering was still the dominating 
tone of industry. The aggressive lead- 
ers who constructed our railroads, 
erected our factories, and covered the 
continent with a network of electric 
generating plants and transmission 
and distributing lines, set up an indus- 
trial plant which is the marvel of the 
world. 

With the growth in the size and the 
stability of mdustrial units, industry 
achieved a degree of equilibrium in the 
division of markets. With this new 
security, administrators instead of 
pioneers have assumed the dominant 
rôle. Industry, by and large, is now 
administered by a business bureau- 
cracy, and bureaucracy is much the 
same wherever you find it. Logroll- 
ing, mutual back-scratching, and 
nepotism are common manifestations 
in the administration of large business 
under the new régime. In the hands 
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of business bureaucrats, industry grew 
coniplacent and fearful of innovations; 
became satisfied with its achievements, 
even while the disease of unemploy- 
ment was destroying its very founda- 
tion. Business leaders of daring and 
ingenuity seemed helpless in the 
situation. 

Industry had an opportunity to lead 
in bringing order out of chaos in which 
the depression had plunged us, but it 
refused to seize its opportunity or even 
to recognize it. It became apparent 
that industry would not move unless it 
was led or pushed by an outside force. 
In this situation it became one of the 
new functions of government to sup- 
ply the necessary stimulus to mdustry. 

In common with other recently cre- 
ated agencies of government, the Ten- 
nessee Valley Authority has a definite 
duty and a definite rôle to play in 
this new function of government as 
a stimulating and codérdinating force. 
There are a number of illustrations in 
the work of the Tennessee Valley Au- 
thority of this need for government 
stimulation. The most recent and 
perhaps the best illustration is af- 
forded by the creation a few days ago, 
by order of President Roosevelt, of a 
subsidiary of the Tennessee Valley 
Authority, a Delaware corporation 
known as Electric Home and Farm 
Authority. The occasion for the crea- 
tion of this agency and a brief analy- 
sis of its functions will show how the 
government can act as a stimula- 
tor and coördinator in its relation to 
business. 


Resrricren Use or ELECTRIC POWER 


In the Tennessee Valley there are 
great actual and potential sources of 
electricity. Privately and publicly 
owned agencies now have developed 
generating capacity from 30 to 40 per 
cent in excess of existing requirements. 
Additional generating capacity is be- 


ing developed with public funds. The 
same situation is true throughout the 
country. The people need and want 
this electricity in their homes, on their 
farms, and in their places of business; 
but as a matter of fact the use of 
electricity in the United States has 
been extremely limited. The average 
domestic consumer throughout the 
United States uses about 50 kilowatt 
hours of energy a month—a niggardly 
and parsimonious use of a great re- 
source. 

Two barriers have stood in the way 
of a widespread use of this liberating 
force. The first and most important 
barrier is the rates charged. These 
rates have been too high to permit of 
the general use of electricity. As a 
result, its use has been restricted and 
has never, except in unusual commu- 
nities, reached the proportions justi- 
fied by the universal need and the ef- 
fective demand for this service. 

The electric power industry has 
consistently stated that if the con- 
sumers would use more electricity the 
rates could be greatly decreased. One 
leader among the utility executives, 
for example, pointed out recently that 
his most profitable customers were 
those who, with an extensive use, are 
charged a rate of less than 1.7 cents per 
kilowatt hour, as compared with the 
average user’s rate of 4.5 cents, and the 
small user’s rate of 8 cents. Increase 
in use is essential to bring down unit 
costs. And yet to increase the use, 
the rates to the consumers must be 
decreased. 

Not only the high cost of electricity 
but also the relatively high cost of 
electric-usipg appliances has consti- 
tuted a serious barrier to the increased 
use of electsicity. The labor and ma- 
terial costs of electric appliances have 
always been but a fraction of the to- 
tal retail price. Volume production 
could have brought greatly decreased 
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prices to the ultimate consumer, but 
with electric rates on a luxury basis, 
volume production of electric appli- 
ances in this field has never been ac- 
complished. 

Here we have a picture of a complete 
business stalemate. The electric utili- 
ties’ position is that until the use of 
electricity is‘ greatly increased, the 
rates cannot be drastically decreased. 
Nor will the use of electricity be 
greatly increased, they urge, unless 
electric-using appliances come into 
general use. The general use of elec- 
tric appliances on the basis of present 
prices is concededly impossible. ‘The 
electric appliance manufacturers, on 
the other hand, say that unless electric 
rates come down, volume production 
of electric appliances is impossible, 
and without volume production of 
electric appliances the per-unit cost of 
manufacture and distribution cannot 
be substantially reduced. 

Electric utilities, electric manufac- 
turers, and consumers all suffer from 
this vicious circle: the electric utilities, 
because they have great excess capac- 
ity which is idle and against which 
fixed charges are continuing to pile up; 
the electric manufacturers, because 
they have idle capacity on which over- 
head continues to be incurred. Here 
is an opportunity for government, 
represented by the Tennessee Valley 
Authority, to exercise its catalytic 
function. 


Evectric HOME AND FARM. 
ÅUTHORITY’ S PLAN 


By Executive Order, the agency 
known as Electric Home and Farm 
Authority was created to codperate 
with business in an effort to break this 
impasse and to bring the benefits of a 
wide use of electricity at low cost to 
consumers throughout the seven Ten- 
nessee Valley States. Electric Home 
and Farm Authority was created to re- 


move these barriers to a wide use of 
electricity and to a more stable and 
prosperous business for the electric 
manufacturers and the utilities. 

The plan, in brief, is as follows: The 
manufacturers of electric equipment 
have indicated their willingness to par- 
ticipate in a program of producing 
certain types of standard quality, 
low-cost electrical appliances. These 
will be offered for sale by the exist- 
ing dealer outlets, at prices very sub- 
stantially lower than any heretofore 
known. These manufacturers will co- 
operate with Electric Home and Farm 
Authority in certain research and edu- 
cational activities designed to bring 
home to people of the area the most 
economical and most satisfactory ways 
of using electricity in the home and on 
the farm. Further, Electric Home 
and Farm Authority will arrange for a 
more satisfactory basis for the financ- 
ing of electric appliances. 

While the Reconstruction Finance 
Corporation will in effect guarantee 
ten million dollars of consumer paper, 
we are confident that the actual credit 
will come through the commercial 
banking system, which has been look- 
ing for just such high type of consumer 
paper, consistent with the needs for 
liquidity. The cost of financing to the 
consumer will be greatly reduced, due 
in considerable part to a codperative 
arrangement whereby collections will 
be made by the utility company on the 
consumer's electric bill rather than 
through a separate and duplicating 
medium. 

Negotiations are being carried on 
with electric companies operating in 
the area, looking toward a reduction 
in electric rates which will make it 
feasible for people of average and low 
income to use these electric appliances. 
Evidences of codperation in this direc- 
tion on the part of power companies 
have been most reassuring. They 
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foresee that if this program is success- 
ful there will be a great increase in the 
use of electricity, which will make for 
lower unit costs. 

The Tennessee Valley Authority, 
within the sphere of its own power 
operations, is setting rates for domestic 
and rural service which we believe will 


demonstrate not only the social desira- 
bility but also the business wisdom of 
radically reduced electric rates. With 
these reductions in rates, one of the 
principal barriers to the use of electric 
appliances will be removed, and gen- 
eral, widespread use of electricity will 
become feasible. l 


Mr. David E. Lilienthal is a director and general 


counsel of the Tennessee Valley Authority. 
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Purposes and Methods of the Tennessee Valley 
Authority 


By Artaur E. MORGAN 


URING the past eight months or 
more, I have been very much 
interested in the President’s program. 
To tell the truth, I had not become 
greatly acquainted with the President 
until he asked me into his office to 
talk about the Tennessee Valley Au- 
thority. Since then I have tried to 
find out what the boss is thinking 
about, and it has been a most interest- 
ing and pleasant experience. 


Tur Presipent’s Ponicy 


I have come to be definitely of the 
opinion that the program of President 
Roosevelt is not an accumulation of 
expedients. As I get acquainted with 
his mind as it has expressed itself for 
a number of years past, it seems to 
me that there emerges a fairly clearly 
comprehended program of government 
and social order. We might call his 
theory Government by Reasonable- 
ness—not government by abstract 
doctrine, not government by caprice, 
not government by precedent, and not 
government by absolute revolution. 
It is government by trying to find out 
what would be the reasonable things 
to do on the part of those who have a 
wholesome recognition of the interplay 
and interdependence of people, if they 
could be somewhat relieved from dic- 
tation by theory or tradition. 

I have seen the President’s mind 
playing over subjects; have spent pos- 
sibly ten or twelve hours altogether 
with him in recent months, and I have 
seen the way he takes up subjects, the 
way he handles them, the way he deals 
with realities. I have never been as- 
sociated with what seemed to me a 
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more fundamentally wholesome mind, 
a mind that is more free from abstrac- 
tions and yet seeks more than tempo- 
rary expediency. 

Those are not the only alternatives 
=—abstractions and temporary expedi- 
ents. There is another alternative. I 
should say that my fundamental atti- 
tude toward life is expediency; I do 
not know any other basis for living; 
but there are some expedients that are 
almost universal. For instance, truth- 
fulness is expedient. Iam inclined to 
think it is almost universally expedi- 
ent; it is an expedient that we can 
count on through the generations, 
through thick and thin. There are 
other expedients that are so temporary 
that we will vary them without great 
concern. It is expedient to turn to the 
right when you are meeting an auto- 
mobile, but there are certain crises 
when you had better turn to the left, 
and without hesitation. 

I think the relative importance, the 
relative significance, of expedients 
weighs with the President. There is 
a fundamental and enduring expedi- 
ency that remains with him; it is that 
of treating human society as having a 
certain degree of unity, of seeing that 
we are members of one great family, 
and that no class can thrive perma- 
nently if it is thriving at the exploita- 
tion or at the expense of another class. 
That feeling of the unity, of the soli- 
darity, of people, of the necessity of 
bringing along human life as a whole 
in well-being, runs through his think- 
ing. Now some of the specific devices 
he uses are persistently followed when 
they seem to be among the more 
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long-range expedients. Others may 
be changed from day to day if they 
are more immediate expedients. 

The Tennessee Valley Authority is 
a part of the program of President 
Roosevelt. It is not a happy thought 
that he dashed off out of relation to 
the rest; he had two or three ideas, I 
‘believe, in suggesting the establish- 
ment of the Tennessee Valley Author- 
ity. A part of his program must be 
worked out on a national scale. The 
NRA program could scarcely haves 
been tried out locally, because various 
parts of the country interact so much 
that a local trial would have destroyed 
it. <A fiscal trial must be national; a 
banking policy must be national. 
Those elements of his program that 
can be worked out only nationally are 
bemg worked out nationally. 


EXPERIMENTATION ON A LIMITED 
ScALE 


I believe that the President craves 
demonstration, justification, before the 
general application of a policy. I sus- 
pect that it would please him tremen- 
dously if more elements of his program 
could be worked out on a small scale 
before being tried on a national scale. 
That cannot always be done. The 
Tennessee Valley Authority was sug- 
gested by him, for one reason, in order 
to work out experimentally projects 
and policies which must be determined 
experimentally and not theoretically, 
in the hope that the light that would 
be thrown upon the subjects by ex- 
perimental trial would be available to 
the whole country. In that sense the 
Tennessee Valley Authority is a labo- 
ratory for the Nation. The Nation 
pays for that laboratory by certain 
local expenditures so that the locality 
shall not suffer, but the Nation will 
benefit by having programs tried out 
locally before they are nationally ap- 
plied. 
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Another reason for the President’s 
desiring to see the organization of the 
Tennessee Valley Authority is that 
many problems must have regional 
treatment. There are some problems 
of the United States with which the 
Tennessee Valley is very slightly con- 
cerned. One is that of the assimila- 
tion of our foreign-born population. 
In the Tennessee Valley less than one 
half of one per cent of the population 
is foreign born. ‘There are some prob- 
lems that are acute im that region and 
of only slight import in certain other 
regions. 

For instance, there is the problem of 
soul erosion. It is scarcely more than 
a phrase in the East; however, in the 
uplands of the South, the soil is wash- 
ing away so rapidly, such a large part 
of the agricultural land is already de- 
stroyed, that unless the problem is 
mastered, population so far as it rests 
upon the soil there will largely dis- 
appear, and the whole culture will tend 
to fade away. That may sound like 
an extreme statement; but to a person 
who has watched things in the uplands 
of the South, its significance is appar- 
ent. It is an actual fact that unless 
that process is stopped, the population 
will largely leave the soil. Millions of 
acres have now been absolutely aban- 
doned to gullies and red clay, or to 
rock after the soil has been washed 
away. ‘That soil washing is filling up 
our reservoirs. There are power res- 
ervoirs in that region which in ten 
years have become half full of that 
clay; so that there is destruction at 
both ends. The control of that erosion 
is important. That is a job that can 
be handled regionally. 

A good many problems exist in our 
national life-where experiment on a 
limited scale is desirable. In reading 
of some of our financial writers, one 
would think that had only become the 
case since Congress started to deal 
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with the new budget. There are sug- 
gestions of fiscal difficulties if the Gov- 
ernment does not watch its course. It 
is not only since 1929 that there have 
been difficulties in this country; the 
frustration of life that has faced thou- 
sands and millions of people did not 
begin then. The farming population 
was facing frustration, disappoint- 
ment, hopelessness, before that time. 
The great coal industry which is repre- 
sented down in the Tennessee Valley 
was facing disaster and despair. Op- 
portunity for young men was not ex- 
panding greatly from 1925 to 1930. 
We have in the Tennessee Valley 
some of the factors of prosperity. 
Where it has not been washed away, 
we have some fertile soil; where the 
forests have not been shipped out as 
raw materials or wasted, we have some 
forests. We-have great deposits of 
_ minerals; we have enormous potential 
water power; we have a very fine cli- 
mate——-perhaps the finest in America, 
taking it the year round. We have 
a great reservoir of people, a great 
many intelligent people. Manufactur- 
ers have told me that they find a finer 
working staff in the Tennessee River 
region that in any other part of Amer- 
ica. We have the people, we have the 
power, we have the climate, we have 
the natural resources, and yet we have 
great poverty. A catalyst is needed— 
something that can create order out of 
all this maze of possibilities. The Pres- 
ident hopes that by setting up a local 
area there we may work out some of 
these problems on a limited scale be- 
fore trying similar experiments on a 
national scale. The Tennessee Valley 
is not the only place in America where 
‘apparently all the factors of prosperity 
are present without the prosperity. 


Cxraos IN LOCAL GOVERNMENT 


The President has a way, of looking 
at things somewhat realistically. He 
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does not pay homage to tradition or 
theory. Take, for instance, the the- 
ory of local government: If you want 
to read a clear description of the chaos 
of local government in this country, 
read the President’s address on that 
subject. In that address he says that 
in America there are approximately 
half a million governmental units— 
states, counties, cities, villages, town- 
ships, school districts, sewer districts, 
road districts, park districts, taxing 
edistricts, this district and that district 
approximately half a million govern- 
mental units! In Chicago I think 
there are two hundred different gov- 
ernments—-school governments, park 
governments, Chicago Drainage Canal 
government, taxing governments— 
many lying on top of each other, pos- 
sibly accounting for some of the politi- 
cal confusion in Chicago. 

Is it possible to do anything down in 
the Tennessee Valley along that line? 
We have county governments, for in- 
stance, that were instituted a century 
ago when there were no roads through 
the country, when people had little 
contact with the State government, 
when they got to the county seat by 
riding horseback up the creek. The 
counties were about thirty miles 
across, SO one could get to the county 
seat and back by night. Today, with 
modern highways, one can go as far in 
half an hour as he could go then in half 
a day; and yet those governmental 
units are practically unchanged. 

We have been making a study of the 
work that goes on within those units. 
In some of those counties we find that 
all the work of the county officials 
can be done in one-half day a week. 
In some of them we find that the 
county officials take turns in coming 
to the office. I find this to be the 
case: A farmer comes in and asks for 
the County Treasurer. The Assistant 
County Treasurer—of course there is 
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always an assistant—looks through 
the doorway and says, “There are his 
hat and coat on the wall, he must be 
around somewhere.” That farmer 
comes back again and again and al- 
ways meets the same remark—* There 
is his hat and coat”; until it develops 
that the County Treasurer has two 
hats and coats, and that he hangs the 
extra hat and coat on the wall during 
the week:and comes in once or twice 
a week to see what business is there. 

Such conditions the President refers 
to as chaos in local government. It is 
probable that we could cut the cost of 
local government in two by reorgan- 
ization, and thereby double its effi- 
ciency. 


An Exprorren COMMUNITY 


I had a visit the other day from an 
Englishman who is quite a well-trav- 
eled man. He went through some of 
that country and compared it with 
New Zealand. Almost identically the 
same kind of people settled in New 
Zealand as settled in that country. He 
saw the pitiful little cabins along the 
hillside and he said, “I am surprised to 
find a place solidly settled with Eng- 
lishmen that have not made good.” I 
scarcely like to have that little remark 
in print. And yet, why did they give 
this traveler the impression of not hav- 
ing made good—they are of the same 
quality, the same intelligence, the 
same energy! Weare using a few thou- 
sand of those men now on construction 
work. I have handled construction 
work in a good many parts of the 
United States, and never anywhere 
have I had so fine and intelligent a 
body of workmen, willing to do any- 
thing that is to be done and ready to 
take up the difficult problems and 
meet them. The breed is there. Why 
is it that prosperity has evaded that 
country? 

Take forestry as a case. The for- 
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ests were not something to be used to 
develop the country; they were some- 
thing to be shipped out of the country 
as raw material, and as soon as they 
were gone, to leave behind them ghost 
towns of people with nothing to do. 
The coal has been largely a matter of 
something to ship out of the country, 
leaving no production behind. To a 
considerable extent the ore has had the 
same use. 

That country has been owned to a 
considerable extent in large units, es- 
pecially the raw materials, the timber, 
and the mines. It has been looked 
upon not as a country to be built but 
as a country to be exploited. . The 
things people use there are mostly 
shipped in. The manufactured goods 
that represent human labor, and the 
things that represent ownership, like 
timber and ore, have been shipped out 
with very little margin to the person 
who did the work, and we tend to have, 
as a result, a community that imports 
more than it exports. Any country 
that constantly imports more than it 
exports is going to find itself in finan- 
cial difficulties. That is a common- 
place of economics with reference to 
nations; it is also true with reference 
to regions and localities. 


OUTSIDE OWNERSHIP oF UTiitTies 


And let me divert right here to the 
matter of electric power. The utilities 
of that region are not largely owned 
locally. There is some preferred stock 
scattered around the country, mostly, 
it would appear, to widows and or- 
phans. While the Tennessee Valley 
Authority law was in Congress, a large 
number of letfers were received at the 
Capitol protesting against the passage 
of the law. Whey largely came from 
holders of the preferred stock, and I 
think two thirds of them came from 
widows and orphans. I have a col- 
lection of possibly a hundred of those 
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letters. I have wondered what eco- 
nomic accident it is that causes such 
a backlog of widows and orphans for 
the utilities to appeal to for public 
support. 

Possibly 10 or 20 per cent of the 
ownership of the local utilities is in 
that region. The rest is outside; the 
control is outside, the dividends largely 
go outside, the interest on bonds goes 
outside to our large centers. The re- 
gion exports money. A country that 
does too much of that is going to be 
in trouble. á 

If the ownership abroad is to be con- 
stantly paid large sums, if the local 
population is to be constantly under 
tribute, that condition is justified only 
in case there is a service rendered that 
is equivalent to the money taken out. 
Now, what service is rendered abroad 
that.justifies that constant tribute? Is 
it in the management of municipal dis- 
tribution systems? 

We have a case in Tacoma, Wash- 
ington, where for the course of forty 
years a city has owned its own gener- 
ating and distributing system. It has 
eharged rates so low that when we 
mention them the utilities charge us 
with propaganda. At the same time, 
it has practically paid for its plant. In 
the Tacoma plant, a beautiful, model 
plant, everything is paid for up to the 
construction within the past five or 
six years. Low rates have made it pos- 

sible for a city to build its own plant 
' and to pay for that plant on these 
low rates. 

It seems that there is no mysterious 
service so far as the city 1s concerned. 
Perhaps for a region of thousands of 
square miles there is some mysterious 
service that foreign ownership can ren- 
der. How are we going to find out? 
In the Tennessee Valley we are going 
to have a region of service handled at 
home and gradually owned, at home. 
We shall then discern whether there is 


some mysterious service at a distance 
that we are overlooking. 

A mere matter of interest or money 
would not justify foreign ownership. 
During the past thirty years I have 
been concerned with many public bond 
issues. My work has been as an engi- 
neer on public projects financed by 
bond issues. Up to the present diffi- 
culties, in the thirty years of my ex- 
perience I think I can say that not a 
payment of principal or interest was 
defaulted on any of those fifty bond 
issues. From that experience I have 
some measure of what financial service 
is worth in floating bonds. In general, 
a quarter of one per cent a year on the 
capital will handle all administration; 
in small issues it may be half of one 
per cent a year on the capital invested. 
This will pay for distributing the 
bonds and collecting the payments. If 
5 per cent serial bonds are issued and 
if a charge of 8.5 per cent yearly is 
levied, those bonds can be entirely re- 
tired in twenty years. 

Yet, in our utilities in that region, 
the rates charged on capital invest- 
ment, in addition to operation and 
service, run from 8 to 20 per cent a 
year, I believe, on the actual necessary 
investment. Suppose it is only eight 
per cent; in about twenty years that 
ought to pay out that whole project 
so that it would be owned at home. 
Instead, after twenty years of those 
rates, the people at home own nothing; 
they have to keep on paying. We are 
taking the position that unless there is 
some necessary element of service ren- 
dered, foreign ownership is destructive 
to a community and its elimination is 
a sound element in social and economic 
planning. 


A Yarpsrick ror POWER 


I have mentioned a number of ele- 
ments of social and economic planning; 
I am going to enlarge somewhat on the 


PURPOSES AND METHODS OF THE TENNESSEE VALLEY AUTHORITY 55 


element of power. The President has 
had an idea, which he expressed in his 
campaign before his election, that it 
would be well to have, somewhere in 
the United States, a yardstick for 
power—a case of public generation, 
transmission, and sale of power. We 
have abundant argument that the 
Government cannot do well in busi- 
ness, that public ownership would be 
a disaster, and so forth. We can argue 
forever without arriving at any defi- 
nite conclusion, especially when we do 
not stick to facts in our argument, and 
I do not know that either side of the 
issue has stuck to the facts in popular 
discussions. If we can have an actual 
case of Government ownership in 
which the Government does generate, 
distribute, and sell power, if all the 
costs can be open and aboveboard, if 
the accounting can be publicly avail- 
able, if the whole procedure is in the 
open, we can learn more out of a case 
of that sort than we can out of a vast 
amount of argument. 

The President has desired a yard- 
stick for power. Weare trying to pro- 
vide it. We are undertaking to sell 
power from the Wilson Dam to a num- 
ber of communities. We have already 
made contracts with some of them. 
We are selling them power at approxi- 
mately a third of what they had been 
paying, and that price, we believe, is 
enough to cover taxes, amortization, 
depreciation, interest on investment— 
everything. Some of the utilities and 
the financial papers that so oppose the 
Government’s going into business re- 
peat over and over again that of course 
the Government does not pay taxes; 
yet, in all our approaches to this job, 
we have insisted that taxes shall be 
included in estimating costs at the full 
rate at which taxes are paid by private 
‘ utilities; so the statements to the con- 
trary are not quite fair. 

Then, as we sell this power to the 


municipalities, we are requiring, as 
part of our contract, that the munici- 
pality also shall keep its accounts in 
an open and aboveboard manner, that 
it also shall pay into the public treas- 
ury the amount that a private utility 
would pay in taxes, and that it shall 
keep its accounts for power separate 
from its other accounts, so there shall 
be no passing of moneys back and forth 
surreptitiously, and so that there can 
be a clear-cut appraisal of relative effi- 
ciency. We are setting the rates that 
the municipalities may charge for their 
power; those rates are approximately 
half of what they have been paying up 
to the present moment. If those are 
not good rates, the results will demon- 
strate that fact. 


GUARDING AGAINST ABUSES 


There is a project that I hope we 
can work out (we have made some 
progress on it), that of bringing about 
the creation of an institute made up of 
the more able managers of publicly 
owned utilities, to define standards of 
accounting, administration, and em- 
ployment, so that there can be open 
and aboveboard standards recognized 
for the United States in these fields. 
Then if any municipal council mem- 
bers should approach the manager of 
a plant, saymg “We need a little 
money, just fudge your books a little,” 
the manager would be prohibited from 
doing so; the institute’s accountants 
would be coming to inspect his books, 
and he could not continue to belong to 
the institute and at the same time be 
fudging his accounts. [I believe that 
some such technique and some such or- 
ganization asethat might tremendously 
strengthen its members against any at- 
tempted corfuption by local govern- 
ment. If that can be brought about, 
it may raise the administration of mu- 
nicipally .owned utilities to a much 
higher plane. 


56 THE ANNALS oF THE ÅMERICAN ACADEMY 


There is another condition that I 
think we must meet, that is the politi- 
cal spoils system in the administration 
of government business. To some ex- 
tent, American political parties almost 
live by the spoils system. Ihave lived 
for a number of years in a Republican 
community, where the spoils system 
has not been absent. I have also been 
in Democratic communities where I 
have observed that it was not quite 
absent. I have said that perhaps the 
greatest menace to democracy today is 
the political spoils system. If public 
servants who must manage publicly 
owned utilities are to be chosen be- 
cause somebody needs to give jobs to 
hold political power, we are going to 
have corruption in government, we are 
going to have inefficiency, and under 
those circumstances I should doubt the 
advisability of public ownership. 

In the Tennessee Valley Authority 
we are trying to be absolutely without 
the spoils system. Our law explicitly 
states that we shall remain free from 
it. Almost the first remark the Presi- 
dent made to me when he mentioned 
the Tennessee Valley Authority was, 
“Remember, there is no politics in 
this”; and he has supported that atti- 
tude through and through, m a most 
encouraging way. If we can demon- 
strate that public administration can 
be free from the spoils system, that 
may go a good way toward demon- 
strating the effectiveness of public 
ownership and operation. These are 
some of the conditions we are trying to 
bring about in the matter of a yard- 
stick. 


STIMULATION OF ELECTRICAL 
CONSUMPTION 


Another element in oar program is 
that of increasing the use of electricity. 
The utility companies and the finan- 
cial journals are saying, “ Why add to 
the amount of power in America when 


there is already too much—when there 
is 25 per cent excess today?” We be- 
lieve that. there is not a surplus. of 
power. We believe that there is an 
underconsumption of power, and so we 
are trying to stimulate the use of elec- 
tric power. We are organizing, for in- 
stance, a group of five counties, getting 
the farmers at work. They are cutting 
their poles in the woods, building their 
own lines, setting up their own farm- 
ers’ associations, and learning how to 
wire their own houses. During the 
winter when they are not very busy 
they can put through a whole electrifi- 
cation program of their own, under our 
guidance. 

We are trying to stimulate the use 
of electrical appliances, and have had 
the coöperation of the electrical appli- 
ance companies such as Westinghouse 
and General Electric, and of some of 
the utilities. Utilities differ from one 
another in habit and character just as 
men on the street differ. Some of them 
have excellent ethical standards, and 
some of them have standards some- 
what in contrast. Some of the utilities 
and some of the equipment manufac- 
turing concerns are codperating in a 
program of working out the least 
possible expense in equipment, such 
as electric ranges and refrigerators. 
The Bureau of Standards at Washing- 
ton is available to check up on their 
designs. 

Through an order from the Presi- 
dent we have organized the Electric 
Home and Farm Authority, which is 
an instrumentality to standardize that 
equipment, to get it into people’s 
hands, and to collect the payments on 
it from month to month. The experi- 
ence is that the losses in such collec- 
tions are only about half of one per 
cent, and by charging a reasonable rate 
of interest we think we can get that 
equipment to the people. We believe 
that by mass production, mass distri- 
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bution, and the cutting of the selling 
expense, we shall be able to reduce the 
cost of electrical equipment by more 
than half. If this program succeeds, 
it will help the private utilities as well 
as the Tennessee Valley Authority. 

We are trying to make the shift to 
public ownership without undue hard- 
ship to the utilities. If there is to be 
a yardstick it must be somewhere on 
the earth, and we are trying to make 
it in the Tennessee Valley. It cannot 
be in theory only, it must be an actual 
case. ‘That means that we must take 
territory already occupied. We have 
been negotiating with one of the utili- 
ties for some months. We have now 
agreed to purchase a part of the terri- 
tory and equipment of the Common- 
wealth and Southern Company, and 
within a month or two we shall be 
serving that area with electric current. 
We have not robbed the widows and 
orphans; we are buying that property 
at a reasonable price. If successful in 
greatly enlarging consumption, we 
may benefit the private utilities, as 
the spur of competition so often does 
benefit competitors. 


Economy or GENERATION 


There is one other element that I 
want to mention in the matter of elec- 
tric power. It is economy of genera- 
tion. We are taking the position that 
the whole Tennessee River system 
ought to be a single unit in the plan- 


ning and distribution of electric power. 
Some of the plants have abundant 
power only a part of the year; other 
plants can have storage so that all the 
power can be used all the year or in 
any part of the year. If we can use 
those plants at the time they have 
power and tie them all together as a 


‘unit, I believe we can get at least twice, 


possibly three times, as much value for 
a dollar’s experiditure as we can if 
those plants are owned individually. 
I believe it is not possible to organize 
them under private ownership, unless 
we should have some great super- 
corporation dictatmg the economic 
conditions of life over an area three- 
quarters the size of England. We be- 
lieve that public ownership Is the only 
right way to integrate that system, and 
we are working on that program. 

And so, as we go along, we are try- 
ing to take one after another of the 
economic problems that arise Iin that 
region, to work from chaos into order. 
We are trying not to do it in an arbi- 
trary way of taking the property be- 
cause we want it, but are trying to 
find ways in which a transition can be 
made from the present régime to an- 
other régime in which there will be 
ownership at home, if possible, with 
elimination of excessive charges and of 
duplication and friction, in which the 
essence of economic planning can be 
achieved in an orderly and systematic 
and patient manner. 


Dr. Arthur E. Morgan is chairman of the Tennes- 
see Valley Authority, Knoxville, Tennessee, and 
president of Antioch College, Yellow Springs, Ohio. 
He is a civil engineer, and is president of the Dayton- 
Morgan Engineering Company. He has planned 
and superintended the construction of seventy-five 
water control projects, and is the author of numerous 
volumes on engineering and education. * 
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Labor and the National Recovery Administration 


By Jonn L. Lewis 


RGANIZED labor is a single unit 
in its approval of the objectives 
of the National Industrial Recovery 
Act. Labor may differ with the Na- 
tional Recovery Administration in its 
interpretations and policies, but as to 
the Act itself, the support of organized 
labor, in a fundamental] sense, is with- 
out reservation. From the standpoint 
of human welfare and economic free- 
dom, we are convinced that there has 
been no legal instrument comparable 
with it since President Lincoln’s 
Emancipation Proclamation of seventy 
years ago. We also are convinced 
that the principles embodied in the 
Recovery Act represent America’s 
chief hope, not only for economic re- 
covery but for a better economic and 
social life in the future. 


LABORS Part IN FORMULATION AND 
ÅDMINISTRATION OF THE LAW 


It has been erroneously said that or- 
ganized labor manifested no special 
interest and took no active part in the 
drafting of the Recovery Act. In this 
connection, the law, like the old Ro- 
man standard of evidence, speaks for 
itself. The so-called labor clauses, 
contained in Section 7, are the only 
mandatory provisions of the Recovery 
Act. They were, in substance, taken 
from the labor provisions of the Coal 
Stabilization Bill (the Davis-Kelly 
Bill) drawn by representatives of the 
United Mine Workers of America and 
advocated by our organization before 
the Congress during the two years pre- 
ceding the passage of the National 
Recovery Act. This bi also permit- 
ted the suspension of the antitrust laws 
in the bituminous coal mining industry 
on condition that mine workers were 
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permitted to organize and bargain col- 
lectively through representatives of 
their own choosing. 

This proposed measure for the re- 
habilitation of the bituminous coal 
mining industry was therefore the 
forerunner of Title I of the National 
Industrial Recovery Act. When the 
Senate Finance Committee in the 
early part of the year 1933 called for 
practical proposals for economic recov- 
ery, our organization advocated the 
same principles and method of proce- 
dure as were later embodied in the Re- 
covery Act. Moreover, representa- 
tives of organized labor took an active 
part in the conferences leading to the 
drafting of the law. What was being 
done was known in detail by the 
United Mine Workers, and we had 
Senator Wagner’s assurance, as chair- 
man of the legislative drafting com- 
mittee, that no law would be drawn 
which did not meet with the approval 
of organized labor. When it was in- 
troduced in Congress, representatives 
of our organization as well as those of 
other unions worked whole-heartedly 
for its enactment. 

I refer to these facts to illustrate or- 
ganized labor’s attitude toward the 
law itself, and for the reason that the 
statement has been circulated that the 
National Industrial Recovery Act was 
placed in full panoply on the doorstep 
of organized labor without any fore- 
knowledge or interest on the part of 
the organized labor movement. 


Present NRA Pottcy Too 
RESTRICTED 


Organized labor, therefore, has been 
and still is in full accord with the Re- 
covery Act and its objectives. On the 
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other hand, the practical application 
-of the law up to the present time has, 
in the opinion of organized labor, been 
too restricted and too lacking im 
uniformity and comprehensiveness. 
Hours of labor have not been suffi- 
ciently reduced; employees exempted 
from the provisions of industry codes 
have been numerically excessive; price 
and production control have been, as 
far as possible, ignored; the full co- 
operation of labor, as contemplated by 
the Act, has been prevented by placing 
labor on the defensive in the formula’ 
tion of codes, and also by forcing labor 
to use its economic strength or the 
strike in order to secure the mandatory 
guarantees of Section 7 of the Recov- 
ery Act. Moreover, the present pol- 
icy does not make for uniformity in 
hours or labor costs as between indus- 
tries, 'or provide for the maintenance 
of equal competitive conditions as be- 
tween groups of related industries, as, 
for instance, bituminous and anthra- 
cite coal, coke, oil, and gas. 

Many of these points of criticism of 
the National Recovery Administra- 
tion have undoubtedly arisen from the 
scope and the seemingly unsurmount- 
able difficulties of the task which it has 
faced. As a whole, its accomplish- 
ments have been most heartening and 
laudatory. The preliminary stages, 
however, are now over, and, in the 
opinion of organized labor, the time 
has now been reached for the applica- 
tion of a more fundamental and more 
clearly defined program. 


Lasor Not Arrorpep PROPER 
FACILITIES For COÖPERATION 


So far as copartnership is concerned, 
organized labor has believed that the 
real purposes of the law were to þe 
attained by collective agreements þe- 
tween representatives of organizations 
of employers and employees. 

Labor’s interpretation of the law 
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has been tliat provisions as to wages 
and working ‘conditions for a proposed 
code could not be submitted by em- 
ployers or become the subject of in- 
vestigation and determination by the 
Recovery Administration until every 
opportunity had been given to em- 
ployers and employees to meet and 
agree upon maximum hours of labor, 
minimum. rates, and other necessary 
conditions of employment. This man- 
datory provision of the Recovery Act 
is found in Subsection b of Section 7 
of the Act, which is as follows: 

The President shall, so far as practicable, 
afford every opportunity to employers and 
employees in any trade or industry or sub- 
division thereof with respect to which the 
conditions referred to in clauses (T) and 
(2) of subsection (a) prevail, to establish 
by mutual agreement, the standards as to 
the maximum hours of labor, minimum 
rates of pay, and such other conditions of 
employment as may be necessary in such 
trade or industry or subdivision thereof to 
effectuate the policy of this title; and the 
standards established in such agreements, 
when approved by the President, shall have 
the same effect as a code of fair competi- 
tion, approved by the President under Sub- 
section (a) of Section 3. 

This provision is a necessary corol- 
lary to Section 7 (a) of the Act, which 
guarantees to employees the right to 
organize and bargain collectively 
through chosen representatives. 

These provisions of the Act are clear 
and explicit as to the obligations of 
employers. The Act, after giving 
employees the right to organize un- 
molested for the purpose of collective 
bargaining, provides, as a basis for 
attaining its objectives, a copartner- 
ship between employers and em- 
ployees. It therefore cannot be dis- 
puted that the Act assumes that 
employers wil freely recognize and 
deal with duly accredited representa- 
tives of employees. 

Refusal, of qeeyess to do this in- 


p. 


60 


volves two deplorable conclusions: 
(1) that employers are -refusing to 
abide by the spirit and letter of the 
law; and (2) by this refusal, they are 
not only obstructing the fundamental 


purposes of the Act to accelerate eco- ° 


nomic: recovery, but what is more 
serious, they are promoting discord 


and dislocations, for the reason that- 


they leave no alternative to employees 
but the undesirable one of using their 
collective strength to force recognition 
of. their organization and its represent- 
atives. 

Delay in the enforcement of these 
provisions of the law also leads to con- 
troversy, strikes, and serious disloca- 
tions, and to the conclusion among the 
workers of the country that codpera- 
tion under the Act can be secured only 
through fighting for it. 

This concept should be dispelled by 
more prompt action by the National 
Labor Board and the Administration 
of the Act. The guarantees to work- 
ers of the right to organization and to 
collective codperation are not matters 
for mediation and arbitration. They 
are mandatory provisions of the law. 
Furthermore, irreconcilable employ- 
ers will not mediate and neither will 
they make a joint agreement to arbi- 
trate. The only practical alternative 
is for the Labor Board, after a full ex- 
amination of the facts in each case, to 
take action, which action (if for in- 
stance a steel or motor or any other 
corporation refuses to come before the 
Board) should be an ex parte finding. 

The decisions or findings of the 
Labor Board should then be trans- 
mitted to the Administrator of the Re- 
covery Act for execution, even to the 
extent of involving the.license provi- 
sions of the Act. Unless such a pro- 
cedure is adopted, the ¢nandatory la- 
bor guarantees of the law will be 
emasculated or made the occasion for 
constant industrialer “fe. 
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In Formunatine Copss LABOR- 
PLACED ‘ON: DEFENSIVE | l 


The repr esentatives’ of labor. fully | 


` a. 
a è 


realize that Section 7- (a) of the Re- 


covery Act does not 1 impose any direct 


obligation on, ‘the, Government. to. “ors 


ganize industrial workers. 


situation from the standpoint of the 


Recovery Administration, we.do bé- 


lieve that the present procedure, which 
permits trade associations to submit 
*the labor provisions of a code; and 


places labor not in a codperative: but 


in a defensive position in connection 
with the consideration of these. labor 
provisions, is, to say the. least, unfor- 
tunate. The labor provisions under 
these conditions become a matter of 
controversy and trading through, the 
medium of a deputy Administrator. 

It is regrettable that some employ- 
ers cannot see the manifest advan- 
tages of codperation mstead of conflict 
and the losses which must inevitably 
follow the present procedure. The ac- 
ceptance of the spirit and principle of 
the law by the employers of the coun- 
try would bring about labor codéper- 
ation at the outset, and obviate 
subsequent strikes, dislocations, and 
clashes disruptive of the real work 
of the National a Adminis- 
tration. 


-While we.. 
dó recognize the' difficulties ; of: this © 


Economic RECOVERY AND Race 


In a recent open letter to President 
Roosevelt, John Maynard Keynes, 
the distinguished English economist, 
pointed out the alleged danger of con- 
fusing the problem of economic recov- 
ery with economic reform. He said in 
part: 


You are engaged on a double task, re- 
covery and reform—recovery from the 
slump, and the passage of those business 
and social reforms which are long over- 
due. ... 


+ + 
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Dissenting from the opinion of this 
„eminent British authority, it is con- 
ċeded by impartial students and econ- 
omists that economic revovery cannot 
be attained without ecbhomic reforms; 
or if attained, it will. ‘be: inerely a, tran- 
sient sham, for the i reason that it will 
result ina tragedy‘similar to or worse 
than that ‘which beféll.us in 1930 and 
with which. ‘we are still struggling. 
The reasons,advanced to support the. 
inseparability of recovery and reform 
are threefold: (1) that the old compet- 
itive. or. ‘individualistic system in m-ə» 
dustry: and commerce will not work; 
(2) that mass purchasing power must 
be ‘increased in order to absorb the 
constantly growing output of mod- 
ern, mass production industries; and 
(3) that hours of work must be re- 
duced while earnings are maintained, 
in order’ that those who have been 
technologically displaced may be re- 
employed. 

Economic recovery thereby assumes 
economic reform, first in production 
and price control to maintain market 
stability, and second, in the redistribu- 
tion of industrial output so that a 
larger proportion may go to the great 
mass of workers either by hand or by 
brain. Stated in other terms, eco- 
nomic recovery means the adoption of 
economic planning, and the placing of 
industry and commerce more or less in 
the category of public utilities. 


A Constructive PLAN 


This being the fundamental situa- 
tion, it seems to me that the National 
Recovery Administration should put 
aside temporizing measures and fear- 
lessly apply a constructive plan for 
permanent economic recovery. I say 
this because I sincerely believe that 
the National Recovery Administra- 
tion is the only agency of the New 
Deal that can save us. All necessary 
powers are lodged in the National In- 
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dustrial Recovery Act. All that is 
required for our deliverance from the 
existing economic tragedy and the at- 
tainment of real economic recovery is 
for.the National Recovery Adminis- 
tration to use boldly. the powers which 
it possesses. 

Briefly, my suggestion would be that 
the National Recovery Administra- 
tion should announce a new definite 
policy for the guidance of industry, to 
which all codes should be required in 
principle to conform. This policy 
should be broader than that now ex- 
isting, and should include not only 
minimum wage rates and maximum 
hours, but also definite price and pro- 
duction objectives. 

The present policy, with the excep- 
tion of minimum wage rates, is more 
or less temporizing, and exceedingly 
slow in its application. Each industry 
or case is subject to compromise, ad- 
justment, and so forth, according to 
facts which may be developed at hear- 
ings. In addition to the lack of speed 
and the element of uncertainty to the 
industrialist, the results will inevitably 
be lopsided and uncorrelated as be- 
tween industries, and uncodrdinated 
as within industries. The resulting 
situation in industry and business is 
disturbing, and, if permitted to con- 
tinue, will tend to impair the real vir- 
tues of the Industrial Recovery Act. 
Immediate action of a definite, far- 
reaching character is most desirable 
and in fact essential. 

The ultimate objectives as to policy 
and procedure of the National Recov- 
ery Administration should be immedi- 
ately announced, and stated to be the 
standards which must be included by 
industries in, their codes. To my 
mind, these standards should be: 

1. Hours of&work per week to be re- 
duced, as far as practicable, to a gen- 
eral level of 30 hours a week, of 5 
six-hour workdays} 
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2. Minimum wage rate of 50 cents 
per hour; 

3. General wage rates of 1926 raised 
sufficiently to produce the same week- 
ly wage for shorter hours as earned 
before reduction in weekly schedule of 
hours; 

4. Production schedule as of 1926. 

The above program for the Indus- 
trial Recovery Administration, as in 
the case of the Agricultural Relief Act, 
would be clear-cut, definite, and im- 
mediately practicable, if generally ap- 
plied. 

The reduction in weekly hours 
would provide for the absorption of 
those who were technologically unem- 
ployed in 1929 before the stock market 
crash, as well as those who have at- 
tained to a working age since 1929. 
What is of equal importance is that 
it would also place the industrialist, 
so far as prices are concerned, under 
a handicap of approximately 25 per 
cent in increased labor costs, and 
would also, after complete reém- 
ployment, put mass purchasing power 
about 25 per cent ahead of the price 
level. 

The abruptness in transition from 
the existing levels of wages and prices 
to those of 1926 would be of no con- 
sequence if it were generally and si- 
multaneously applied. The procedure 
would be satisfactory to industry 
because all industrial activities would 
be placed on the basis of equality as to 
competitive conditions and assured 
prices. . 

If it should be deemed inexpedient 
by the National Recovery Adminis- 
tration to make the change to 1926 
conditions by one leap, it could be 
taken by two or more stages; in each 
instance, hours to be reduced and rates 
of pay and production sthedules to be 
advanced proportionately. The pro- 
gram should be restricted at first to 
the basic industries. 
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BOLDNESS AND COÖPERATION 
ESSENTIAL 


In conclusion, I may repeat that it 
is my frm conviction that in the adop- 
tion of a comprehensive program, as 
outlined, by the National Industrial 
Recovery Act rests our real hope for 
complete economic recovery. Def- 
niteness and boldness are all that are 
required for its success. In its broad 
lines such a program must be ulti- 
mately adopted, and it cannot be put 


einto effect too soon. Its fruits would 


consist not only of the employment of 
those now unemployed and the realiza- 
tion of economic recovery, but it 
would also carry with it a high meas- 
ure of human welfare and economic 
democracy, together with all the other 
elements of a better social and political 
life. The complete support and co- 
operation of organized labor could be 
counted upon by the National Recov- 
ery Administration in applying such a 
constructive policy. 


THE ALTERNATIVE COURSE or ACTION 


If some such constructive policy is 
not adopted by the National Recovery 
Administration on its own initiative, it 
will be necessary for organized labor 
to seek an extension of Section 7 
through legislation by the Congress. 
This will necessarily take the form of 
the extension of Section 7 into a 
more general enumeration of manda- 
tory industrial principles, or, in other 
words, of a more comprehensive in- 
dustrial Bill of Rights, to include the 
following: 

1. Complete copartnership between 
capital and labor, by providing that 
code authorities, or code administra- 
tive agencies, shall be composed of an 
equal number of representatives of em- 
ployers and employees, with an impar- 
tial chairman with the right to a vote 
in event of a tie, appointed by the Na- 
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tional Recovery Administration, or, in 
other words, by the Government; 

2. A maximum working day of six 
hours and a maximum thirty-hour 
work week for all codes; 

_ 3. Minimum rates of pay for all 

codes sufficient to enable an unskilled 
worker to support his family in health 
and modest comfort, and to provide 
reasonable savings against the contin- 
gencies of life; | 

4, Equal pay for women performing 
the same work as men; 

5. The levying of assessments upon 
industries under the codes sufficient to 
yield funds for unemployment insur- 


ance payments and old-age and dis- 
ability pensions. 

The Recovery Act itself, in its more 
general provisions, as I have stated, 
provides complete authority for eco- 
nomic planning, including price and 
production control, and the adoption 
of such a constructive procedure by 
the National Recovery Act as I have 
suggested. I hope the National Re- 
covery Administration will therefore 
act on its own initiative in accordance 
with the general powers it possesses, 


e and thus render unnecessary recourse 


to more explicit legislation by labor or 
other interested parties. Organized 
labor hopes that it will act quickly. 


Mr. John L. Lewis is president of the United Mine 
Workers of America. He is a member of the Na- 
tional Labor Board, the National Bituminous Coal 
Industrial Board, and the Labor Advisory Board of 
the National Recovery Administration. He was a 
member of the Presidents National Unemployment 
Conference in 1921; of the commission to investigate 
Government Veterans’ Relief Agencies, 1921; and of 
the advisory committee of the Limitation of Arma- 
ment Conference, 1921-22. Heis author of “ Miners’ 
Fight for American Standards” (1925). 
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The National Recovery Administration and 
the Worker 


By Warne WILLIAMS 


OR several years I have been 

working alongside the laborers of 
Europe as a part of a fifteen years’ ex- 
perience in living, to some extent, a 
double life. In fact, it has been re- 
cently a treble life. In Cincinnati, for 
instance, not long ago, I started my 
visit by sleeping on the floor of the 
free “flophouse” provided by the city. 
By day I sawed logs with a number 
of others in the municipal wood yard. 
Later I moved up to a twenty-five-cent 
boarding house. Finally I went down 
to the station and changed my clothes 
in the washroom in order to turn up 
in the guise, at least, of a gentleman 
at The Netherlands Plaza. 


- PHILOSOPHY or THE Bum 


Now, I cannot help feeling that this 
experience, both m Europe and in my 
double life here, helps me to under- 
stand the present mood of America— 
a mood which strikes me as very 
definitely a depression psychology, a 
bad-weather, bottom-scraping state of 
mind. “As a bum, I find the first few 
days extremely difficult. I fight off 
the bedbugs and similar conditions; I 
refuse to face thefacts. Shortly, how- 
ever, I submit because it simply has 
to be gone through with. Very soon 
after that, I have so far embraced the 
whole situation that I could easily sit 
down and write out a life philosophy 
from the bum’s point of view—a phi- 
losophy so alluring that I would un- 
dertake to prove to every one of you 
that the bum has all the breaks, that 
in certain essentials he is better off 
than the rest of us. 

You may ask me, “What about the 
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bedbugs?” Well, after the first few 
nights of trying to fight them off I no- 
tice that what keeps me awake is not 
their presence, but the uncertainty as 
to their presence. So also, if you ask, 
“What about hunger?” I would re- 
ply that to the real honest-to-goodness 
bum (rightly so-called is a man who is 
one grade below thé tramp and two 
grades below the hobo and therefore 
far below the level of the jobless un- 
skilled working man)—hunger is not a 
real problem. Some weeks ago in Cin- 
cinnati I asked one of them, as bum 
to bum, about the local food situation 
from the bum’s point of view. 
“You're enough of a bum,” he an- 
swered, “and I’m enough of a bum to 
know that no honest-to-God bum ever 
bothers about eats. Why, just last 
week we panhandled so much money 
that we were able to pay a full week’s 
rent on a room, so we had nothing to 
do but panhandle people all day for 
eats. I swear to God that we got in 
so much stuff that we had to go back 
to that room four and five and six 
times a day just to eat up the damn 
stuff.” 
Now, why is that? What causes the 
philosophy which the bum finally 
adopts—and which, incidentally, helps 
to keep him a bum? I believe it arises 
from a very important fundamental 
In connection with human nature, 
namely, that we live our way into our 
thinking from day to day, much more 
than we think our way into our living. 
What goes on in our heads, in other 
words, is concerned with our adjust- 
ment to the conditions in which we 
find ourselves at the moment. And 
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the main drive or thrust of that adjust- 
ment to conditions, I believe, repre- 
sents our desire to “save our face”— 
to maintain our belief in our own indi- 
vidual worthwhileness. 

What the bum has done is to retain 
his sovereignty over his kingdom by 
restricting the size of the kingdom—to 
gain the feeling of mastery in the field 
of his wishes by reducing his wants. 
Incidentally this is all the easier for the 
bum these days because, whereas the 
tragedy of unemployment always is 
that it down-grades the skilled worker* 
to the unskilled, the unskilled to the 
floater, the floater to the hobo, the 
hobo to the tramp, and the tramp to 
the bum, it oddly enough up-grades 
thebum. During depressions he finds 
it easier than usual to obtain the dime 
or the quarter of the passer-by, be- 
cause he can pose as “a member of the 
unemployed.” 


FACING THE Crisis 


Now, I believe my experience helps 
me to understand what has been go- 
ing on in this country—at least psy- 
chologically——these last few years. In 
1929 we “lived ourselves” into a wild 
and excessive individualism. We felt 
perfectly sure, furthermore, that our 
new philosophy was eternally true— 
that we had the world of economics 
absolutely by the tail forever and ever. 
There is hardly one of us here today 
that would have believed anybody 
that tried to tell us we were not justi- 
fied in any such convictions. 

In 1930 and 1931 we fought off the 
bad news. We said, “It can’t be! 
This is merely a temporary setback. 
Shortly we shall be on the road to re- 
covery.” But during 1932 and 1933 
we have been submitting to the worst, 
and, in my opinion, to a certain extent 
embracing it. We have faced the crisis 
and we have gained that one very great 
advantage which always comes from 
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facing a crisis, namely, the accumula- 
tion of such inner powers as we had 
not suspected before. Like the cap- 
tain of a ship who in bad weather can 
always put over crisis plans which 
would be impossible under sunny 
skies, we have organized the NRA for 
securing changes such as we would 
be unwilling to attempt under normal 
conditions, 

In line with what has already been 
said this morning, I believe the NRA’s 
results are, on the whole, good. With- 
out doubt, certain trade evils could 
hardly have been tackled except with 
the help of exactly such a crisis and 
such a crisis psychology as we have 
lately been seeing in operation about 
us. Certainly, too, the raising of mini- 
mum wages has been worth while, al- 
though if Mr. Lubin were here I hope 
he could tell us to just what extent 
that gain has been offset by the result- 
ant increased cost of living. Certainly, 
also, there has been a gain to the 
worker from the spread of work. The 
greatest gain’ from this has perhaps 
been psychological. Without ques- 
tion, the man who has only a few days 
of work per week is in much better 
spiritual condition than the one who 
has no work whatsoever. 

Incidentally, we are being shown 
very plainly this morning the problem 
involved in the hope of the national 
unions to interpret the law as mean- 
ing a hundred-per-cent closed shop. 
Whether we like it or not, America, 
as a result of its experience, suspects 
equally the rightness of either a hun- 
dred-per-cent non-union closed shop or 
a hundred-per-cent union closed shop. 


A PHILOSOPHY oF DEFEAT 


As an emergency measure, a very 
great deal can certainly be said for 
the National Industrial Recovery Act. 
I have the feeling, however, that both 
the present and the long-time effects 
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of the “Nira” are being lessened by 
that philosophy of permanent recon- 
struction of American life which is rep- 
resented by her alphabetical sisters, all 
of whom, we are told, are to be con- 
sidered as integrated with her. That 
philosophy represents the point of 
view of the American public today, 
but it is a philosophy of defeat. 

As I see it, we have endeavored to 
offset the foolishness of our absurdly 
individualistic philosophy of 1929 by 
swinging just asfar to the other ex- 
treme, into an equally abnormal col- 
lectivism. I believe it is only because 
we are tired, defeated, and scared that 
such intelligent people as my friend 
Mr. Filene can believe that everything 
is now lovely if only we can perma- 
nently depend on codes and fiats of 
Government, while „we throw over- 
board all individual initiative, enter- 
prise, and responsibility; that from 
now on we can “let Uncle Sam do it,” 
while we enjoy the delight of crawlińg 
under the bed. 

I believe such a philosophy appears 
attractive to us just now, let me re- 
peat, because our present conditions 


- of defeat and weariness make it look 
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like a permanent solution of our trou- 
bles. Mund you, I am for exactly that 
kind of thing in an emergency. But 
when it comes to be represented as 
the best means of getting into a last- 
ing Utopia for the worker, then [ am 
not so sure. Only to a tired and de- 
feated people, suffering the morning- 
after headache of a spree of jam- 


‘and-cake opportunity back in 1929, 


could it appear perfectly satisfactory 
to be assured of a certain uninter- 
ruptible minimum of bread-and-but- 
ter security. . 


ImporTance or Privaze INDUSTRY 


All we need to do from now on, so 
we are now assuming, is to prime the 
pump of industry.. Such priming is, 
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of course, an emergency necessity. . 
But I believe that this priming’ is to- 
day producing disappointing results 
simply because it is too widely felt by 
the world of industry and business that 
those who are now priming the pump 
are in reality not altogether sure that 
they genuinely believe in the pump! 
These primers appear in doubt as to 
whether the pump of private industry 
really plays an important part in the 
country’s well-being. They give the 
impression that, after all, the country 
can get along perfectly well, in their 
opinion, by a continuation of the prim- 
ing. They seem to have little idea of 
the insignificance of even such prodigal 
priming in comparison with the impor- 
tance of the pump. 

I have in mind, for instance, a little 
town in Ohio where the Government 
has been erecting a post office during 
the past year. Everybody in the town 
exclaims, “Isn’t it wonderful what the 
Government can do to help the town!” 
This post office represents a year’s ex- 
penditure of labor and capital. On the 
other hand, that entire year’s expendi- 
ture represents the pay roll of the 
town’s leading industrial plant for only 
one month. The proportion between 
government and private industry is as 
one to twelve. For the country as a 
whole, the proportion of government 
to private expenditure is much smaller. 

We are told that there is today no 
possibility of uncontrolled inflation. 
But it nevertheless seems certain ‘that 
every month during which the pump of 
private industry fails to get going from 
this priming, enormously increases the 
chance of actual inflation, whether 
contemplated or not. Such inflation 
would mean, of course, that the Ameri- 
can workers might enjoy such experi- 
ences as J shared with the coal miners 
of the Ruhr District in 1923. There 
I earned wages at the rate of ten mil- 
lion marks per day, one week, and fif- 
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teen million maiks, the next week—in 
each case about one dollar per day. 
The moment my companions got their 
‘pay envelopes they ran down the street 
as fast as they could go in order to 
spend every last pfénnig of it in some- 
thing—anything. You see, there was 
nothing in the world that on the fol- 
lowing morning would not be worth 
more than the money they kept in 
their pockets! ” 
How GOVERNMENT CONTROL AFFECTS 
THE WORKER $ 


We are told that we can safely fol- 
low the è&ample of Germany, France, 
Russia, and Italy in having the Gov- 
ernment simply take over the whole 
matter of running the pump by the 
continuous priming method. But the 
difficulty iş that the European worker 
has never known anything but the 
bread and butter of minimum secu- 
rity; he has never known the jam of 
opportunity at all. 

If the time were longer today I 
should be delighted to explain why I 
believe that Russia’s workers are to- 
day distinctly worse off than five years 
ago. This I believe is the result of 
the Government’s taking entirely the 
place of capital in the labor-capital ar- 
rangement. And if there were more 
time I should like to show how the in- 
sertion of government as a going con- 
cern between capital and labor in 
Germany has not only increased the 
consciousness of class and of class con- 
flict there, but by so doing has led to 
the Hitler régime, which régime has in 
turn proceeded completely to smash 
all unions. 

Today, anybody that criticizes the 
present program proposed for estab- 
lishing Utopia is disposed of as a Tory 
who does not believe in worker well- 
being. Nevertheless, I claim that no- 
body has taken more trouble than I to 
find out how similar proposals have 


actually affected the mass citizen, 
both here and in Europe. In fact, for 
the last few years I have strained my 
eyes to find the extent to which these 
same methods, now so enthusiastically 
proposed and so widely accepted, have 
actually improved the well-being of 
the worker abroad. Asa result, I can 
approve these programs only as emer- 
gency and not as permanent measures. 
As I see it, the criticism that can 
now be justly made is that there is a 
widespread and dangerous haziness 
between what should be thought of as 
emergency measures to get us out of 
the depression and what should be 
considered permanent measures for re- 
constructing our American society. 
This haziness of thinking on the part 
of the spokesmen of the Government 
is, I claim, definitely lessening the 
value of the NRA to the worker. 
Thus, I am disappointed to hear so 
much talk about our solving the prob- 
lems of the depression and of our later, 
long-term American life, by the mere 
lessening of working hours. I am for 
that as a means of getting out of the 
depression. But it is no permanent 
way to rebuild American life. It is 
just exactly as if we were discussing a 
famine and were to consider that the 
solution required nothing but to cut 


_ what bread existed into smaller pieces. 


On the contrary, what we have to talk 
about is where and how to get more 
jobs, so that an improved distribution 
of mcome can properly give a larger 
share to everybody. The required in- 
crease in the total volume of work will 
not be obtained so long as we continue 
to talk as if for the rest of time we 
should all be happy to secure somehow 
three meals per day. 


& 
Tue Lone-Run AVERAGE 


So I say that it represents a depres- 
sion psychology when we are willing 
for the first time in our history to talk 
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about the bread and butter of security 
as if that represented the permanent 
solution of all America’s problems. 
Such talk is hailed, I believe, simply 
because since 1932 we have lived our- 
selves too far into a collective play- 
safe-ism. Such play-safe-ism we hail 
becausé it saves our faces, which have 
been hurt by the defeat we suffered on 
the economic front in 1929. 

I cannot but feel that somebody 
ought to do somewhat as Hitler has 
done in Germany. He constantly re- 
minds the German people that while 
they were defeated in 1918 in the war, 
in 1923 by the inflation, and in 1929 by 
the depression, they nevertheless have 
no right to base all their plans for their 
long-future status in the family of na- 
tions merely upon what has happened 
since 1918. On the contrary, he tells 
them they must think of all the history 
of the German people from its be- 
ginning. 

Today we ought to hold before us as 
we plan our permanent future, not the 
conditions which have existed since 
1932, but the contribution made by 
the American idea in the world of in- 
dustry ever stnce 1620. In the same 
way I find that when I am a bum [am 
just as sure of the philosophy into 
which I live myself as I am later when 
I live with the aristocrats. Neither 
one of those philosophies is as true as 
the one I work out as a result of the 
` average of the two. 

Such an American average, of 
course, would give us a very different 
view from what we had in 19829. Un- 
questionably we ought to have a less 
uncontrolled individualism; unques- 
tionably, we ought to have a more so- 
cialized control and a greater and bet- 
ter teamwork between }usiness and 
government; unquestionably, we are 
very largely through with the sort of 
laissez faire that we have known. But 
that does not mean that we should go 
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clear over to the other extreme and 
say that the business man is to be con- 
sidered an enemy of his country. 

We have a right to be proud of the 
fact that this average of all our ups 
and downs to date, without any ques- 
tion, has given to the American work- 
ing man such a gasoline level of living 
as the working man of no other coun- 
try in the world has ever seen. It has 
also, I make bold to say, given us a 
labor leader of the utmost intelligence. 
Further, it has given us a business man 
who, without any question, represents 
a better combination of honesty and 
social-mindedness than the.: business 
man of any other great industrial 
country in the world—a business man 
more willing to play fair and more in- 
telligent and more concerned as em- 
ployer for the well-being of others than 
the business man of any other great in- 
dustrial country. 

I believe this average of American 
experience to date, with all its ups and 
downs from 1620 to 1934, is the reason 
why both capital and labor have given, 
on the whole, in spite of exceptions, a 
very real and gratifying degree of co- 
operation with the Nira. Still fur- 
ther, trying to see justice on both 
sides, I believe that capital and labor 
have recently been just about equally 
fair or unfair, Just about equally selfish 
or unselfish, in their coöperation with 
the Recovery Act. 

In conclusion, I believe that today 
the interests of both the NRA and the 
workers require the Government to 
show more belief in the importance of 
the pump of private industry and of 
its operation under current Govern- 
ment supervision. It is plain that the 
pump’s fear of the future, with respect 
first to the later value of the dollar and 
second to the permissibility of private 
profit, is doing more harm to the well- 
being of the worker than is any other 
onething. That fear arises, let me re- 
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peat, because, rightly or wrongly, the 
priming of the pump is felt by the 
country to be under the auspices of 
persons who do not really’ believe in 
the pump—by persons who appear 
uncertain whether the suction of pri- 
vate profit is at all essential to its 
proper functioning. 


CoOPpERATION AND INDIVIDUAL 
RESPONSIBILITY 


Beyond anything ever previously 
seen in American history, the Nira 


calls for a balance between the con-, 


flicting interests of consumer, worker, 
manager, Investor, public, Govern- 
ment, and’all. If any one of these in- 
terests tries selfishly to overreach, the 
whole cart will be overturned. If the 
plan is to succeed, we need an entirely 
new and different mood on the part of 
both the public and the Government 
_——a mood that will cease to apply bad 


names to those who do not agree with - 


their own particular methodology, al- 
though completely in agreement with 
their aims of general betterment. 
Finally, we should recall that even 
though we are going to accept, and 
accept willingly, a great increase of 
governmental control, there will still 
remain with us the necessity for indi- 
vidual fairness, individual honesty, in- 
dividual social-mindedness, and vision 
within our individual hearts. Our ex- 


perience with fiat prohibition should 
have taught us that we do not solve 
such individual problems simply by 
passing laws. 

We need today as never before an 
increased faith, not only in our Gov- 
ernment officials but also m ourselves. 
I cannot do better, therefore, than to 
commend to you that advice which 
an Englishman gave not long ago to 
his fellow members of Parliament. 
There the same kind of problem had 
arisen as here. There as here, every- 
body was saying, inasmuch as it takes 
too long to get things accomplished by 
letting the individual have anything 
to do with it—“Lets pass a law!” 
“But I would remind the honorable 
gentlemen,” the speaker explained, 
“that the advantages and disadvan- 
tages of the legislative method of get- 
ting things done, as of monarchy and 
dictatorship, make these institutions 
resemble a great ship. With all the 
pomp and panoply of power, it sails 
the waves—until it strikes a rock. 
Then it goes down forever. On the 
other hand, I would remind the gentle- 
men during these difficult times that 
its advantages and disadvantages 
make democracy resemble a raft.” 
Then he concluded, as I conclude, 
“You cant sink the thing, but 
damn it, your feet are always in the 
water.” 
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The NRA, Labor, and Recovery 


By SIDNEY HILLMAN 


S THE Seventy-third Congress 
is assembling to incorporate the 
needs of the people into adequate and 
progressive legislation, the legislators 
and the country with them take stock 
of the eventful developments since 
last March fourth, when the United 
States formally entered upon the New 
Deal era. Speaking to the Congress, 
and through the Congress to the peo- 
ple of the United States, and for that 
matter to the world at large, the Presi- 
dent has stated that the momentous 
changes which have taken place in the 
social, economic, and political life of 
this country in the course of the last 
nine months are not a mere incident 
and a passing stage. Whatever may 
happen to one detail or another of the 
plan, its underlying philosophy is here 
to stay, and if it is to stay it must be 
further developed and pushed to the 
full extent of its implications. 

This philosophy, in brief, assumes 
not only that the method of free-for- 
all, unrestricted, competitive ways of 
doing business has failed and is bank- 
rupt but that it is historically doomed. 
It must not be permitted to live at the 
expense of the Nation’s economic, se- 
curity. Laissez faire economics is ad- 
mittedly out of tune with the basic 
wants of our people and our time. 
The National Industrial Recovery 
Act has grown out of the realization of 
. thisfact. A significant beginning in a 
new direction was made when legisla- 
tion set up the National Recovery Ad- 


ministration. A consideration of the’ 


results of recent experience is in order. 


& 
ACHIEVEMENTS OF Recovery Act 


The operation of the National In- 
dustrial Recovery Act has resulted in 


the following things which properly 
belong on the positive side of our ex- 
perience. Substantially, they are: 

1. The regulation of hours of work 
as prescribed by the codes of fair prac- 
tices, where such have been estab- 
lished, has increased employment and 
resulted in many instances in a sub- 
stantial reduction of hours. What is 
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even more important than the reduc- 
tion of hours is the recognition by the 
National Industrial Recovery Act that 
hours of work must be determined 
primarily with a view to providing 
employment for those who are able 
and willing to work. For the first 
time, the country has been given, 
through the National Industrial Re- 
covery Act, an instrumentality by 
which hours of work may be from time 
to time rearranged as the need arises. 

2. Minima of wages have been es- 
tablished in every industry where a 
code is in operation. And here, too, 
of great importance is the fact that 
through the National Industrial Re- 
covery Act it is recognized that we can- 
not permit the free interplay of eco- 
nomic forces to determine minima of 
compensation to be paid to workers. 
Instead, a legal instrumentality has 
been created whereby wage minima 
may be progressively advanced so that 
properly increased purchasing power 
will keep the wheels of industry going. 
We are on the way toward eliminating 
the sweatshop through the provisions 
for maximum hours and minimum 
wages, as well as through the ban on 
child labor. The sweatshop employ- 
ers thrived on the so-called “freedom 
of contract” with employees. At 
hearings to establish codes for fair 
practices it was brought out that in 
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some industries workers were com- 
pelled to work for as little as two cents 
an hour. 


Waart Remains To Be AccoMPLISHED 


However, the ledger of our indus- 
trial reality has another page. There 
are liabilities, and we should take cog- 
nizance of them if our social account- 
ancy is to be kept straight. On the 
debit: side of our bookkeeping two 
factors loom largest. Many millions 
of people still remain unemployed, de- 
pendent upon the combined efforts of 
public authority and private charity 
for the meager sustenance they re- 
ceive. Of those who are employed, 
even when they work full time, all too 
many still receive inadequate compen- 
sation, so that the total purchasing 
power of the part of the population 
which is capable of self-support still 
lags behind what is necessary to set 
our industrial productive forces into 
full motion. 

The ideal has not been achieved. 
We are on our way toward its realiza- 
tion, but we certainly have not gone 
far enough. 

The minima of wages remain too 
low in many cases, and unjustifiable 
exemptions have been permitted in 
many cases. Minima of wages must 
be raised so that purchasing power 
and living standards will be advanced 
to the level of the Nation’s industrial 
capacity. 

Hours of work have not yet been 
sufficiently reduced to make for ade- 
quate and sufficient spread of the 
amount of the available work among 
the persons willing and capable to doa 
day’s work. 

The very possibility of return of 
child labor must be outlawed and the 
age limits must be raised so that our 
young may have the necessary time to 
mature physically and to grow intel- 
lectually, and not enter competition in 


the market of hired labor before they 
are ripe for it. 

The pace of reémployment must be 
accelerated. No person capable of 
work should be driven to depend on 
charity or public relief. The Nation 
can and ought to make good use of the 
work of itsadults. Part of the Nation 
must not be permitted to go hungry or 
experience other wants because an- 
other part is forced to work longer 
hours. 

We have made but one step toward 
stabilization. The American people 
will not achieve security until the pur- 
poses of the National Recovery Act 
are fully realized. The logical conclu- 
sion of the National Recovery Act is a 
regulation of our economic processes 
so that industry will not be run on a 
haphazard basis but will bring the pro- 
ductive capacity of the Nation into 
harmony with its healthy and pro- 
gressive needs. 


SPEED AT THE EXPENSE OF 
THOROUGHNESS 


But legislating is but part of the law. 
When codes for the various industries 
were being promulgated, the question 
as to how to handle the codes became 
paramount. Many millions of work- 
ers were to be covered by codes in dif- 
ferent industries and mercantile estab- 
lishments. It was obvious to those 
who had the responsibility to establish 
the codes of fair practices for industry 
that, if they were to aim at a solution 
of each of the problems in each indus- 
try, the promulgation of the codes 
would be unduly delayed. People had 
to be put back to work as speedily as 
possible. That was the primary con- 
sideration. Because of that, the Ad- 
ministrator end his associates laid 
greater emphasis on speed than on 
thoroughness. As a result, labor pro- 
visions in these .codes consisted of 
maximum hours and minimum wages 
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only. The final determination of 
these as well as other provisions for 
fair practices in industry was left to 
the code authorities. This policy, 
more than anything else, is responsible 
for the inadequate labor provisions in 
most codes. 

There was a decided lack of thor- 
oughness in the way the first steps of 
incorporating the National Industrial 
Recovery Act were made. This weak- 
ness goes back to the time when the 
first industrial code for cotton textiles 
was enacted. It was understandable 
why the labor provisions of the first 
proposed code were low. The disas- 
trous competition of the South se- 
verely impaired the condition of the 
industry .as a whole. However, ap- 
pearing as member of the Labor Ad- 
visory Board at the code hearing on 
the cotton textile industry presided 
over by General Hugh S. Johnson, I 
argued that the labor provisions were 
inadequate for that industry. If these 
labor conditions were approved by the 
Administrator they would set an ex- 
ample for all other industries, even 
those where prevailing conditions 
made possible a shorter week and 
higher wages, and would thus hamper 
the pace of industrial recovery. 

Administrator Johnson gave public 
assurance that the labor terms of the 
Cotton Textile Code would not be con- 
sidered a standard, and that the code 
of each industry would be constructed 
in the light of the circumstances and 
the facts of each particular industry. 
Notwithstanding these assurances, 
the inevitable happened. In opposing 
“radical departures from previous 
practices,” employers uged the labor 
provision for the cotton textile indus- 
try as their text; that beeame the mas- 
ter code for all industry. 

I can state from personal knowl- 
edge that in several industries, em- 
ployers who were favorably inclined 


toward the liberalization of labor pro- 
visions were called into special confer- 
ence where revisions downward took 
place, prompted by the logic of the 
code adopted for cotton textiles. An 
opportunity for liberalism in indus- 
trial leadership was frustrated by a 
bad start. 

It is true that the pressure of time 
made necessary: quick decisions even 
at the danger of making inadequate de- 
cisions. It is true that the immedi- 
ately necessary objective of the legis- 
ation, namely, the abolition of unfair 
practices with the view to stabilizing 
industry, had to be whipped into 
shape first, and of necessity all other 
matters were given but secondary con- 
sideration. But the explanation why 
a certain thing was not done well need 
not prevent us from proceeding to rem- 
edy the situation. Whether labor was 
or was not articulate with sufficient 
power in presenting its demands at the 
code hearings, let us bear in mind that 
we are dealing with a national situa- 
tion. Unemployment, starvation, and 
social disintegration are not problems 
of concern to labor alone. Society as 
a whole is involved and its continua- 
tion is at stake. Industrial stabiliza- 
tion can be achieved only when full 
consideration is given to the needs of 
the overwhelming majority of the 
population, that is labor, and second 
to the still larger number of consum- 
ers, and that again is labor and those 
who depend for their living on the 
men and women who work. 


LABOR REPRESENTATION ON CODE 
AUTHORITIES 


About two hundred industrial codes 
have been signed by the President to 
date. In all hearings, as the law re- 
quired, the labor provisions were pre- 
sented by the employers, and labor 
had the right to offer amendments. 
The employers had at their disposal 
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all the information, statistical mate- 
rial, and skill in handling matters of 
this kind that accumulated resources 
and established business institutions 
can provide; but in not more than a 
dozen of the two hundred approved 
codes are there provisions for labor 
representation on the code authorities, 
and even less than that number allow 
for consumer representation. 

It is necessary that proper repre- 
sentation be given to labor on the code 
authorities. Undoubtedly there will 
be modifications and changes in the 
labor provisions of the various codes, 
but labor must have a voice in effect- 
ing the necessary changes upon which 
the welfare of millions of our people 
and consequently of the Nation de- 
pends. 

Charges are being made throughout 
the country of violations of the labor 
provisions in the codified mdus- 
tries. There may not be a complete 
record of the number of violators and 
“chiselers” in industry, but there are 
entirely too many of them, if credence 
be given to rumors afloat. Speedy 
and effective enforcement is necessary. 
Violations are unfair to labor and to 
those employers who live up to the 
codes, and if not dealt with quickly 
and effectively they will become a 
grave menace to the National Indus- 
trial Recovery Act and to national re- 
covery itself. Therefore labor must 
be gwen its due place on the code au- 
thorities and be enabled to participate 
in enforcement, and not leave this ‘im- 
portant function solely to the em- 
ployers. 

It is of vital concern to labor and 
the consumers of the country that fair 
practices be promulgated—and en- 
forced. Without labor on the ground, 
rules of fair practices may be laid down 
that will make possible the worst ills 
of monopoly, resulting in mere price 
fixing without regard to the interests 


of labor, the consumers, and the coun- 
try asa whole. Without adequate la- 
bor representation the Administrator 
or his deputies may be obliged to place 
a stamp of approval upon decisions de- 
rived from presentations made by one 
side only and governed by self-interest. 
Unless the error of the past is rectified 
and the code authorities and the en- 
forcement agencies under the codes 
are made to provide for adequate labor 
representation, the recovery program 
and its major objectives, the restora- 
tion of security and the provision of 
plenty for the multitudes, are virtually 
placed in jeopardy. 

The most important work ahead of 
us, that of achieving effective planning 
for industry, depends upon the infor- 
mation that is expected from the data 
to be gathered by the code authorities. 
In the proper planning of industry lies 
the future development of the country. 
Both in the gathering of data and in 
the laying of plans for the future, all 
factors in industry must be given full 
opportunity to make their contribu- 
tion. The job cannot be done with 
labor on the outside. 

Economic planning that is worthy 
of the name is bound to affect profits, 
and if so, the employers themselves are 
not the best people to do that kind of 
planning. Labor belongs to every 
stage of the task. The National In- 
dustrial Recovery Act has a social 
philosophy back of it. It is concerned 
with more than merely finding a way 
out of the depression. It aims at the 
reorganization of our economic life, at 
the substitution of plan and system 
for chaos, disorder, and social irrespon- 
sibility. By establishing the code 
authorities in industry the National 
Industrial Recovery Act has created 
a democratic instrumentality for plan- 
ning and administering our economic 
life. The act must be brought into 
working ‘harmony with the idea of 
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planning, and the sooner this is done 
the better for all concerned. 


COLLECTIVE BARGAINING UNDER THE 
4t NIR A 99 


Section 7(a) of the act specifically 
and wisely provides for the right of 
labor to organize and to deal collec- 
tively with employers through repre- 
sentatives of their choosing. The 
framers of the act were out to accom- 
plish a piece of effective legislation and 
they realized that in order to make the 
act effective there must be a guarantee 
that labor would be adequately repre- 
sented in the councils of mdustry. 
They therefore made it a matter of 
law that recognition of labor is obli- 
gatory, and employers fostering com- 
pany unions are outlawed. But it is 
a matter of public record today that 
Section 7(a) is openly defied by the 
Tories in industry. The language in 
that section is clear enough, but experi- 
ence makes it necessary for Congress 
to make further provisions for the 
clarification of the clause itself and 
for the establishment of enforcement 
machinery. 

The National Recovery Administra- 
tion has actually brought about the 
organization of all the employers in 
the various industries by giving the 
code authorities the right of assessing 
employers in each industry for the 
needs of the code authority, and by 
making the decisions of the code au- 
thority binding upon all members of 
the industry after the codes have been 
approved by the Administration. The 
National Industrial Recovery Act has 
brought about a complete, closely 
knit, and effectual organization of em- 
ployers in each industry and, through 
their national organizatigns, in all in- 
dustries. There is no good reason 
why similar support should not be 
given to workers in, industry i in their 
organizing efforts. 


Collective bargaining and recogni- 
tion of organized labor is the law under 
the National Industrial Recovery Act 
and the various codes. Where labor 
is adequately organized, the matter of 
labor representation is solved easily 
enough. In industries where there is 
no adequate labor organization, an op- 
portunity should be assured the work- 
ers to organize and to elect their own 
representatives. ‘These organizations 
should be recognized as an instrumen- 
tality for collective bargaining repre- 
senting organized as well as unorgan- 
ized workers. Organized labor groups 
should be given the same recognition 
in Industry which employers have been 
accorded. Employers should effec- 
tively be prevented from interfering 
with the organization of their em- 
ployees. In doing so the Recovery 
Administration would be only follow- 
ing the same course in regard to labor 
as it has followed in regard to the 
employers. 

The leadership given by the present 
Administration in its attempt to pull 
this country out of the depression and 
place its business life upon a sounder 
foundation will stand out in the record 
of our days, as the present becomes a 
matter of the past. But the job will 
not be anywhere near completed unless 
labor receives adequate consideration 
and complete representation. 

Labor has borne the brunt of this 
depression. Labor has battled for the 
recognition of the need of effective 
legislation so that the country may be 
pulled out of industrial chaos. Labor 
speaks for the majority of the popula- 
tion engaged in industry, the services, 
and all other useful pursuits, so that 
the interests of the Nation are in- 
separable from the interests of labor. 
We cannot have a prosperous Nation 
erected upon the misery of labor. The 
duty is clear. The interests of capital 
must be made subordinate to the 
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broadly conceived interests of the Na- 
tion. Recognition given to labor has 
been extended all too timidly to be 
effective. We must go the whole line 
if we are to visualize recovery at the 
end of the road. 


SOLIDARITY OF LABOR 


Labor did not enter the situation 
sufficiently prepared. Undoubtedly 
there should be a quicker and more 
powerful realization on the part of 
labor of the need for casting aside the 
still surviving unfit forms of organiza- 
tion. While our right to a voice in 
industry is proclaimed, labor must be 
prepared to speak in one voice and not 
in a dozen voices because the workers 
in a given industry are divided into so 
many craft formations. A code au- 
thority cannot be turned into a de- 
bating society, and to speak effectively 
and with weight, labor must speak 
unitedly, A loose form of organiza- 
tion on the part of labor tends to retard 
the achievement of desired results. 

In the efforts to achieve a needed re- 
distribution of income, labor must act 
as a unit in each given industry, and 
in the process, learn to look upon in- 
dustry as a matter of vital concern to 
labor itself. Labor must become in- 
dustry-conscious. It must have apro- 
gram. In the past, labor concerned 
itself primarily with the fight for recog- 
nition. With legislation giving labor 


the right to representation, the next 
and most important issue is to realize 
Jabor’s part in constructive responsi- 
bility for management. 

We must cease to drift. Things will 
not take care of themselves. ‘The ad- 
monition that we must not interfere 
with natural laws is either sheer non- 
sense or studied hypocrisy. There are 
no natural laws m the realm of eco- 
nomic organization. Our social order | 
is what we want it to be. If we are 
to avoid a repetition of the disastrous 
experience of 1930-33 and make prog- 
ress ahead, there must be clear 
and intelligent and forceful planning 
ahead. 

In brief, we must take the steps 
which lead to the logical conclusion of 
the implications of the National In- 
dustrial Recovery Act; that is, an 
overhauling of the whole economic sys- 
tem, the substitution of order and 
purpose for drifting, with a view to 
achieving the welfare of the many in- 
stead of profits for the few. Suffering 
in the midst of plenty must be brought 
to an end, and it can be done. In the 
few short months a good deal has been 
accomplished. Intelligent teamwork 
of all the factors in the Nation is neces- 
sary to complete the program. Labor, 
representing the majority of the popu- 
lation, must be assured an adequate 
place in the new organization of in- 
dustry. 


Mr. Sidney Hillman is general president of the 
Amalgamated Clothing Workers of America, New 
York City, chairman of the board of the Amalga- 
mated Bank of New York, and director of the Amal- 
gamated Trust & Savings Bank, Chicago. He 
organized the Rochester market in 1918, the Chi- 
cago market in 1919, and the Philadelphia market in 
1929. He established the Unemployment Insur- 
ance Fund in Rochester, Chicago, and New York. 


New Responsibilities of Industry and Labor 


By Ernest T. Were 


WAS importuned by your distin- 

guished President to speak here to- 
night, if not actually against my will, 
at least against my better judgment. 
I was on the point of congratulating 
myself that I had been successful in 
letting “George Do It,” when Dr. 
Patterson persuaded me that it is a 
definite responsibility of business ex- 
ecutives to express themselves on eco- 
nomic subjects, to the end that the 
problems of industry may be better 
understood and “in order that public 
opinion may be properly shaped.” 

I commend this thought to all of you. 
For the past two years I have fre- 
quently had occasion to charge many 
of my business friends and associates 
with this responsibility, and while I 
personally find it an irksome job at 
times, I heartily indorse these senti- 
ments. 

On November 2 last, I advised Dr. 
Patterson that I was totally unpre- 
pared to discuss in a practical way the 
subject he suggested. On November 
7 I advised him frankly that I was in 
such a state of mental confusion on the 
industrial, social, and political outlook 
that I did not care to undertake to 
speak until I could see more clearly the 
relative importance and value of cur- 
rent trends. 

Subsequent events have not given 
me any enlightenment, and tonight I 
regret to tell you that I am still unpre- 
pared and, if anything, slightly more 
confused than previously. However, 
as it is entirely likely tha? many of you 
are in the same state of mind, I hope 
you will take my confusion into ac- 
count and be liberat-minded, and tem- 
perate in your judgment. Asa matter 


of fact, if I have done and said all the 
things attributed to me recently by 
public officials and in the press, J must 
be considered a most confused man, 
possessing a mental agility of which I 
never even suspected myself. 

¢ In these times I think it especially 
incumbent upon us to resolve to keep 
our tempers and give free reign to our 
inherent sense of humor on all con- 
troversial subjects. It is well to ap- 
preciate the fact that usually only one 
side can be right. Even if we heartily 
disagree with expressed opinions, we 
should at least accord respect to that 
which we believe to be sincere convic- 
tion. When we are moved to criticisms 
it is our duty to be sure that, at least in 
our own judgment, criticism is justified 
and is constructively offered as a 
counter-suggestion; and further, it is 
my earnest belief that any criticism - 
which does not offer an alternative is 
destructive in its implication and in- 
tent. 


RELUCTANCE oF Business MEN TO 
SPEAK 


Another point made by Dr. Patter- 
son was that he encountered severe 
difficulties in persuading business men 
to participate in the proceedings of this 
forum. 

It is perfectly understandable to me 
why this should be so. A business 
executive or corporation officer has as- 
sumed very definite responsibilities, 
and under the extreme pressure of these 
turbulent times it is not always con- 
venient to digress even temporarily 
from appointed tasks. The problems 
of our own business must necessarily 
take precedence over extraneous mat- 
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_ters, although there can be no question 
that each business is a part of all busi- 
ness—that all business is more or less 
interrelated and to some extent inter- 
dependent. Therefore, it should be 
appreciated that a man’s ability to re- 
spond to an invitation from this or- 
ganization, entirely aside from his 
personal wishes, is dependent on several 
factors. 

Probably, however, the chief deter- 
mining factor today is that social and 
economic problems have entered a 
definite period of contention of such 
complexity that one cannot feel secure 
in the expression of an honest convic- 
tion, that it will not entail the necessity 
of making innumerable supplementary 
statements in explanation, qualifica- 
tion, or rebuttal. If I am indiscreet in 
my utterances tonight, this discussion 
may develop into a controversy and 
become an absorbing part of my busi- 
ness. ~ 

This organization is to be congratu- 
lated on its splendid efforts in securing, 
recording, and disseminating a broad 
cross section of public opinion on social 
and politico-economic problems. 


CONFUSION OF THE IssuUE 


We are in the midst of a critical 
situation in the affairs of state which, 
instead of gaining clarity as it develops 
and moves along, is being confused by 
the cross fire of opinion which to all in- 
tents and purposes might just as well 
be spoken in a foreign tongue. 

Controversy over slogans, nick- 
names, and ‘abbreviations most cer- 
tainly does obscure the real questions 
before us, and unless we take steps to 
prevent it we may shortly find our- 
selves in the same circumstances as the 
pious but misguided artisans who 
labored so faithfully in the construction 
of the Tower of Babel. 

For imstance, the spectacle of a 
learned prelate from Michigan dis- 


coursing on economics and a reply by 
an equally brilliant man who was once 
a politician, later an editor, and who 
now is approaching true statesmanship, 
has caused considerable confusion and 
ill feeling. The reverend gentleman 
speaks practically, if bitterly, of men 
and money, while the editor responds 
with the spiritual admonition “Thou 
shalt not bear false witness against thy 
neighbor.” The result of this persi- 
flage is that the fate of the American 
dollar—the crux of both discussions— 
was almost completely lost sight of. 

I do not care to enter combat with 
these learned gentlemen, but I do con- 
tend that on matters of critical import 
a precise language with a literal mean- 
ing is a prime essential. 

I have labored hard and with a will 
to try to understand the innumerable 
new terms and phrases in reference to 
our national credit and currency—cur- 
rency as is, and as may be later. Rub- 
ber dollar, baloney dollar, fiat money, 
confetti money, greenbacks, new yellow- 
backs, commodity dollar, inflation, 
deflation, sound money, easy credit, 
and banketeers are only a few terms 
which occur to me offhand as being 
superfluous in any matter-of-fact dis- 
cussion on economic subjects. As for 
“alphabet soup” the initials U. S. A. 
have a far deeper significance than just 
the name for which these letters stand, 
and if in the course of events any 
initials do stand for more than a mere 
name, they will speak for themselves. 
Let us not quarrel about terminology, 
but try to discover the substance of the 
changes now taking place. 

We are tragically aware that some of 
our idols, particularly the 1929 models, 
have proved to have had feet of clay, 
and under the merciless spotlight of 
publicity,*forced to stand trial before 
the bar of public opinion, were found 
wanting and have been relegated to the 
limbo of forgotten things—forgotten as 
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idols, but always to be remembered 
as violators of public trust. Others, 
equally unprincipled, still persist; but 
as we hopefully face forward to a 
brighter tomorrow, it 1s almost a cer- 
tainty that these will be left behind in 
the gloom of the dusk of today. 

The good Lord knows we have 
enough laws, but in all seriousness J 
propose that we marshal our forces in a 
determined effort to stamp out corrupt 
practices in all our business relations 
and to establish a code of ethics by law 
instead of by consent. 

I think I see Dr. Patterson locking at 
his program, probably to refresh his 
memory as to the exact subject on 
which I am supposed to bring enlighten- 
ment. You know, I advised him that 
among other things I would discuss the 
“Changing Status of Labor”; and now 
that I have disposed of the world’s 
major problems, I will, with your in- 
dulgence, hurry along to fulfill my con- 
tract. 

Cesar once said, “Nothing is great 
until it is clearly revealed”; and as 
change can be accurately gauged only 
by comparison, I must go back a long 
way to prove how really great have 
been the changes that have brought 
labor to the high estate it justly 
merits and, to a great extent, now en- 
joys. 

Aboard the “Magic Carpet” we now 
go back several thousand years and 
find ourselves in the Egypt of which 
we know by the records written on ap- 
parently imperishable stone. By sign 
and picture we read on these tablets a 
story of labor at its nadir and a revela- 
tion of man’s first attempt to emanci- 
pate himself from drudgery. 

Almost too literally, the, bas-reliefs 
of ancient Egypt tell the story of 
shackled men dripping g#weat and 
blood under the whip-master’s lash, 
laboriously dragging heavy stone blocks 
into place to build the pyramids— 


dead things built for the dead, beautiful 
from the standpoint of symmetry, but 
as futile as was the philosophy of those 
who conceived them and recorded the 
achievement in the blood of human be- 
ings. From this lowly estate labor has 
risen. 

Some of these same tablets forecast 
the birth of transportation. A wheel, 
not unlike our present conception, was 
revealed, which eventually was to lift 
the load from the shoulders of man to a 
vehicle of comparatively easy locomo- 
tion. 

Compared with the modern sky- 
scraper—those beehives of activity, 
throbbing with the magic spark of life 
——the pyramids are bleak and awesome 
—dead things standing alone on the 
fringe of a living world. 


INTRODUCTION OF MODERN POWER 


We will now proceed to a point where 
we can arrive at a more logical basis of 
comparison—the beginning of the nine- 
teenth century, a time at which man 
was apparently unable to produce suff- 
cient to supply his needs. About 1800 
the Reverend T. R. Malthus, who was 
regarded as a great political economist 
of his day, annunciated a rather star- 
tling theory. He said: “The population 
tends to multiply faster than its means 
of subsistence can be made to do, and 
that, unless an increase of population 
be checked by prudential restraint, 
poverty is inevitable.’ Who among 
us can say that this dire prophecy 
might not have been fulfilled if steam 
and electric power had not come into 
general use! 

Malthus lived to see the fallacy of his 
doleful philosophy. Power plus man’s 
tools bridged the gap in production. 
To paraphrase the inimitable Arthur 
Brisbane, “Don’t sell man’s ingenuity 
short.” 

In the last half-century the course of 
progress has been amazingly swift. 


r 
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The drudgery of manual labor has been 
largely eliminated by the invention and 
perfection of thousands of machines 
and labor-saving devices. Transporta- 
tion and communication have broken 
down the barriers of time and distance, 
and it is during this last fifty years that 
labor has derived its greatest benefits. 

Power and the machine, plus a sound 
social and economic philosophy, have 
established a logical basis upon which 
eventually to effect a balance between 
production and consumption. These 
factors have also made possible a broad 
and general distribution of wealth, 
have increased purchasing power of in- 
dividuals in all walks of life, and, last 
but probably most important, have in- 
creased the productivity of individual 
workmen, which in turn has led directly 
to increased earnings. These are, I 
believe, the chief causes of labor’s 
greatly improved status. — 

To illustrate. In 1925, upon a sug- 
gestion from the British Prime Minis- 
- ter, the London Daily Mail sent to the 
United States an industrial commission 
to ascertain why the average American 
workman was able to contribute so 
much to production, to enjoy living on 
such a high plane, and to receive such 
high wages. After a tour of five thou- 
sand miles with visits to forty-two in- 
dustrial plants, the commission was 
astounded to learn that these men were 
not the slaves of their own muscular 
energy, nor yet of the machines on 
which they were working. Instead, 
they were the directors of the machines. 

It was remarked by one of the group 
that in England a man doing that same 
job would work twice as hard, do half as 
much, and earn half as much. 

These men went back to England 
with the solution of their inquiry 
summed up in one word—Power. 
They found that the industrial workers 
of America had at their disposal an 
average of 334 electric horse power per 


worker. This is almost double the 
amount available to the workmen in 
England, the next most highly developed 
industrial nation. Power is the funda- 
mental reason for the high civilization 
we enjoy; without it, mere man’s mus- 
cular energy means nothing. 


BENEFITS or MACHINES 


I have been a steel maker for forty- 
three years. I began when most of the 
heavy work was done by hand, Ihave 
seen the machines come into the steel 
mills—first little machines and then 
bigger ones. I have seen horse power 
displacing man power; carrying cranes 
sending wheelbarrows to the scrap 
heap; great steel arms and hands push- 
ing men out of the plants. 

For forty-three years I have seen 
men shaking their fists at these ma- 
chines. Eight times I have seen the 
country sink into some sort of depres- 
sion. And each time men have risen to 
announce that we have ridden into the 
slump on our machines. 

For nearly half a century I have been 
listening to politicians declaring that 
the machines create depressions; wel- 
fare workers saying they are the cause 
of poverty; labor leaders that they pro- 
duce unemployment; philosophers that 
they are destroying our civilization. 

I deny all these things. 

I have seen machines put men out 
of work by hundreds, and then hire 
them back by thousands. I have seen 
some machines destroying jobs, while 
others were making jobs in greater 
numbers. And all the time I have 
seen these same machines taking four 
hours a day off the hours of toil of our 
people; taking over the hard, grinding, 
dirty work of the world, leaving men to 
do the kind of work they were intended 
for. 

We have covered the physical prop- 
erties of industry rather sketchily, but 
I have yet to cover the most important 
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part of my text—the human equation, 
with particular reference to relations 
within industry. Therefore I think 
we may concede that industry today is 
tooled and geared to the tempo of our 
times, and that it is capable of terrific 
speed and possesses adequate capacity 
and flexibility to meet the ever growing 
demands of a constantly increasing 
population. 

Behind all this is the most important 
asset of all business—man power as 
expressed in- brain and brawn of those 
who translate horse power and raw 
materials into commercial products. 
Of themselves the machines are as dead 
and useless as the pyramids; but actu- 
_ated by men at the power source and 
directed by a man at the throttle, they 
are truly wondrous instruments of con- 
venience and efficiency. 

Contrary to current opinion largely 
influenced by a glamorous presentation 
of the New Deal, industry has, over a 
period of many years, given compre- 
hensive thought and study to improv- 
ing working conditions and making 
more adequate provisions for labor in 
the disbursement of profits. It prob- 
ably would startle you, if the figures 
were available, to know the vast for- 
tunes that have been expended in 
merely increasing the comfort and 
safety of workers in the steel industry 
alone. 

These are advantages which our 
people have collected from the ma- 
chine. The owners of the machines 
have made money out of them—too 
much, I am afraid, in some cases. But 
there are other dividends besides dol- 
lars—dividends which have gone to 
those who work. The machines have 
given the workers time—precious hours 
—the hours of their own lives. 

Forty-eight hours a we€k instead of 
eighty-four—thirty-six hours a week, 
or more than eighteen hundred hours a 
year, are given to the worker. Can 


you realize what this means? It 
means more than two hundred and 
twenty-five additional eight-hour days 
for recreation to each year of a man’s 
life—days of time for himself, hours to 
read, to play, to fool around his garden, 
to go to a movie, to listen to music, to 
become acquainted with his family—to 
have for himself the one thing he ought 
to be really sure of—his own life. 
These are great dividends, but we 
should not stop here. It is time to de- 


clare more dividends on the machine. 
@ 


Basis oF INDUSTRIAL RELATIONS 


The prospect of even greater benefits 
and dividends is readily apparent as we 
comprehend the present basis of indus- 
trial employee relations with manage- 
ment. This condition did not come 
about suddenly, as many believe, as the 
result of Section 7 (a) of the Nation- 
al Industrial Recovery Act. Today’s 
basis of understanding is the result of 
normal evolution and a sincere desire 
on both sides for a better basis of under- 
standing, and cannot be rightly re- 
garded, as some would have us think, 
as a result of industrial or social revolu- 
tion. 

In the distant past, most businesses 
and industries were privately owned, 
and were of such size that in many 
cases they were personally supervised 
by the owners or members of the com- 
pany or firm. The “Boss” and. the 
men knew each other, and there was 
little or no influence to bar free inter- 
course and exchange of ideas. There- 
fore, disputes were rare and were 
usually settled at inception. 

As the economic advisability of 
merging interests and activities became 
apparent, business and industry grew 
to larger proportions and responsibili- 
ties had to be delegated to supervise 
and codrdinate the functions of produc- 
tion and distribution. 

With the coming of steam and elec- 
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tric power to speed up the machine age 
the merging process continued, and 
from the rather simple systems of the 
past grew up great combinations of 
capital, facilities, materials, and men. 
The corporation as we know it today 
is a sound and logical combination of 
all the forces necessary to supply the 
needs of an ever growing population. 
In aggregate such companies are very 
complex, and until comparatively re- 
cent years no practical method had 
been evolved to reéstablish the personal 
relation between men and employets 
which had been gradually dissipated in 
the transitory period of business and 
industry. 
For forty years, to my personal 
knowledge, a few industrialists have 
- provided ways whereby the worker has 
been made articulate for the expression 
of his views on matters of mutual con- 
ern between men and management. 
‘There were several plans and practices 


in use over the years, but no general or 


central idea proved practical to meet all 
contingencies. 

Our war-born democracy, in which 
management and worker alike took off 
their coats in favor of shirt sleeves and 
dungarees, was, to my mind, the real 

- beginning of a new understanding þe- 
tween management and labor in in- 
dustry. 


OBJECTIVES OF PLANS 


Even yet there seems to be no central 
theme, but most of the several hundred 
industrial relations plans now in opera- 
tion can be summed up as to their ob- 
jectives about as follows: 

1. To provide, in so far as economic 
conditions permit, a steady job, at fair 
wages and under safe physical working 
conditions; 

2. To enable employees to provide 
for themselves and their families finan- 
cial protection against sickness and 
accidents and liberal death benefits; 


3. To enable employees to help 
themselves, their fellow workers, and 
their families in financial, legal, and 
other emergencies; 

4. To provide opportunities for em- 
ployees to better their position in the 
company; 

5. To provide opportunities for em- 
ployees to acquire at least a measure of 
financial independence through savings 
and investment in the business. 

All plans do not embrace all these 
essentials, but I think it is a fair state- 
ment of fact that these represent the 
principles upon which most progressive 
plans are predicated. 


CONTEST FOR Bust PLANS 


Of particular interest to those con- 
cerned with industrial relations was the 
contest conducted at the close of 1931 
by a national magazine edited by B. C. 
Forbes. With appropriate cash incen- 
tives he invited industrial executives 
and industrial relations managers, coun- 
selors, and directors to outline in detail 
their “employer-employee relations 
plan.” A committee of unimpeachable 
integrity was named and the awards 
were made for the “outstanding” 
plans. The rules recognized only or- 
ganizations whose plan had been in 
operation ten years or more’and was 
economically and socially sound. Two 
hundred and seventy-eight organiza- 
tions and individuals participated in 
the contest. 

It is significant—more so than my 
time permits me to emphasize—that 
two of the capital prizes went to firms 
in large cities where for twenty years 
or more industrial relations research 
had been encouraged and practiced as 
a part of the business of the commu- 
nity. 

PennsylVania won first and third 
places in this contest, and Philadelphia 
won new distinction by winning this 
contest and establishing the finest con- 
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cept of industrial democracy in exist- 
ence. It is peculiarly fitting that this 
city, which gave birth to our political 
and social estate, should also establish 
the basis of what may lead us to an en- 
lightened policy in the advancement 
and improvement of industrial rela- 
tions. 

Briefly, the awards were made as 
follows: First prize went to Leeds and 
Northrup, manufacturers, of Philadel- 
phia; second prize went to Procter and 
Gamble of Cincinnati; and two third 
prizes of equivalent value, to Westing- 
house Electric of Pittsburgh and 
General Electric of Schenectady. The 
last two were judged equally meritori- 
ous. 

The real value of the contest was 
that it disclosed that these industrial 
relations plans were based on scientific 
business principles and on high ethical 
standards. Sentiment and emotional 
urge were remarkable only by their al- 
most complete absence. 

And now the National Industrial Re- 
covery Act has given added stimulus to 
industrial relations by insuring by law 
instead of by consent the right of work- 
ers to organize for the purpose of col- 
lective bargaining. Section 7 (a) of 
the act confirms a principle long recog- 
nized by many industrial leaders, to 
which no fair-minded business man can 
take exception. 


CAUSES OF STRIKES 


Due, however, to misunderstanding 
and in some cases to deliberate mis- 
representation, $100,000,000 in wages, 
salaries, and other expenses have been 
lost to American workmen, industry, 
and merchants. 

The only strike in the History of the 
Weirton Steel Company one of our 
subsidiaries, of which I am chairman-— 
occurred as a direct result of the de- 
liberate misrepresentation of the mean- 
ing of this clause last September. It 


lasted three weeks and cost the com- 
pany and the workers two million dol- 
lars. 

Actually there was no strike called or 
voted upon; but a handful of men led 
by a few racketeers succeeded by in- 
timidation in keeping ten thousand 
American workmen from their jobs. 
The men, the great majority of whom 
wanted to work, were out of pocket 
about $750,000. 

This is but one of many hundreds of 
such incidents that occurred as a result 
of the failure to define the rights of the 
employer as well as of the employee. 
I personally am a staunch advocate of 
collective bargaining, and, even previ- 
ous to the shutdown at Weirton, had 
recognized the right of our men to se- 
lect their own representatives. The 
workers may choose any one they see 
fit, either within or outside the organi- 
zation, as their representative for this 
purpose. The company has no vote 
and no power of veto over the action of 
the elected representatives. Manage- 
ment’s representation is limited to ob- 
servation and discussion, with no con- 
trol or legislative authority. 


FUNCTIONING OF WEIRTON STEEL 
CoMPANY’S PLAN 


I will give you a few figures to show 
the great potential value of this type of 
organization and how well our plan is 
functioning. It became effective in 
July 1933, and in the first three months 
the forty-nine elected representatives 
of the employees had presented to the 
management four hundred and thirty- 
seven cases for discussion. Most of 
these had to do with wages, work 
schedules, rates, and working condi- 
tions—all of which are vital to the wel- 
fare of the workers. 

Over 62 per cent of the proposals 
were settled in favor of the employees 
of the Weirton Steel Company; a sub- 
stantial number were withdrawn by the 
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representatives after conference with 
the management, due to a clearer 
understanding of the problem. Six 
and one-half per cent of the cases were 
equitably settled by compromise, and 
only 10 per cent of all cases were settled 
in favor of the management. Fourteen 
and one-half per cent of the cases are 
still pending and several of these do 
not bear directly on employer-em- 
ployee relations, but have to do with 
the personal welfare of employees as 
affected by state laws, municipal ordi- 
nances, and personal tax problems. 

It is inconceivable to me how such 
vital questions in such great numbers 
could be handled by any organization 
other than employees’ representatives. 
The intimate association of the work- 
ers, the common knowledge of each 
other’s problems, and the affinity of in- 
‘terests in the process, in the company, 
and in the community, all tend to 
quicken action with no loss of time 
usually involved in tedious investiga- 
tion by persons unfamiliar with the 
problem at hand. 

On the face of these facts and figures, 
it must be obvious to you and all 
others who are disposed to be impartial 
and fair-minded, that the employees’ 
representation plan is a sound and 
ethical basis for. industrial relations, 
that the elected representatives are 
functioning to better conditions of the 
workers, and that in no sense are the 
activities dominated by the manage- 
ment. I am firmly convinced that the 
plan in operation at Weirton and simi- 
lar plans in other industrial organiza- 
tions not only fully comply with the 
full meaning and intent of Section 7 (a) 
of the NIRA, but that this type of 
plan is best adapted to insure amicable 
relations between management and 
labor. I think it would be a grave 
error to disrupt these arrangements 
which give such great promise of a new 
era of peaceful partnership in industry. 


Recently our company has taken 
what we believe is a long step forward 
to enhance the value and integrity of 
industrial relations. We have volun- 
tarily assumed a new responsibility. 
We have pledged ourselves that at no 
time in the future will there be made 
any general wage reductions below the 
present scale in our company, regard- 
less of the emergency, necessity, or ex- 
pediency of the occasion, until the 
question is submitted and approved by 
the elected representatives of our em- 
ployees. 

We believe that we are leaders in 
this assurance of wage stability, and 
that it will serve to give a new measure 
of security to our workers. Our action 
was based on the firm conviction that 
labor had, during the depression, been 
unreasonably liquidated and that no 
benefits had accrued from wage reduc- 
tions, but rather that harm had re- 
sulted as a result of the constriction of 
individual purchasing power. 


RESPONSIBILITY OF WORKERS’ 
REPRESENTATIVES 


The granting of such extensive 
rights to labor to participate with man- 
agement in decisions affecting the inter- 
ests of both, carries with it a correlative 
responsibility. The leaders of labor, if 
they are to help to decide the vital 
questions affecting industry, must be 
held responsible to those who elect 
them for their decisions. 

I believe that it will be a fine thing 
for industry if the representatives of 
labor are taken into the confidence of 
management in decisions which affect 
the welfare of both. I have the ut- 
most confidence in American workmen 
and believe that they will better under- 
stand the problems confronting man- 
agement if they are consulted not only 
about matters of wages and working 
conditions but also of manufacturing 
and marketing and other competitive 
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factors having a direct influence on 
continuity of employment. 

I also believe there will be less inter- 
ruption to work by reason of strikes or 
lockouts as a result of closer contact 
between management and employees’ 
representatives. When these repre- 
sentatives, elected by their fellow 
workers, realize that the responsibility 
will be upon them if a strike is called, 
due to failure to agree upon wages or 
_ working conditions, they will have a 
greater interest in solving the difficulties. 

It seems apparent to me that our 
chances of avoiding labor disturbances 
are much greater if the management is 
dealing with its own employees instead 
of dealing with paid union organizers 
who may have a direct financial interest 
in keeping trouble brewing. Ihave no 
quarrel with organized labor per se, but 
J have a decided opinion regarding the 
perception and the sincerity of many of 
the labor leaders of today. Decisions 
to call a strike made by paid organizers 
and labor leaders located in distant 
cities are not nearly so vital to them as 
a decision to strike would be to labor 
representatives who know what it 
means to their own fellow workmen. 

Many of us believe that employee 
organizations are of more value to 
workers than national unions. We are 
all seeking to achieve the same end, that 
is, Improvement of workers and work- 
ing conditions, and because many of us 
do believe that this can be accomplished 
better without the commercialized na- 
tional unions we are sometimes severely 
criticized. The newspapers have con- 
struéd my opinions in that respect as a 
challenge to the National Recovery 
Act. J have firmly supported that act; 
ĮI believe in its principlés; but I differ 
with the National Labog Board in its 
efforts to force national unions upon 
employers. My differences were and 
still are solely with the National Labor 
Board. : 


I pledge my unqualified support to 
the President’s recovery program; but, 
coupled with this, I also have consider- 
able faith in, and an abiding respect 
for, much of the old deal. But, new or 
old deal, we must have a reasonable as- 
surance that it will be a square deal. 
The surest test of a square deal is that 
both parties are satisfied. 


Prospiems To Bs Souvep 


And now, what about the future? I 
think we can take for granted that both 


“management and worker have at this 


stage a new incentive for better codpera- 
tion and understanding, and that in the 
minds of each has been inculcated a 
new perception of each other’s respon- 
sibilities. 

After all, what is it we want from 
life? Am I not correct in the assump- 
tion that human nature, with some ex- 
ceptions of course, desires safety, com- 
fort, enjoyment, and some additional 
personal satisfactions in sport, in the 
indulgence of a hobby, or in accom- 
plishment? 

To these, and probably most im- 
portant, can be added security and 
financial independence. 

Security, embracing assurance of 
employment or income and financial 
independence which insures more than 
the necessities of life, is to my mind 
the most critical of the problems be- 
fore us. a 

Spellbinders and demagogues, thinly 
disguised as “rugged individualists,”’ 
are loud in their denunciation of pen- 
sion systems, unemployment reserves, 
old age allowances, and similar provi- 
sions, as unnecessary, impractical, and 
inequitable. Industry, however, defi- 
nitely recognizes faithful service and a 
man’s equity in his life’s work, and is 
determined that this dividend shall be 
paid. These objectors are among the 
same group of “die-hards” who fought 
vigorously against workmen’s com- 
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pensation and other welfare and safety 
measures which have tended to benefit 
labor. ° 

These and kindred problems are be- 
ing intensively studied by industry and 
by practically every sincere political 
economist of our day. 

These are not problems that can be 
hastily solved. Fair and equitable 
methods which will probably include 
unemployment reserves as well as re- 
tirement incomes must be worked out, 
but I feel sure that money, men, apd 
management will find a way, with each 
contributing toward the common weal. 

Briefly, I will offer a few facts which 
establish beyond question the vital im- 
portance of these problems. 

The working production period of 
the individual is shrinking. Through 
longer attendance in high school, col- 
lege, and post-graduate work, young 
people are being held out of the work 
period of production. Elimination of 
child labor comes within this category. 
In the past few years the natural move 
was for young people to continue with 
their studies; the demand for their serv- 
ices having decreased, they turned to 
other activities. 

On the upper side of the productive 
field we find the tendency to lower the 
age at which the individual leaves the 
field. The retirement age is dropping 
to 70, to 65, and now in some instances, 
to 60. 

On the one side of this productive 
period we find the day having de- 
creased from 14 to 12 to 10 to 8 hours. 
On the other side of this field we find the 
6-day week shrinking to 514 and 5 
days. The elastic week of the past 
few years is merely an expression of the 
law of supply and demand. 

In these days of industrial recon- 
struction, management and employees 
cannot be expected to develop codes 
and procedure and regulations which 
will settle all the ills of the future. It 


-will be a job well done if the two recog- 


nize that there are duties and obliga- 
tions to be willing to understand, as 
well as to develop the ability to under- 
stand. 

When there is a better and common 
understanding that the problem hes 
not between men and management but 
in the method of acceptance, control, and 
development of fundamental economic 
laws, we can enjoy at least more uni- 
form existence. Peaceful codperation 
and combined study of common prob- 
lems are the essentials of a sound and 
enduring industrial democracy. 

Our individual willingness and abil- 
ity to produce are always going to 
determine, more or less, how much we 
will produce. Our future, as I see it, 


‘depends upon what we do produce, and 
-our attitude is going to determine in a 


measure how we as individuals are go- 
ing to manage to lay aside sufficient in 
the contracting productive period of 
life to meet the new problems of main- 
tenance through the longer period of 
retired life, the greater cost of recreation 
expenses during leisure hours, and the 
added expense of family during the 
lengthened school period. Each of 
these has cut off income and added dis- 
bursement. 

J have declared for our company 
what I believe to be our new responsi- 
bilities, and I believe that all industry 
and all labor must likewise assume a 
definite and affirmative attitude along 
similar lines. I believe that these re- 
sponsibilities are correlative between 
employer and worker. 

It is quite necessary that each side 
know the problems of the other. A 
democracy, either social, political, or 
industrial, is predicated on equality. 
Equality im our industrial democracy 
must be based on a full appreciation 
and understanding of business princi- 
ples, and it is a further responsibility of 
workers to select such representatives 
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that their interests will be fully pro- 
tected in their dealing with manage- 
ment. 


PRODUCTION AND CONSUMPTION 


It is now generally conceded that 
there is something fundamentally weak 
and basically wrong in our economic 
system; especially are we aware that 
there is a missing link between our 
ability to produce and our capacity and 
desire to consume. 

Previously in this address I expressed 
the opinion that the machine, power, 
and a philosophy distinctly our own 
had provided a basis which might ulti- 
mately result in a true balance be- 
tween production and consumption, 
and I would like now briefly to relate 
one step at least that has been taken 
to attain fruition of this critically im- 
portant objective. 

Some years ago one of my partners, 
Mr. Maurice Falk, established a foun- 
dation, of which I am a vice-chairman, 
and generously endowed it to the 
extent of approximately five million 
dollars. The agreement creating this 
stewardship stated its objectives and 
said, “The purpose and ends of this 
trust in part are the encouragement, 
improvement and betterment of man- 
kind.” The Board of Trustees was 
vested with full authority and respon- 
sibility for determining the specific 
uses to which the funds would be 
applied. 

Well, we looked around for some 
useful job. And we were struck by 
the fact that a great, resourceful 
nation like the United States of Amer- 
ica, with untold wealth, a vast pro- 
ductive machine, and the ablest tech- 
nical and industrial managément in the 
world, apparently cannot produce all 
she needs and distribute that product 
to all. 

The job of finding out why, we in- 
trusted to the Brookings Institution mm 


Washington, with its staff of econo- 
mists and statisticians. 

I am confident that when its findings 
are made public we shall see that what. 
we must do, as I have already indi- 
cated, is to declare more dividends— 
dividends of time, wages, and leisure, 
unemployment reserves and retirement 
pensions, so that the purchasing power 
of men will not suffer during brief 
periods of adjustment. These divi- 
dends I think we must now set about 
paying out to society. 


Tur Stratus or CAPITAL 


And we must bear in mind that in 
working out the problems of labor we 
cannot lose sight of capital as a factor. 
We do not want to wind up our pro- 
gram of revising the relations of labor 
and capital and then discover that the 
industrial security holder is the for- 
gotten man after all. Unless capital 
receives its fair share of the profits we 
shall very definitely curb existing busi- 
ness as well as new enterprises. Our 
progress in the past has depended very 
largely upon the daring and the in- 
genuity of investors, and if we take 
away every reward of farsightedness, 
inventive genius, and skillful planning, 
the result will injure industry as a 
whole—capital and labor alike. 

Imagine, if you can, an invested 
capital in one industry—steel—of five 
thousand million dollars (five billions) 
which in the past three years has, with 
only very few exceptions, earned not 
a penny of return! Labor and mate- 
rial were paid for, but the life’s blood 
of industry—capital—received nothing. 
No deal can long overlook this eco- 
nomic force in the approaching period 
of readjustment. 

And while on the subject of finance 
I have a word to say for and about 
Wall Street. This perfectly lovely, 
little, narrow street of great historical, 
political, and economic significance has 
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been much maligned, and on the lips of 
some it almost sounds like a “bad” 
word. 

Well, our good friend “AI” Smith 
is not the only business man that has 
had occasion to ride down there in a 
taxi. I went there also, although my 
destination was on-the opposite side of 
the street. I wanted forty million 
dollars for twenty-five years at a time 
when forty million looked like the 
national debt. That was in 1930. 

I wanted this money to invest in 
American industry—to integrate vast- 
flung resources and properties, to build 
and rehabilitate plants, to provide 
work for American workmen, in both 
the construction and the operation of 
an enlarged company. 

I got the money, not from Wall 
Street but from Main Street via Wall 
Street. Wall Street, financially speak- 
ing, is the shortest direct route and 
connecting highway that I know of to 
Main Street of the Nation. It might 
temper public judgment if Wall Street 
were truly represented for what it 
actually is—a “by-pass and the actual 
gateway” to Main Street. 


RESPONSIBILITY OF EDUCATORS 


I think I have time for a word to 
you educators—you to whom we in- 
trust the teaching and training of the 
generations to come. You also have 
inherited new responsibilities from the 
most devastating depression in our his- 
tory, which are equally important if our 
new industrial democracy is to thrive. 


The rugged individualist, as pop- 
ularly regarded, passed away when the 
evolution of business leadership turned 
to a codperative basis due to the great 
complexity of modern business and the 
exhaustion of our natural physical 
frontiers. Rugged individualism to- 
day is still unhampered and is best 
adapted in the realms of scientific 
research. Nature’s secrets which she 
beneficently yields to mankind seem 
inexhaustible. We have craftsmen and 
workers, and industry is well prepared 
to train Its own artisans. We need 
trained experts for planning and di- 
recting the Industrial Ship of State. 
It is your job to provide these men. 

Advice is cheap, and unsolicited 
advice is frequently resented; but at 
the risk of your displeasure I am going 
to offer you a bit of friendly advice, or, 
if you prefer, a word of warning in- 
spired by George Horace Lorimer’s 
able editorial in the Saturday Evening 
Post of December 9. Do not aid or 
abet the destruction of our economic 
system until you are sure you have 
something better. You would not cut 
your head off because your face was 
dirty—you would probably wash your 
face. Remember, California did not 
tear up its giant redwoods to clear a 
path for the automobile—it built 
around or through them; and I am 
convinced that basically our economic 
system, while not perfect by any 
means, is as stalwart and as deeply 
rooted in this country as are the giant 
monarchs of the California forests. 


Mr. Ernest T. Weir is Chairman of the Board of the 
National Steel Corporation, Pittsburgh, Pennsylvania, 
and ‘president of the Bank of Weirton. He was associ- 
ated with J. R. Phillips in 1905 in ofganizing the 
Phillips Sheet and Tin Plate Company, Clarksburg, 
West Virginia. In 1918 the name was changed to 
Weirton Steel Company. Mr. Weir is Chairman of 
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The Consumer Under the National 
Recovery Administration 


By Dexter M. KEEZER 


HAVE been reminded by some of 

the delightful skeptics who enliven 
the work of the Consumers’ Advisory 
Board that the title of my paper, “ The 
Consumer Under the National Recov- 
ery Administration,” suggests that the 
NRA is just one more of those insup- 
portable burdens which are constantly 
being heaped upon that long-suffering 
subject of economic abuse—the con- 
sumer. In selecting the title I assure 
them Į had no such inference in mind. 
If I had attached any significance to 
the word “under” beyond that sug- 
gested by the patent fact that con- 
sumption is much affected by the dis- 
pensations of the National Recovery 
Administration, it would have been 
that the consumer provides a most 
vital underpinning for the entire proj- 
ect, and that he is to be guarded and 
cherished accordingly. 

To many people, of course, the idea 
that the NRA is a sort of steam roller 
designed to flatten the consumer still 
further seems entirely valid. They 
note that it calls for increases in costs, 
and hence, in many cases, increases in 
prices. Reasoning, in accordance with 
a quite general practice, that low prices 
are good for consumers, and high prices 
bad, they conclude that consumers are 
bound to be adversely affected by the 
NRA, regardless of special arrange- 
ments thoughtfully made to ene 
their interests. 

However, in opposition to this view, 
ĮI submit that a plausible case can be 
made that the promotion and protec- 
tion of the consumers’ intérest is logi- 
cally consistent with the NRA project 
(is, indeed, the most vital element in 
its success), and that this. interest, 
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properly safeguarded, stands to gain 
greatly in the long-time developments 
of which we are probably witnessing 
only the initial steps. 

To make such a case it Is necessary 
to consider the consumers’ mterest as 
the interest of the community at large 
im consuming a larger volume of goods. 
and services, rather than the interest 
of any particular group in that regard. 
If any defense of this definition of the 
consumer and his or her or its interest 
is required (and I shall have occasion 
subsequently to use the term consumer 
as synonymous with purchaser), I can 
only say that the consumer, like Mrs. 
Malaprop’s conception of Cesar’s wife, 
is all things to all men, and accordingly 
subject to grave vicissitudes of defini- 
tion. 


Errecrs or Price RAISING 


Obviously there is a considerable 
group or, at any rate, income-receiving 
interest which stands to lose in a pro- 
gram which calls for a cost-raising and 
hence, in numerous instances, a price- 
raising process. People who receive 
their incomes from bonds which re- 
main gilt-edged or from salaries which 
are completely secure—if any-—-are 
bound to be hurt by a price-raising 
program. In so far as there is a gen- 
eral expansion of consumption, they 
may gain in greater security. But in- 
itially and perhaps over a considerable 
period, they stand to lose in real in- 
come. Theirs is the position of a news- 
paper columnist friend of mine who, 
when I went to work for the Consum- 
ers’ Advisory Board, wrote: 


I trust that before long he will advise us 
as to the economic formula for solving the 
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problem of consumers whose taxes have 
gone up, living costs gone up, salaries gone 
down, and who are enjoined to show their 
whole-hearted support of the Blue Eagle 
by buying more. 


Not knowing the formula, I do not 
argue, as I think it has been too hastily 
argued by some, that the entire body 
of consumers can benefit immediately 
and directly from the NRA. A very 
considerable body of consumers, or in- 
come-receiving interest, stands to lose, 
and it seems to me desirable to have 
that fact clearly faced and understood. 

But when the inevitable reverses of 
those with fixed but secure incomes are 
viewed in relation to the whole con- 
sumers’ interest, a case for the NRA as 
a potential boon to that interest can be 
made. In its general outline, it is a 
very simple case. The first step is to 
expand the total volume of purchasing 
power in the hands of workers in trade 
and industry through enlarged salary 
and wage payments. Then full heed 
must be given to the warning sounded 
by President Roosevelt in signing the 
Recovery Act, when he wrote: 


. Lam fully aware that wage increases 
will eventually raise costs, but I ask that 
managements give first consideration to 
the improvement of operating figures by 
greatly increased sales to be expected from 
the rising purchasing power of the public. 
That is good economics and good business. 
The aim of this whole effort is to restore 
our rich domestic market by raising its vast 
consuming capacity. If we now inflate 
prices as fast and as far as we increase 
wages, the whole project will be set at 
naught. We cannot hope for the full effect 
of this plan unless, in these first critical 
months, and, even at the expense of full 
initial profits, we defer price increases as 
long as possible. .. . 


Heepine tHe WARNING 


In the President’s warning that “if 
we now inflate prices as fast and as far 
as we increase wages, the whole project 


will be set at naught” is one crux of 
the NRA as a recovery effort. If the 
warning were generally heeded, the 
program would be theoretically con- 
sistent with both the protection and 
the promotion of the consumers’ in- 
terest. 

Of course, a program which proceeds 
initially to increase wage costs precipi- . 
tates immediately a host of economic 
complications. ‘There is the question 
of maintaining exports in competition 
with countries not embarked upon a 
similar project—a question which is 
currently being made less pressing by 
the national monetary policy. There 
is also the question of both the time 
and the volume at which purchasing 
power expanded through enlarged pay 
rolls will flow back to revive industries 
financially weakened by making the 
larger wage payments. But, none the 
less, 1f the President’s warning in sign- 
ing the act creating It were accepted 
as a general rule of economic conduct, 
there is no available demonstration 
that the NRA would conflict with a 
very healthy promotion of the con- 
sumers’ interest. 

The practical and immediate prob- 
lem, of course, and one which has par- 
ticularly engaged the attention of the 
Consumers’ Advisory Board, is to see 
that the warning is respected. The 
very rush of codes through the NRA 
has contributed to making this a diffi- 
cult undertaking. During a recent 
week which I selected at random, the 
Consumers’ Advisory Board was called 
upon to advise in the drafting of 
seventy-three separate codes for enter- 
prises as diverse as savings banks, 
building and loan associations; the 
powder puff industry; funeral service; 
chewing gum manufacturing; the zinc 
industry; wrecking and salvaging; the 
exterminating, fumigating, and disin- 
fectant industry; infants’ and chil- 
dren’s wear; s&w mill machinery; 
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garter, suspender, and belt manufac- 
turing; the heavy forging industry; 
automotive maintenance; out-door ad- 
vertising; and the manufacturing of 
ladies’ handbags. 


GOVERNMENT CONTROL OF 
COMPETITION 


The design set forth in the title of 
every code, which is coupled with the 
general purpose of the Recovery Act 
to expand purchasing power through 
enlarged wage payments, is to devise 
a “code of fair competition.” The 
ideology underlying this design seems 
to have been set forth about fifty years 
ago by Henry C. Adams, quite as 
clearly as it has been during any of the 
discussion of the Recovery Act. Ina 
paper on “The Relation of the State 
to Industrial Action,” published by 
the American Economic Association 
in January 1887, Professor Adams, 
arguing that “the state may determine 
the plane of competitive action,” 
wrote: 


. an isolated man is powerless to stem 
the tide of prevalent custom, and that in 
many lines of business those men whose 
moral sensibilities are the most blunted, 
exercise an influence in determining preva- 
lent custom altogether out of proportion to 
their importance as industrial agents. Sup- 
pose that of ten manufacturers nine have 
a keen appreciation of the evils that flow 
from protracted labor on the part of women 
and children; and, were it in their power, 
would gladly produce cottons without de- 
stroying family life, and without setting in 
motion those forces that must ultimately 
result in race-deterioration. But the tenth 
man has no such apprehensions. The 
claims of family life, the rights of child- 
hood, and the maintenance of social well- 
being are but words to him. * He measures 
success wholly by the rate of profit and 
controls his business solely With a view to 
grand sales. If now the state stand as an 
unconcerned spectator, whose only duty is 
to put down a riot when a strike occurs (a 


duty which government in this country is 
giving up to private management) , the nine 
men will be forced to conform to the meth- 
ods adopted by the one. Their goods come 
into competition with his goods, and we 
who purchase do not inquire under what 
conditions they were manufactured. In 
this manner it is that men of the lowest 
character have it in their power to give the 
moral tone to the entire business com- 
munity. ... But what, it may be asked, 
can the state do in the premises? The 
state has done much and can do more. 
That code of enactments known as “factory 
legislation” is addressed to just this evil of 
competitive society, and it only remains for 
us to formulate for this code an economic 
defense. The general rule laid down for 
the guidance of state interference in indus- 
tries was, that society should be secured in 
the benefits while secured against. the evils 
of competitive action. When the large 
body of competitors agree respecting some 
given method of procedure, but are power- 
less to follow it because a few men engaged 
in the same line of business refuse to 
conform to the proposed regulations, it be- 
comes the province of the state to incor- 
porate the wish of the majority in some 
practical law. In this manner there is es- 
tablished a legal plane of competition 
higher than that which could be maintained 
in the absence of legal enactment. This is 
no curtailment of competitive action, but 
a determination of the manner in which it 
shall take place. 


Wace RAISING 


In conformity with this half-cen- 
tury-old or century-old idea of having 
the state set a plane of fair competi- 
tion, one fairly distinct step 1s to un- 
dertake to put a respectable bottom 
in the wage scale. In some industries 
this has involved a large increase in 
wage payments. For example, we 
have calculated that the Cotton Tex- 
tile Code called for an increase in 
hourly wage rates of approximately 50 
per cent in the North and about 62 
per cent in the South. Such increases 
may also, though not uniformly, in- 


Tue Consumer UNDER NATIONAL Recovery ADMINISTRATION gi 


volve an even larger increase in wage 
costs because of a rearrangement of 
work schedules occasioned by shorter 
hours; and it is an increase which in 
some cases may be difficult to recoup 
quickly from increased sales made pos- 
sible by the enlarged wage payments. 

In this step, however, the consumers’ 
interest is generally safe-guarded by a 
number of forces within industry 
which work to prevent inordinate price 
increases. For one thing, the employ- 
ing group is actively on hand to see 
that wage idealism does not run wild. 
And while, as noted, employing groups 
in some industries have agreed to very 
large wage increases, at least in terms 
of percentages of prevailing wage 
rates, an examination of the wage and 
hour provisions of the codes generally 
indicates that such idealism has not 
run wild. 

What the rights accorded to labor 
in the matter of organization will mean 
in terms of increased wage payments 
largely remains to be determined. 
But I personally find it very difficult 
to subscribe to what has seemed to be 
the rather widely held view that the 
NRA is providing a sort of field day 
for organized labor, and hence precipi- 
tating a potential rout of the purchaser 
who is not within the organized labor 
group. I find myself constantly re- 
minded that labor organization must 
for some time to come proceed against 
a background of many millions of un- 
employed. Such a background does 
not seem to me conducive to an over- 
powering bargaining strength on the 
part of organized labor. 


TENDENCY to Monoroniy 


Having established a fair plane of 
competition in the matter of wages and 
hours, another step is to establish a fair 
plane of competition in the selling of 
products of industry. The general 
idea here is, of course, that the elimina- 


tion of cutthroat price competition will 
facilitate the recouping of industry’s 
expanded wage payments. ‘In the 
carrying out of this step there are some 
formidable risks that in devismg what 
purports to be a plane of fair competi- 
tion, competition itself will be extin- 
guished to a degree unfortunate for the 
consuming public. 

Several factors of general force mag- 
nify these risks. One is the wide- 
spread tendency on the part of busi- 
ness men to regard what most detached 
students of political economy would 
view as a comfortably monopolistic 
state of affairs, as a state of fair com- 
petition. Business men have been 
much encouraged to take this view. 
During the depression they have been 
flooded by argument that the Federal 
antitrust laws were a major cause of 
business disorganization. 

Personally, I do not think it is pos- 
sible to make a convincing demonstra- 
tion that the Federal antitrust laws 
were a major contributor to our eco- 
nomic woes. On the contrary, I think 
a far better case could be made for the 
proposition that indifferent enforce- 
ment of these laws, coupled with an 
unfortunate course of judicial inter- 
pretation, was a major contributor to 
the depression. At any rate, it is at 
least notable that the fact that anti- 
trust laws have been a peculiarly 
American institution has not confined 
deep economic depression to our 
shores. It does not follow, of course, 
that there are no public gains to be 
made through discriminating relief 
from the antitrust laws—particularly 
in the depths of depression. 

Regardless, however, of the ques- 
tionable validity of the view that our 
antitrust laws were responsible in an 
important Wegree for the severity of 
the depression, many business men sin- 
cerely believe that this was the case. 
This faith naturally makes them eager 
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to utilize the NRA codes to perfect 
broad arrangements for what is eu- 
phoniously known as coöperation. It 
has also been responsible, in part, for 
some codperative arrangements such 
as those for handling increased costs 
of production under the NRA by uni- 
form mark-ups of goods, which are not 
sanctioned by the codes, and hence 
still offensive to Federal antitrust 
laws. As General Johnson recently 
explained: 

Trade and industrial groups are not 
exempted from the provisions of the anti- 
trust laws except in so far as they are ex- 
pressly authorized to act in accordance with 
specific provisions of a code or agreement 
under the act, approved by the President 
of the United States. 


- Some groups, however, have over- 
looked that fact. 

Another reason why there are pe- 
culiar dangers that the business of 
setting a plane of fair competition for 
the managers of industry will over- 
shoot the mark and destroy some very 
fair competition is that the managerial 
group is not confronted by a com- 
parably well organized and informed 
consuming group, equipped to remind 
it forcibly of the true nature of fair 
competition. In the negotiation of 
wage scales, the workers are often 
faced by a well-knit and powerful em- 
ploying group. When, however, this 
employing group turns to setting the 
plane for competition for itself as the 
seller, it is very much less constrained. 

Further, in numerous industries 
there has been such a rush to corporate 
consolidation that unless there is to be 
a formidable unscrambling process, 
which does not seem in general con- 
templation at this time, itis very diff- 
cult to fulfill uniformly the idea of a 
“code of fair competitions’ In their 
briliant study, The Modern Corpora- 
tion and Private Property, Adolf A. 
Berle, Jr. and Gardiner C. Means re- 


ported that while in 1929 there were 
800,000 non-banking corporations in 
the country, 200 of these, or less than 
seven hundredths of one per cent, con- 
trolled nearly half of the corporate 
wealth. They found that “the huge 
corporation, with assets of $90,000,000 
or more, has come to dominate most 
major industries in the United States.” 

Under such circumstances there are 
obvious dangers of having what are 
called codes of fair competition asso- 
ciated with a substantial degree of 
monopoly. The Consumers’ Advisory 

oard concedes it to be a vital part 
of its job in the code writing process 
to counsel against arrangements which 
it thinks will have that result, unless 
the protection afforded to the con- 
sumer by competition has been re- 
placed by some reasonably adequate 
form of public control. 

In this connection, the Board rejects 
the very general view that the con- 
sumer is merely the buyer at retail. 
It concerns itself with the welfare of 
the buyer of heavy steel products as 
well as of bread and chewing gum. > 
This is done on what seems to be the 
very valid theory that if the purchaser 
in the intermediate steps of production 
and distribution is unfairly treated, the 
unfair treatment must be reflected in 
the retail markets. Strangely enough, 
we are under constant necessity of 
arguing this point, which seems to me 
to be in the nature of an obvious 
truism. 

For its advisory work on codes, the 
Board has a staff of resident advisers 
who attend hearings and conferences 
after the managerial group has decided 
what it wants in the way of a code, and 
who endeavor to have it approach, in 
fact, a code of fair competition. On , 
this staff there are men borrowed from 
the Federal Trade Commission be- 
cause of their expert knowledge of 
competition and ways to avoid and 
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preserve it; a distinguished representa- 
tion of industrial and commercial pur- 
chasing agents who are familiar with 
the practical tricks of buying and sell- 
ing in which American industry Is so 
replete; a number of economists; and 
a representative of the Bureau of 
Standards to which every code is re- 
ferred in an effort to embody useful 
commodity standards. In addition, 
the Board has received very valuable 
aid and counsel from the Bureau of 
Home Economics of the Department 
of Agriculture and from the American, 
Home Economics Association, in its 
efforts to make the codes a vehicle for 
approved commodity standards. 


PRICES AND STANDARDS 


In dealing in an advisory capacity 
with the rush of codes passing through 
the NRA, the Board aims, in general, 
toward the establishment of a plane 
of competition in which the purchaser 
will, through suitable standards and 
grades, have an opportunity to know 


what he is buying, to obtain it at a. 


reasonably competitive price, or, de- 
nied that opportunity, to be protected 
by a public regulatory body. 

On the central issue of price, it is 
our view that what seems to many 


business men a most beguiling remedy . 


for economic ills—uniform price fixing 
—ais vastly over-rated. Uniform price 
fixing, pursued on either of the main 
lines which have been followed in the. 
past, seems to us to present a two- 
horned dilemma. If the power to fix 
uniform prices is placed in private 
hands, there is the well-known danger 
elther that the consuming public will 
be harshly exploited or that those exer- 
cising the power will overstep them- 
selves with disastrous’ results to the 
industry. There is, of course, an enor- 
mous range of historical material to 
support that proposition. And if the 
public regulatory body is set up along 
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conventional public utility lines, ex- 
perience indicates that a very cumber- 
some and slow-moving machinery, 
from which the consumer can look for 
relatively little comfort, is involved. 

Hence, we are not kindly disposed 
to uniform price fixing, and often en- 
deavor, with what I think is excellent 
logic, to treat what appear from one 
point of view to be cutthroat price 
practices by improved quality stand- 
ards. In numerous industries it seems 
clear that much of what is termed 
vicious price cutting would be checked | 
if the nature of the commodity or serv- 
ice being purveyed were proclaimed to 
the purchaser in readily understand- 
able terms. But perhaps partly be- 
cause it seems to some a relatively 
exotic idea that standards of quality 
are a vital element in establishing a 
fair plane of competition, and also be- 
cause relatively few standards are 
available for speedy incorporation in 
codes, we have not accomplished a 
great deal along this line. 

However, always mindful of the fact 
that the field of standards has many 
pitfalls and that standards may be 
used to suppress as well as to promote 
fair competition, we persist in the ef- 
fort to have the codes embody a fair 
plane of quality competition. In the 
process of revision of the codes which 
is now crowding in upon the writing 
of new codes, we hope to succeed 
where we failed in the initial instance. 
And through a committee on stand- 
ards, headed by Dr. Robert S. Lynd 
of Columbia University, the Con- 
sumers’ Advisory Board is also en- 
deavoring to stimulate research. essen- 
tial to the development of consumer 
standards. It is so patently true that 
knowledge of the quality of a product 
is a crucial tement in any informed 
judgment of the reasonableness of 
prices that there must be large de- 
velopments in the field of standards 
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if we are to have anything like well- 
rounded codes of fair competition. 


STATISTICAL [INFORMATION 


We are also striving to generate, or 
have generated, the general statistical 
information necessary to effective code 
administration and the protection of 
the consumers’ interest. And in that 
connection we are viewing somewhat 
as a model the statistical reporting 
service for the bituminous coal in- 
dustry which is now well advanced. 
_ While there seems to be much greater 
danger of continuing to have too little 
information about industrial perform- 
ance under the NRA than of having 
too much information, there are some 
substantial dangers involved in trying 
to quench a long statistical drought 
too quickly. One of them is indicated 
by the following extract from a letter 
recently received by the Consumers’ 
Advisory Board from a small manu- 
facturer: 


A large concern needs a complicated ac- 
counting and statistical system so that its 
officers can be properly advised as to the 
conduct of the business. Where a com- 
pany is so large that its officers cannot 
personally have first-hand knowledge of 
the details of the business, detailed statis- 
tics are needed. A small company, how- 
ever, where its officers personally supervise 
the affairs of the business, does not need 
such elaborate machinery. Nevertheless, 
under some of the codes all companies are 
being required to install the same elaborate 
accounting and statistical systems. To a 
small company this additional cost will be 
oppressive and may even cause what in the 
past has been a profit to be turned into a 
loss. Our company, which is not a large 
institution, will have to operate under three 
to six different codes. We do not know 
how this can be done... . 

ð 


CODE ADMINISTRATION 


In the administration of codes, be- 
ing increasingly cerftered in. what has 


« 
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come to be known as the code author- 
ity, there is a chance of devising a 
scheme of industrial control which 
will be a marked improvement over 
anything we have had in the recent 
past. As previously noted, too great 
concentration of private control in in- 
dustry has worked badly, and so too, 
on the whole, has regulation of the 
public utility type. By having com- 
petent representation of the consumer 
and labor interests on the code au- 
thorities, abuses of uncontrolled con- 
ecentrations of private power as well 
as abuses attendant upon the tortuous 
and tricky course which has been fol- 
lowed in public utility regulation may 
be mitigated. The Consumers’ Ad- 
visory Board is trying to improve that 
chance in the code writing and re- 
vising process. 

If it were possible to have the codes 
of fair competition live up precisely 
to their name and to secure compli- 
ance with them, the consumer would 
have little to worry about. Prices of 
some products such as those of soft 
coal at the mines and some grades of 
textiles, in the purchase of which con- 
sumers have long exploited both wage 
workers and investors, would go up. 
Prices of other products would go 
down. And the paradise of price bal- 
ance toward which there is now such a 
frantic struggle would be attained, and 
with it a large measure of prosperity. 

But even given a unanimous desire 
to perfect codes of fair competition, 
the very magnitude of the task of de- 
vising such codes for hundreds of 
separate industries at high speed 
works against such a result. Protec- 
tion and promotion of the consumers’ 
interest, therefore, requires a con- 
tinuing check of performance under 
the codes to see, among other things, 
that prices do not run away from in- 
creased funds available to pay them, 
and thus wreck the recovery program. 
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Farrness or Price [INCREASES 


One stimulus to such checks by the 
Consumers’ Advisory Board comes 
from complaints against what seem to 
those making them unreasonable price 
increases. The provision of moder- 
ately accurate conclusions on the 
validity of such complaints involves 
the solution of the mystery of what is 
a fair price, with which economists 
have been contending none too suc- 
cessfully throughout the existence of 
their craft. è 

At the outset of the NRA there was 
a bench mark, of sorts, against which 
to measure the reasonableness of price 
increases under it. In the President’s 
Reëmployment Agreement there was 
a paragraph, Number 9, binding those 
subscribing to it 


not to increase the price of any merchandise 
sold after the date hereof over the price on 
July 1, 1933, by more than is made neces- 
sary by actual increases in production, re- 
placement, or invoice costs of merchandise, 
or by taxes or other costs resulting from 
action taken pursuant to the Agricultural 
Adjustment Act, since July 1, 1933, and, in 
setting such price increases, to give full 
weight to probable increases in sales vol- 
ume and to refrain from taking profiteering 
advantage of the consuming public. 


But soon it was reasonably argued 
that suck limitation would condemn 
some companies which were operating 
at a loss when they signed it to con- 
tinue in the red during the lifetime of 
the agreement. This prompted the 
interpretation that “where the July 1, 
1933, price was a distress price, the 
employer signing the agreement may 
take his cost price on that date as the 
base for such increase in selling price 
as is permitted by Paragraph 9.” 

This interpretation necessarily com- 
` plicates a check upon the reasonable- 
ness of price increases under the Presi- 
dent’s Reëmployment Agreement. 


And as industries operating under 
this agreement have shifted to opera- 
tion under their own codes they have 
not been uniformly bound by clauses, 
such as that in the general retail code, 
limiting price increases to increased 
costs occasioned by the codes. 

The result is that any agency un- 
dertaking to pass on the fairness of 
price increases under the NRA in a 
moderately precise way is confronted 
by a stupendous task. According to 
a committee of experts who looked 
into the requirements of such an un- 
dertaking at the behest of the Con- 
sumers’ Advisory Board, there are 
somewhere in the neighborhood of a 
hundred thousand commodities of im- 
portance and perhaps two thousand 
commodities of key significance. The 
United States Tariff Commission, this 
committee found, spends an average 
of about twenty-five thousand dollars 
to make a cost study of a single prod- 
uct. When the number of impor- 
tant commodities is multiplied by 
the expense of making a study of 
merely one element which governs 
their prices, the financial aspect of 
providing a continuing check upon 
the reasonableness of price increases 
under the NRA reaches astronomic 
proportions. 

But if the consuming public is to be 
given reasonably adequate protection 
under NRA codes, which fail of the 
ideal of being codes of fair competi- 
tion, there must be continuous exami- 
nation of the reasonableness of prices 
charged under them. And with what 
some learned economists regard as a 
childish excess of zeal, the Consumers’ 
Advisory Board is making some efforts 
in that direcion and hoping that they 
will be the precursors of the establish- 
ment of faifly adequate machinery to 
do the job. 

Also, the Board is striving, in co- 
operation with the Consumers’ Coun- 
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sel of the Agricultural Adjustment 
Administration, and other govern- 
mental agencies, to overcome the de- 
ficiency in consumer organization and. 
intelligence in a three-way conflict of 
interest which precedes most economic 
bargains. The consumer, to be sure, 
is also the wage worker, the employer, 
the Government clerk, and so forth; 
but his interest should and can be 
differentiated. His interest as a wage 
worker, for example, is in a single in- 
dustry; his interest as a consumer or 
purchaser is dispersed across a broad 
range of industry, but is no less real 
on that account. 


PracricaL Errecrrvenrss or NRA 


I have endeavored to make it clear 
that the promotion and protection of 
the consumers’ interest is logically 
quite consistent with the program of 
the National Recovery Administra- 
tion. Whether the logic of the argu- 
ment will be fulfilled in real life is, in 
large measure, for the future to de- 
termine. Thus far, judged by the in- 
formation available, the rise of dollar 
income has kept ahead of the rise in 
prices, which is perhaps the most im- 
portant general test of the program. 
There have been cases where indus- 
tries operating under the Recovery 
Act have taken far more from con- 
sumers through increased prices than 
they have dispersed through increased 
wages, but this state of affairs has not 
been extensive enough thus far to de- 
feat the purposes of the NRA as an 
immediate stimulus to economic re- 
covery. I realize, of course, that it 
may be argued that the NRA has been 
coincidental to' atoyery rathe: than 
causal, but the faciem mms that while 
it has been operating, the consumers’ 
interest has been’ notably advanced. 
And that, at any rate, is a pleasant 
coincidence which for some years prior 
to the NRA had failed to accompany 
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Government efforts to expand con- 
sumption. 


It still remains, however, to give 


full force to many extremely important | 
arrangements which have been entered | 


upon during recent months. Many 
provisions of codes, particularly as 
they.relate to the plane of competition 
for sellers of industrial and commer- 
cial products, remain in something’ of 
a state of suspended animation, and 
until they are given full effect it will 
be impossible to secure any certain 
gauge of what is being wrought. 

The approved codes contain numer- 


ous provisions against which the Con-. 
sumers’ Advisory Board counseled, 


and they omit numerous provisions 
which the: Board would like to have 
had included. Much the same thing 
is true, and necessarily so, of the Labor 
and Industrial Advisory Boards. The 
failures of the Consumers’ Advisory 
Board in this regard may be due to 
bad judgment or to lack of capacity 
to present wise opinions clearly and 
forcibly. They have not, I can assure 
you, been due to lack of diligence; for, 


under the leadership of its Chairman, - 


Mrs. Mary H. Rumsey, the Board 
has equaled any. group with which I 
have ever been associated, in deter- 
mined and self-sacrificing devotion to 
what it conceives to be its public 
duties in the premises. The failures 
have been due also, I am sure, to 
a considerable failure to comprehend 
Be with the rigors of competition 
g greatly reduced for both wage 
vork ers and employers, there is pe- 
culiar need to provide special safe- 
guards for the consumer, apart from 
those inherent in the traditional pro- 
cess of public administration. 


CONSUMER SUPPORT NErprp 


I suspect, however, that our failures**4 
have been due in quite large degree. “ 


to the absence of a direct and power- 
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ful line of communication with the 
consuming public. The Industrial 
Advisory Board has often spoken for a 
- powerful and coherent interest which 
it could quickly rally in support of its 
advisory opinions. Somewhat of the 
same is true of the Labor Advisory 
Board. But, while representing an 
interest of potentially crucial and de- 
vasting force, we have been in no such 
position. Even in dealing with manu- 
facturing codes, in which distributors 
at wholesale and retail have interests 
as consumers, the distributors have 
been very slow to rally to their con- 
` suming interests, though we have con- 
sistently received most valuable aid 
from a few alert establishments in the 
distributing field. And from the 
great body of purchasers at retail 
there has, of course, been no co- 
herent and powerful line of commu- 
nication. 
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Should this continue, the Con- 
sumers’ Advisory Board, now well 
inured to operating on this uncom- 
fortable basis, will of course endeavor 
to do its utmost to promote and pro- 
tect what it regards as the consumers’ 
interest in the administration of the 
NRA. If there is to be assurance of 
success along this line, however, there 
must be activity at the grass roots. 
The establishment of the consumers’ 
agencies of the Agricultural Adjust- 
ment Administration and the NRA, 
represents, I am informed, an entirely 
new departure by the Federal Gov- 
ernment in behalf of the consumer. 
What the NRA, now frankly pro- 
claimed by General Johnson to be in 
a formative and experimental stage, 
will ultimately turn out to be depends 
in considerable degree on how the con- 
suming public responds to this new 
and notable recognition. 


` Dexter M. Keezer, Ph.D., is executive director of 
the Consumers’ Advisory Board of the National Re- 
covery Administration. He was formerly associate 
“professor of economics at the University of North 
Carolina; correspondent of the Washington Bureau 
of the Scripps-Howard newspapers; visiting lecturer 
in citizenship at Dartmouth College; and associate 
editor of the “Baltimore Sun.” He is co-author 
of “Problem Economics” (1928) and “The Public 
Control of Business” (1980). 


The Rôle of the Consumer in the New Deal 
By Pavut H. Doucras 


E every other institution which 
has the possibility of great good 
to society, the National Industrial Re- 
covery Act has certain dangers which 
should be guarded against. The prin- 
ciples which led the present Adminis- 
tration to obtain its passage were in 
the main sound. The former policy of 
attempting to restore prosperity by 
pouring purchasing power in at the 
top had failed, since the money and 
credit given to the banks had been 
sterilized there and had not resulted in 
any expansion of fresh construction or 
activity. 

The Recovery Act proceeded on a 
different basis, namely, to squeeze pur- 
chasing power in at the bottom in the 
form of an increased wages bill. ‘This, 
it was believed, would build up the de- 
mand for consumers’ goods and hence 
lead to further reémployment and ul- 
timately to an increase in the capital- 
goods industries. It was, however, im- 
possible for any one plant or industry 
to take the lead through increasing its 
own total wages bill, since this meant 
that it would increase its costs by in- 
finitely more than the demand for its 
particular product increased. The Re- 
covery Act aimed to break this dead- 
lock and to induce all businesses to do 
collectively what they could not do in- 
dividually, namely, to increase their 
total wages bill and to restore more 
workers to employment. To make this 
effective, industries were to be brought 
under codes which weré to prescribe 
minimum hourly rates and maximum 
hours per week which all the employers 
must follow, and which were so de- 
signed as initially to increase the total 
wages bill. 
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MOTIVES or INDUSTRIAL LEADERS IN 
ÅCCEPTING Cops System 


For a variety of reasons, the owners 
of industry were willing to accept 
such a measure. In the first place, it 
put a bottom to wages and working 
tonditions, so that the more scrupulous 
employers welcomed it as a means of 
protecting them from the severe wage 
cutting of their unscrupulous competi- 
tors. Second, it was a welcome sub- 
stitution for the Black 30-hour bill, 
which had already passed the Senate 
and bade fair to pass the House, and 
which would have been inflexible and 
would have compelled an appreciable 
increase in hourly rates. In the third 
place, the Recovery Act permitted 
business units to group together to 
suppress certain unfair trade practices, 
such as false advertising, discrimina- 
tory price cutting, espionage upon 
competitors, the giving of bonuses and 
bribes to customers or their agents, 
and so forth, which had long lowered 
the ethical level of business and which 
had in addition proved to be collec- 
tively uneconomical. 

Finally, there can be no doubt that 
a largé proportion of the owners of in- 
dustry believed that the codes which 
they were to submit, and which after 
revision and final approval were to be- 
come mandatory upon all, would give 
to them the opportunity of reducing 
total output below what it would 
otherwise have been, of raising the 
prices of their products above even the 
level of fair competition, and of pro- 
tecting themselves against potential 
competition in their own lines at. 
least. 
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In short, many hoped that the Na- 
tional Recovery Act could be used to 
foster and give governmental sanction 
to pools which would be essentially 
similar in their nature to the cartels of 
Germany. Congress, to be sure, had 
tried partially to guard against this 
tendency by writing into the act the 
provision that it was not to foster mo- 
nopoly. It was believed, however, by 
many business men that this would 
at the most not seriously interfere 
with the operation of the cartels. 
If the provisions and powers which 
they wanted could be written into 
the codes, they believed this would 
be enough. 

Such, then, were the motives which 
in varying degrees were in the minds 
of the leaders of American business as 
they submitted their codes for ap- 
proval, and the vast flood of these 

documents bears witness to them. 


EFFECTS OF CARTELIZATION 


Now it is evident that if this last 
purpose of cartelizing industry were al- 
lowed to sway business organization 
and public policy, the ultimate conse- 
quences would on the whole be disas- 
trous to the great mass of society, for 
the following reasons: 


Depression and unemployment 


I. The creation of these cartels, with 
their policy of raising prices above 
what they would otherwise have been, 
would in the long run lead to more 
severe business depressions and to an 
ultimate increase in the volume of un- 
employment. For while the increase 
in hourly wages would in itself cause 
prices to rise, these prices need not, 
with free competition, rise as rapidly 
as wages; for the increased monetary 
purchasing power in the hands of the 
workers would lead to an mcreased 
volume of purchases, and this should 
reduce the unit overhead costs, which 


tend either to be constant or not to 
increase in the same ratio as output. 
Total costs should not therefore rise in 
the same proportion as wages, and 
therefore a net increase in purchasing 
power should take place. If such in- 
deed does not occur, then the funda- 
mental purpose of the Recovery Act 
will have been defeated and the efforts 
will have been largely in vain. 

If, however, the Recovery Act not 
only puts an ethical bottom to com- 
petition but actually leads to the cre- 
ation of cartels, the tendency will be 
for prices to rise more rapidly than the 
volume of wage and salary payments. 
If this happens there will be an actual 
curtailment rather than an expansion 
of purchasing power. For a time, this 
will naturally spell a very great in- 
crease in profits, and this will lead 
manufacturing industry to hire moře 
workers and hence give the illusion of 
returning prosperity. But when the 
goods are placed on the shelves of the 
retailers, 1t will be found that the mon- 
etary purchasing power in the pockets 
of consumers will be insufficient to pur- 
chase them at the then existing price 
level. 

Then one or both of two conse- 
quences will result: (a) Either the 
prices will have to be slashed to move 
the goods, and in this the manufac- 
turers will have to join as well as the 
merchants, or (b) if the prices are 
maintained, the factories will have to 
reduce production until the existing 
stock is worked off and fresh orders 
are placed. During this period unem- 
ployment will increase, and even if the 
hours of work are further reduced in 
order to share the decreased employ- 
ment, the net result will be the pay- 
ment of a rgduced amount in wages. 
This will necessarily mean a reduction 
in the total purchasing power distrib- 
uted to the workers, and hence a re- 
duction iv» the amount which they can 
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and will buy. This will set into play 
most of the cumulative’ forces which 
create business depressions. 

Although the policy of finally cut- 


ting prices to dispose of goods would’ 


be wiser than the policy of maintain- 
ing prices at the expense of reduced 
output, the latter will undoubtedly be 
followed by many groups of industries 
at least, with a result which will be ex- 
tremely unfortunate from the stand- 
point of society asa whole. Even the 
reduction in prices by lowering the 
value of goods in process or in stock 
may so sweep away the margin of 
profit as to cause industry to contract 
and buy less raw material, as well as 
throw men out of work, with all the 
cumulative disturbance of balance 
which this causes. 


Excess of capital goods 


II. The marking up of prices by the 
action of cartels would give rise to 
large profits in the period before the 
depression came. Unless steps were 
taken to guard against this danger, 
these profits would probably be rein- 
vested in industry to such an extent 
that a further excess accumulation of 
capital plant would be piled up. These 
capital goods would give rise to a fur- 
ther potential increased flow of con- 
sumers’ goods, which, if they were to 
be disposed of, would necessitate a 
reduction in prices or a shut-down of 
plant. 


Reduction of income 


TII. The pools, by restricting out- 
put, would decrease the total amount 
of goods which would otherwise be pro- 
duced, and would cause the real na- 
tional income to be lessthan it would 
otherwise have been; for there is no 
way to increase the total national out- 
put by decreasing the product in each 
and every portion of the Nation’s ac- 
tivity. Moreover,” if the .output in 
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specific manufacturing and mining in- 
dustries were limited, as well as the 
total production of agricultural com- 
modities, there would tend to be a rela- 
tively large body of unemployed even 
at the peak of activity. For pegged 
output would mean that a definite 
ceiling would be placed on the number 
of man hours which could be worked, 
and this would tend to be less than 
the amount of labor available. This 
surplus available time would either be 
concentrated on a portion of the work- 
ers in the form of complete unemploy- 
ment, or distributed over the mass of 
the workers in under-employment for 
all. In either event, it would spell 
hardship for labor. 


Disproportionate capital earnings 


IV. The practices of raising prices 
and restricting output would be most 
effective in industries characterized by 
inelastic demand and where the al- 
ternative substitutes are slight. In 
these cases an increase in price would 
be accompanied by a less than propor- 
tionate decrease in the quantity de- 
manded, so that for a smaller total 
output, the owners would receive a 
larger gross and net revenue. The in- 
dustries with elastic demand, where an 
increase in price would be accompanied 
by a more than proportionate decrease 
in the quantity demanded, and hence 
by a reduction in total gross and net 
revenue, would not fare so well. There 
would thus be a disparity between the 
earnings of capital in some industries 
and those in others, which would in- 
troduce a decided element of stram 
and lack of balance in the system. 
Furthermore, if capital investment in 
the profitable and inelastic-demand in- 
dustries were limited, as it probably 
would be, then the profits in these in- 
dustries would tend to be invested in 
the other lines of industry, with the 
result that the disparity in the rates 
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of return would be increased rather 
than diminished. 


Undue power of capital 

V. Finally, the creation of these car- 
tels would increase the political and 
social power of the owners of capital 
and, unless checked by the growth of 
equally powerful forces, would operate 
to make of the .United States even 
more of a feudalism than it was dur- 
ing the twenties. During that period 
the power of gigantic corporations, as 
Dr. Gardiner Means has pointed out’ 
increased greatly in American life. 
This tendency would be accentuated 
by the growth of cartels; for these 
groups could develop a close, and in 
many cases a rather tightly integrated, 
- policy on labor and political issues 
which would make resistance difficult 
by those who did not own much indus- 
trial or commercial property or who 
were dependent on the firms in the 
cartels for employment or promotion. 

Some of this change might be off- 
set by the growth of genuine inter- 
company uxionism. But while this 
association of workers is encouraged 
by the Recovery Act, which permits 
the organization of labor and forbids 
the use of the yellow-dog contract 
and discrimination by the employers 
against union men, it has not been en- 
couraged to the same extent as has the 
federation of employers into trade as- 
sociations, which have become almost 
essential under the act. For while col- 
lective bargaining is authorized under 
the Recovery Act, it is not specified 
whether this must operate through 
genuine inter-plant unions or through 
intra~plant bodies which in general can 
accurately be described as company 
unions. Unless definitive action is un- 
dertaken by the Government in this 
direction, it is certainly improbable 
that there will be any such federation 
‘of workers in different companies as 
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there will be of the owners and man- 
agers of these industries. And so far 
as the organization of the consumers 


is concernéd, that has hardly begun in 
this country. 


Unless organizations of strength 
equal to that of the trade associations 
are built up, we are likely to have, in 
the not distant future, even more con- 
trol by the owners and managers of 
industry than was the case in the 
decade of the twenties. And not the 
least ironical feature of the situation 
will be that it will be the liberals and 
the economic progressives who will 
have given to conservative big busi- 
ness, privileges which the latter would 
scarcely have dared to claim for itself. 


ESSENTIALS OF Pusiic Ponicy 


If such, then, are the dangers which 
a widespread cartel system, with its 
control over prices and production, 
would be likely to bring, what should 
be the public policy in these matters? 
I should like very briefly to sketch 
some features which seem to me es- 
sential. 


ABOLITION OF PRICE FIXING 


I. The principle should be adopted 
that while national and regional min- 
ima should be built up to protect the 
standard of life of the workers and 
the farmers, the prices of fabricated 
and consumers’ goods produced under 
private ownership should be left free 
to the buyers. The chief aim of the 
recovery program was after all to put 
a bottom to the competitive undercut- 
ting of wages and the downward spiral 
of farm prices, and to inject additional 
monetary purchasing power into the 
pockets of those great groups who 
comprise the main purchasers of mass 
production goods. The purpose of 
having prices raised to the ultimate 
consumer by more than the increased 
labor and-raw material cost was not a 
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‘part of the original intention, and I 
can only regard it as an unhappy addi- 


tion by the forces of industry, and 


not by the Roosevelt administration. 
Translated into specific cases, this 
means that it would seem illogical and 
unnecessary to fix the minimum price 
which residents in large cities must pay 
for milk, and that instead, after fixing 


the price to the farmers and wages to’ 


the workers, competition should be left 
free as long as milk is treated as a 
private business. I grant, however, 
that in small towns where the dairy 
farmer is also the distributor, it may 
be necessary to control the price to the 
consumer in order to guarantee a re- 
turn to the farmer; and it is also true 
that in industries such as cleaning 
and dyeing, which are characterized 
by one- or two-man shops and where 
the proprietor is also a manual worker, 
a similar control may be advisable. 

II. It follows not only that outright 
price fixing should be generally elimi- 
nated from codes and from the opera- 
tion of trade associations and code 
authorities, but that indirect methods 
of accomplishing the same end should 
also be avoided. Thus the develop- 
ment of cost formule which will gov- 
ern the prices below which firms are 
not supposed to sell, is fraught with 
grave dangers. One of the first ques- 
tions which naturally arises is that of 
whose costs are to be taken as the 
standard. If the costs of some groups 
of firms are used as the norm, there is 
always the danger that this group will 
be chosen from the distinctly less effi- 
cient enterprises, and these will be used 
as an umbrella to give wider profit 
margins to the more efficient plants. 
The consumer will in turn be deprived 
of the lower prices whicl competitive 
bidding on the part of these more ef- 
ficient firms would bring. 

Another problem which will neces- 
sarily arise is as to whether’the entire 
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‘overhead costs, however great, shall be 
-charged to the output, however small. 


Thus, if an industry is producing to 
only 20 per cent of its capacity, it 
would hardly seem proper to charge 
the 80 per cent of idle capacity to 
the reduced output. Such a practice 
would in many cases so raise the price 
as to cause the output to decline, when 
in accordance with this practice the 
unit overhead charges would be fur- 
ther increased, so that prices would 
rise still more and output decline 
‘gain, and so on. And yet, despite 
the stinging indictment of such a pol- 
icy by H. L. Gantt nearly fifteen years 
ago, it is still followed by many busi- 
ness concerns and would doubtless be 
crystallized in the cost formule of 
many cartels. 

Furthermore, any one who is at all 
familiar with corporation accounting is 
well aware of the way in which cost 
statistics can be manipulated. Allow- 
ances for depreciation and obsoles- 
cence are subject to wide margins of 
uncertainty, while other items, such as 
salaries of executives and cost of ma- 
terials, can on occasion be padded. To 
reject outright price fixing but to pro- 
vide that goods shall not be sold be- 
low a definition of cost is therefore 
frequently to admit through the back 
door what has been denied entrance 
at the front. 

There are other provisions which 
would have a similar effect. The lim- 
itation of total production and tts allo- 
cation among individual enterprises is 
certainly a power which, if exercised 
predominantly by the owners of in- 
dustry, would generally lead to undue 
restrictions and an artificial boosting 
of price. The limitation or prohibition 
of fresh investment could be used in a 
similar fashion. Even apparently in- 
nocent provisions such as open-price 
systems, where producers agree to in- 
form their competitors in advance of 
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price changes, are also aeti ‘of 


abuse; for when a firm hands in a no-. 


tice that it plans to reduce prices, it Is 


easy for its competitors to combine , 


and put pressure upon the concern not 
to carry through its intention. 

III. Nevertheless, in certain wasting 
natural-resource industries, such. as 
lumber and oil, it is proper for the 
total present output to be reduced un- 
der public direction to the degree nec- 
essary to protect a continuing supply 
for future needs. This may, and in 
all probability will, necessitate an in 
crease of price in the present; but it is 
believed that the control will be most 
effective in the interests of the public 
and the consumers if it is concentrated 
upon the regulation of the quantities 
to be produced rather than in pegging 
the prices to be paid by purchasers. 


REPRESENTATION ON CODE 
AUTHORITIES 


IV. As is well known, code authori- 
ties are being set up in the various 
industries to supervise the adminis- 
tration of therespective codes. Typi- 
cally, these code authorities consist of 
from eight to twelve members who 
are chosen by the owners of industry, 
and from one to three representatives 
of the public who are appointed by 
the Administrator and the President. 
These latter representatives serve 
without vote but with certain veto 
powers. 

Since it has been the rule that at 
least one of the public’s representa- 
tives must be some one who has had 
intimate and personal experience with 
the industry, this means that if only 
one public representative is appointed, 
he is likely to be some one who in gen- 
eral has much the same point of view 
as the owners and managers of indus- 
try. For the purposes of effective pub- 
lic control and the prevention of the 
practices which have been described, 
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` there dan be at least three public 


representatives on the code authori- 


* ties, and at least one, and preferably 


two, should have the point of view and 
be representative of the purchasers 
of the product. This would mean, for 
example, that the shoe manufacturers 
should have representation on the code 
authorities for shoe machinery and 
leather, while the ultimate consumers 
should have representation on the code 
authority for shoe manufacturing. 

It is important here to distinguish 
between the interests of the “con- 
sumer,” or the purchaser, and the 
interests of the “public,” which is 
composed of all the various groups. 
The true representatives of the public 
will tend in a goodly percentage of 
cases to be mediators between conflict- 
ing interests. If the interests of the 
buyers or consumers are therefore to 
be represented, it should be directly 
rather than indirectly through a some- 
what rarefied “public” representative. 
The Consumers’ Advisory Board, in 
consultation with the appropriate as- 
sociations of purchasers, is obviously 
the best body to propose names for 
such consumers’ representatives, al- 
though final selection from such a 
panel should be left in the hands of 
the Administrator. 

That this contention is only reason- 
able is indicated by the fact that if 


-the protection which the consumers or 


purchasers formerly enjoyed through 
competition is weakened (as it is likely 
to be) because of the codes and their 
enforcement, it is only just that they 
should be given a compensating pro- 
tection, which can only be representa- 
tion at the point where decisions are 
made. This ‘would call for member- 
ship upon the code authorities. 

V. It is plain that there will have 
to be a body exercising supervisory 
powers over the code authorities and 
acting as-a court of immediate ap- 
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peal. The ‘precise meaning of Mr. 
Gerard Swope’s address of November 1 
before the Business Advisory and 
Planning Council is still not clear. 
The common interpretation, however, 
has been that he was proposing that 


the general supervision of the codes- 


should be intrusted to the owners of 
industry itself, as organized in a super- 
chamber of commerce, rather than to 
the Government. Whether or not this 
be Mr. Swope’s contention, there can 
be no doubt that this is what is wanted 
by many powerful business interests. 
Such a plan would, however, put the 
entire control of industry in the hands 
of the owners of industry, and appeals 
would have to be taken to representa- 
tives of the same class as the firms 
who were being complained against. 
Such a one-sided arrangement would 
constitute a type of capitalistic domi- 
nation which, to say the least, would 
not be healthy. 

Surely the sound position is that 
there are three parties in industry; 
namely, the consumer, labor, and own- 
ership and management. The Govern- 
ment, as the representative of all three, 
should integrate the interests of all 
these groups into a common pattern. 
The general supervisory body over the 
various codes should therefore be a 
public and not a private body, and in 
this body there should be representa- 
- tives of the consuming and labor in- 
terests.  ° 


INFORMATION FOR CONSCMERS 


VI. The interests of the consumers 
should be protected in matters of qual- 
ity as well as of price. The Copeland 
Bill is a beginning in this direction, 
since it would require that the same 
standards of truth tellingsthat are now 
required on the bottle should be ap- 
plied to the label. With the multipli- 
cation of products and the expansion 
of advertising, which Bertrand Russell 
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has characterized as the art of produc- 
ing irrational belief, the purchasers are 
commonly unable to tell what they are 
buying. Two steps, it seems to me, 
are necessary: (a) that'as many of 
the codes as possible, particularly 
those dealing with consumers’ goods, 
should require the grading of products 
according to certain definite quality 
standards, and that the products 
should ultimately be labeled with their 
respective grades; and (b) that the 
Bureau of Standards and the Bureau 
vf Home Economics should make 
available to the general public the in- 
formation they possess about various 
products, and that they should furnish 
the type of service which Consumers’ 
Research now gives to its members. 
VII. Ultimately, I believe there 
should be a Department of the Con- 
sumer, the secretary of which would 
be a full-rankmg member of the Cabi- 
net. This department would repre- 
sent this group in the same fashion 
that the Department of Commerce 
now represents commerce and indus- 
try, the Department of “Labor repre- 
sents the interest of the employed 
groups, and the Department of Ag- 
riculture, farming. This department 
would have a great deal to do on mat- 
ters of both quality and price and also 
in the field of consumers’ coöperation 
and credit. It would include such bu- 
reaus as those of Home Economics, 
Foods and Drugs, and possibly also 
Standards, together with certain new 
bureaus which might be necessary. 
Pending the creation of such a depart- 
ment, the Consumers’ Advisory Board 
and the Consumers’ Counsel of the 
Agricultural Adjustment Administra- 
tion can perform some of these func- 
tions. For the modern theory of 
government calls for the representa- 
tion of all interests, in the belief that 
only so can the different poimts of 
view be expressed and the different 
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interests served within the harmony 
of a unified pattern. 


CONSUMERS COUNCILS 


VIII. It is not only necessary to 
have these different interests repre- 
sented at the top of the industrial and 
political structure, but they should be 
represented at the bottom as well. A 
modest beginning is being made by the 
setting up of consumers’ councils of at 
least seven members in as many as 
possible of the 3,098 counties of the 
country, which will function under the 
new National Emergency Council and 
under the direction of the Consumers’ 
Advisory Board and the Consumers’ 
Counsel. These councils are to per- 
form at least the following functions: 

(1) They will act as agencies to re- 
ceive and if possible to adjust price 
complaints. If they are not successful, 
they will forward the complaints to 
the Committee on Price Increases in 
Washington, which after investigation 
will take the matter up with the proper 
authorities. 

(2) They are to serve as channels 
for the dissemination of information 
about the situation of the consumer 
and of ways of improving his posi- 
tion. 

(3) They are to act as agencies 
through which consumers may become 
articulate on questions of national 
economic recovery and of public 
policy. 

(4) They are to aid in the develop- 
ment of a more efficient and economi- 
cal system of distributing goods and 
services to consumers. 

(5) They are to aid in the develop- 
ment of sound civic projects for the 
better care of the unemployed and for 
increasing and improving the civic 
amenities of their communities. 

These councils are not to be political 
in nature of personnel but are to be 
made up of persons who are compe- 
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tent and have the interest of the con- . 
sumers really at heart. They are to 
be made up approximately as follows: 
one member from an organization of 
women actively interested in consum- 
ers’ problems; the county agent or 
some one named by him; the home 
demonstration agent, where there is 
such a person. Where this person Is 
not available, then a dietitian, a home 
economist, or a teacher of economic or 
social subjects will be used instead. A 
“dirt” farmer will be a fourth mem- 
ber, while another is to be a housewife 
of moderate or less than moderate 
means. One member will be some one 
who works with his hands, and an- 
other, some one who is active in a con- 
sumers’ codperative society, a credit 
union, ora similar organization. Iam 
well aware of the difficulties of setting 
up such a large number of-groups and 
of keeping them running. I believe 
however that they have real tasks to 
perform, and that, with proper help 


and encouragement, a goodly propor- 


tion may strike more or less permanent 
root. l 


PRESERVATION OF THE ECONOMIC 
' BALANCE 


IX. I believe that it will be found 
necessary to preserve a proper balance 
between (a) the money value at whole- 
sale of consumers’ goods which are 
produced, and (b) the cash income 
distributed to the purchasers of mass 
production goods, namely, urban wage 
earners, clerical and white-collared 
employees, farm laborers, and farm- 
ers. The first of these indexes consists 
of quantities produced multiplied by 
prices at wholesale. While there are 
certain gaps ‘in these series, and while 
there will bedifficulties in getting com- 
pletely comparable commodities, I be- 
lieve that the difficulties can be 
solved and that, such an index, in 
terms of relatives at least, can be com- 
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puted, Data for the second index now 
exist, and with only a few additions, 
can be combined. When we have these 
two indexes, we will have a most use- 
ful economic barometer. 

If the money value of consumers’ 
goods increases appreciably more rap- 
idly than the cash incomes of the con- 
sumers of mass production goods, then 
we may expect trouble unless counter- 
vailing forces are set into operation. 
For such a disparity would mean, as 
it meant in the latter part of the twen- 
ties, that ultimately prices would have 
to be lowered sharply with a resultant 
shock to business, or industry would 
partially close down, with a conse- 
quent increase in unemployment and 
with decreased income to both farmers 
and urban workers. A stable society 
should seek to preserve an approxi- 
mate balance between these two eco- 
nomic variables; and if the disparity 
between mass incomes and the value 
of mass production goods should de- 
velop, it should be corrected by one or 
more of the following measures: 

(1) Wages and farm incomes could 
be raised through the controls which 
are now possible in the NRA and Agri- 
cultural Adjustment Administration. 

(2) Excess-profits taxes could 
skim off most of the surplus profits 
which will accumulate as a result of 
this disparity, and redistribute these 
sums among the people in the form of 
such additional social services as fur- 
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ther education, recreation, health, and 
cultural activities. 

(3) Prosperity dividends might be 
issued by the Government or by in- 


‘dustry as a whole to build mass pur- 


chasing power up to an equality with 
the value of goods produced. 

These may seem to be very drastic 
measures, but the experience of the 
twenties, as analyzed by Dr. F. C. 
Mills, indicates that some such meas- 
ures as these are needed if we are to 
obtain and maintain a balanced pros- 


erity. 
COOPERATIVE ORGANIZATION 


X. Fimally, I believe that we shall 
see In the next few decades a very con- 
siderable development of consumers’ 
coéperatives and of codperative credit 
unions. The value of these organ- 
izations has long since been demon- 
strated, and I believe that the soil is 
now more ready for their growth than 
it has been ina long while. They per- 
mit the organization of neighbors into 
groups to perform practical and much 
needed functions which teuch the lives 
of their members very closely. They 
should not only give us economic 
savings and cheaper credit, but they 
should also train the people in the way 
of dealing codperatively with practical 
economic questions. They may come 
to constitute some of the vital cells in 
a truly self-governing and democratic 
America. 


Dr. Paul H. Douglas is chief of the Bureau of Eco- 
nomic Education of the National Recovery Adminis- 
tration, and professor of economics at the Uniwersity 
of Chicago. He was formerly a member of the facul- 
ties of Reed College, Portland, Oregon, and the Uni- 
versity of *Washington, and visiting professor at 


Amherst Cgllege. 


He is the author of a number of 


books on economic and political subjects, among 
which are “ The Problem of Unemployment” (1931), 
“The Coming of a New Party” (1932), and “The 


Theory of Wages” (1934). 
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Codes and Consumers 


By Heerser J. Tiny 


m chief purpose of the United 
States recovery plan is to promote 
consumption; not in any intrinsic sense 
that malignant type of consumption of 
which fire and the plow might well be 
symbols, but rather that beneficent 
kind represented .by larger, better 
homes and better clothed and better 
nourished men, women, and children. 

One hundred and fifty years ago 
Thomas Robert Malthus gave to the 
world a doctrine which was the direct 
antithesis of our present economic 
preaching. Having no miraculous gift 
of prophecy, he enunciated his famous 
formula “that the realization of a 
happy society will always be hindered 
by the miseries consequent on the 
tendency of population to increase 
faster than the means of subsistence.” 

We who live now have learned 
through bijter experience that the 
realization of a possible superlatively 
happy society has been rendered diff- 
cult by a welding of human skill with 
human stupidity; skill in the control 
of material nature, stupidity in the 
control of human nature. 

Malthus’ remedy for the tendency 
he thought he saw in the future, as set 
forth in his proposition that the “popu- 
lation increases in a geometrical, food 
in an arithmetical ratio,’ was that 
mankind should exercise “moral re- 
straint.” As agrobiologists tell us that 
500,000 men working on an area no 
larger than the State of Kansas can 
produce an ample supply of food for 
the nourishment of the present popu- 
lation of the United States, the small 
number of producers needed will some 
day call for the moral restraint he had 
in mind; but obversely and more im- 


portantly so for a disciplined use of 
our power over the life of the fields and 
the use of machinery. 

Without taking into account this 
super-prolific yield of the soil pre- 
dicted for the future, the immediate 
productive possibilities of this land are 
incaleulable. And yet, if every hu- 
man being were now leading the fullest 
possible life—with every material need 
fully supplied—the real wealth of the 
world today, both actual and poten- 
tial, would be found not to exceed the 
ability of mankind to consume. 


Berrer DISTRIBUTION NEEDED 

Our skill, then, is in producing; our 
stupidity (or should I say cupidity?) 
is in distribution. Cupidity as it af- 
fects man individually and in the mass 
not only rhymes with, but in its ulti- 
mate essence ts stupidity. 

Would I were a four-minute speaker 
in this war to end depression, as I was 
during the 1914-18 episode which 
proved to be for depression. In that 
event this would be a good place to 
stop with a closing banal couplet: 


Dear friends, it cannot be gainsaid 
All ills will end with all codes made. 


I might also add a couplet about their 
administration, but I have no rhym- 
ing synonym for maladministration, 
which may be pertinent as a fact 
though not permissible asa rhyme. If 
I seem to have heaved a brick, please 
know that as an NRA official I am 
on the receiving as well as the throw- 
ing end. But I must go on with a 
further elucidation of the obvious, if 
I am to consume thirty minutes of 
your time. j 
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CONSUMERS ÅFFECTED BY Ant CODES 


Then, too, I have only once men- 
tioned the word “customer.” It is be- 
cause of the unregulated, unfair race 
for the dollars of possible customers 
that the real captams of industry are 
welcoming autonomy under codes of 
fair practice. 

Mr. and Mrs. Consumer are all of 
us; and every code, whether it be that 
of the bung-makers (for this renascent 
trade has really filed a code) or any 
other of the hundreds of codes regulat- 
ing agriculture, manufacturing, trans- 
portation, or distribution, affects, in 
varying degree but without a single ex- 
ception, every one living under the 
starry banner and the Blue Eagle. It 
would require no extended argument 
to show the universal interest in the 
unwritten ethical codes of the profes- 
sions. These written codes of produc- 
tion and commerce are none the less 
all-inclusive in their effects. So to the 
captious or comic critic of this state- 
ment let me say that I deem it no beg- 
ging of the question to offer in rebuttal 
the further proposition that the sum of 
human happiness is at stake, and only 
the unenlightened egoist would claim 
he had no interest in this; and even he, 
when the dawn breaks on his self- 
centered consciousness, will realize 
that it concerns him, too. 

So we write QED with a certain de- 
gree of smugness. 

There can be no dispute that how- 
-ever indirect our interest in all codes 
may be, each one of us as a consumer Is 
directly interested in the Retail Code. 
Allow me, therefore, to direct vour at- 
tention to the effect on the consumer 
of the retail codes as they are now writ- 
ten, and how consumers may be af- 
fected by their very probable revision. 


JUSTICE TO THE WORKERS 
The statutory provisions sanction- 


“ 8 


t 


| 
Tae ANNALS OF THE AMERICAN ACADEMY 


ing collective bargaining are in all 
codes. If they are supplemented by a 
wisely designed code of fair practice 
for employer-and-employee relations, 
we may have high hopes of substan- 
tial economic betterment. Not only 
are the full blessings possible under 
continual technological advance de- 
layed in their realization, but we have 
witnessed and shall continue to experi- 
ence, unless remedial methods are 
adopted by industry and labor, the 
tragic poverty inherent in the prodigal 
and unregulated use of man power. 
The utter absurdity as well as the 
tragic injustice in exploiting men, 
women, and children that competitive 
acquisitiveness may seem to gain its 
blindly selfish end is a self-evident fact. 

Industry and labor can and must 
jomtly determine in each industry the 
total man hours required to make the 
fullest possible use of the utilities of 
nature as they may be made available 
for man, by man, with the scientific 
wizardry at his command. Then there 
must be a just division of the required 
man hours among all who are able, fit, 
and willing to work. It is not, how- 
ever, work only which must be equably 
apportioned, but its fruits as well. In 
this respect I believe that the greater 
number of industrialists think wisely 
along economic and ethical lines. For 
this majority there is no need that 
codes should prescribe minimum wages 
and maximum hours. For years the 
wisdom and the justice of such regula- 
tion have been recognized. 

The greater the sum of money in the 
possession of consumers, whether de- 
rived from incomes or properly ad- 
justed rates of pay, the greater will be 
the sum of prosperity. To increase 
the total demand for things and serv- 
ice insures uninterrupted use of real 
capital, which in the last analysis con- 
sists of things made to be used as 
tools for further production. The less 
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waste, therefore, of man power, the 
smaller the ratio in relation to produc- 
tion of the charge for plant obsoles- 
cence. 

Consumers can greatly help, as time 
goes on, by adapting themselves fully 
to the reduced store-open hours that 
must surely ensue if the new economy 
rules. The present long open hours 
entail great waste of man power dur- 
ing the early and late periods of each 
day. If it be argued that the end 
sought by the recovery plans is the 
employment of a greater number ef 
men and women, and that hence 
shorter store hours would defeat this 
purpose, the answer seems to me quite 
obvious. An intensive peak load for 
all open hours would, if store hours 
were shortened, require many more 
people than are required at present, if 
service to an understanding public is 
to be adequate. That which is largely 
responsible for our erroneous thinking 
in this, as in many other economic 
problems, is the age-old fallacy that 
what man needs and desires is work 
rather than*what work produces. An- 
other result of the suggested reduction 
in store-open hours would be that the 
productivity per person would be so 
largely increased that minimum wages 
would be doubled and mayhap even 
trebled. 

The Spencerian idea of the law and 
cause of progress, which is that each 
cause produces more than one effect, 
each of these in turn tending to become 
causes producing subsequent effects, 
which effects again become causes, 
seems particularly applicable to this 
and other phases of the New Deal, 
which constitutes, in fact, remarkable 
proof of the correctness of the Spen- 
.cerian formula. 

"Tis true, that all this introduces a 
new problem-——the problem of properly 
guarding against that Devil’s work- 
shop, an idle man’s brain. None of us 
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will, I am sure, hinder the effective use 
of recovery measures because of this 
fear. Educators have already sensed 
the danger, and are revising their cur- 
ricula with its imminence in mind. 
So, why*fear this effect of the primary 
cause, when the ultimate effect can be 
and is likely to be the most perfect and 
most generally disseminated culture 


‘the world has ever known? 


UNWHOLESOME COMPETITION 


Consumers are doubtless most di- 
rectly interested in the fair practice 
provisions of the Retail Code. The 
competitive chaos which followed the 
competition made mandatory by the 
Sherman Anti-Trust Law begat many 
suicidal and absurd economic prac- 
tices. It needed not, however, a Sher- 


‘man to make retailers go “crazy with 


the heat” of competition. This so- 
called “life of trade” has been so in- 
temperately practiced in our craft that 
business has suffered from pernicious 
anemia and a low blood pressure of 
profits. 

Consumers, too, have had an un- 
healthy time of it. Discrimination as 
between beneficiaries of special privi- 
leges and those not participating in 
them has added to the price the latter 
must pay for their merchandise and 
service. Obviously, too, by reducing 
the chances of obtaining a right eco- 
nomic profit, these practices have 
proved inimical to the interest of store 
workers, as they have lowered the 
gross gain on which the rate of wages 
is necessarily based. 

The difficulty of formulating para- 
graphs governing fair practice in the 
Retail Code seemed, at the outset, al- 
most insurmountable. The interests 
and prepossessions of retailers were so 
diverse, and the difference between the 
larger and the smaller retailers so 
great, that hundreds of hours were 
ee in the formulation of the 
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very meager fair practice provisions 
adopted. The Retail Code, while in 
this respect but an infant, is yet one of 
infinite promise. It will grow in stat- 
ure and comprehensiveness as time for 
reflection and action. is given us. 
NRA is an emergency measure, and 
“P.D.Q.”. were essential letters at all 
times during its formulating. The so- 
called “loss leader clause” took count- 
less hours to draft, and even after its 
formulation and tentative acceptance 
at the retail hearing, further consider- 
ation of it postponed for fully two 
months the signing of the Retail Code 
by the President. 

Wise, ethical advertising is, in the 
main, the only other fair practice pro- 
vision embodied in the code. The in- 
terest of consumers in this is manifest, 
as they have been for generations the 
victims of both ignorant and willful 
misstatements in retail ballyhoo. 

When consumers understand how 
they are hurt by the evils of wrong 
credit practice, wrong relations be- 
tween manufacturers and retailers, 
and free services of all descriptions, 
they will clamor for additions to the 
code prohibiting the use of these and 
similar competitive devices. By the 
initiation of these practices certain in- 
dividual merchants gained slight tem- 
porary advantages over competitors, 
but the practices have become evils 
which will live to plague all dealers and 
hurt the great majority of consumers 
until code prohibitions and regulations 
are in effect. 

Under six heads may be enumerated 
the general type of uneconomic com- 
petitive practice which I have in mind: 
(1) free alterations, or insufficient 
charges for alterations of ready-to- 
wear garments; (2) special preferen- 
tial discounts to various groups of con- 
sumers; (3) unlimited return-of-goods 
privilege; (4) free delivery to remote 
districts; (5) unfair and  ' 
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competition in credit granting; and 
(6) unfair competition in trade-in al- 


lowances. 


The consumer is indirectly and yet 
definitely concerned in relations be- 
tween manufacturer and retailer. 
These need not be argued here, or even 
mentioned in detail, but they are defi- 
nitely a part in the program for ad- 
vance in fair dealing. 

Finally, consumers are interested in 
the administration of the codes. The 
retailers presented, in their code, a 
pian for administration which gave 
them a greater measure of autonomy 
than they were finally allowed. This 
was done with no desire to avoid Gov- 
ernment supervision, but to avoid the 
dangers of buréaucracy which, if it 
runs wild, will defeat the essential 
benefits which codes are intended to 
secure. 


CONSUMER INTEREST IN ADVERTISING 


Some one was kind enough to say 
regarding a paper I read in September 
at the Boston Conference on Retail 
Distribution, that it was Kdward Bel- 
lamy’s Looking Backward brought up 
to date for retail distribution. In it I 
envisioned certain ideal conditions 
brought about by the codperation of 
those who sold with those who bought; 
of those who made advertising with 
those who published it; of wage earn- 
ers with wage payers. ‘The machinery 
I set up was a code authority for retail- 
ing made up of retailers, consumers, 
newspaper publishers, and representa- 
tives of store workers. As under the 
present administrative regulations this 
set-up is out of the picture, perhaps 
we may still hope for the use of the 
principles involved, through the adop- 
tion by publishers, consumers, and la- 
bor of separate codes of fair practice 
governing their relations with stores. 

By stimulating desire, effective ad- 
vertising creates demand, sells goods, 
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and makes for a higher standard of liv- 
ing by helping to turn the wheels of 
industry. To make all advertising ef- 
fective, all of it should be believable: 


If publishers had adopted, years ago, 


as a prerequisite to their acceptance of 
copy, compliance with the rules laid 
down by merchants themselves when 
publishing their own paper, Shopping 
News, newspaper advertising would 
be today much more effective and less 
costly in ratio to sales. 

Excessive volume of copy in any one 
issue of a newspaper also tends ło 
reduce the selling value of all that pa- 
per’s advertising. A reasonable limi- 
tation by publishers of the space al- 
lowed on any one day to a single 
advertiser would, if it increased the 
selling power of all advertising, Justify 
the publisher in exacting and the mer- 
chant in paying a larger milline rate. 
The consumer’s interest in this is ob- 
vious. The greater the ratio of return 
per inch of publicity, the smaller the 
mark-up required in pricing mer- 
chandise. 


9 
Tur CONSUMER’ S RESPONSIBILITY 


A consumers’ code to improve the 
general welfare might be drawn with 
the following as its major principle: 

Failure to lead as full a life as one’s 
means permit is unfair practice, as it 
in effect denies to others the right and 
the opportunity to raise their own 
standard of living. For it has become 
an axiom that the wheels of industry 
must turn that men and women may 
earn and be able to spend. As they 
‘turn in response to the demand for 
that which their turning creates, to 
deny oneself the obligation to consume 
is to hurt others by slowing the wheels 
of production. 

Why not a code, also, for customers 
—the distinction being that a cus- 
tomer is a consumer whose custom it is 
to favor certain dealers. Such a code 
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might include fair practice provisions 
of the following tenor: 

As the merchant’s code imposes a 
rigid obligation to protect and keep 
faith with the customer, to render a 
service satisfactory to the utmost de- 
gree, and to prove himself worthy of 
confidence, so shall the customer rec- 
ognize a reciprocal obligation to take 
no unfair advantage, thus establishing 
a mutual bond of confidence. 

The customer should appreciate the 
fact that no reputable merchant today 
takes refuge behind the caveat emptor 
principle, but follows a policy so far re- 
moved from putting upon the buyer 
the compulsion to beware, as to be 
over-liberal in acceding to the custom- 
er’s demands. The customer, know- 
ing that good will is the merchant’s 
dearest possession, aware of the store’s 
rule that every grievance shall be ami- 
cably settled, must be likewise fair in 
the matter of adjustments. 

The merchant’s losses attending the 
return of merchandise can be greatly 
reduced by reasonable care in selec- 
tion on the part of the customer. For 
example, it shall be regarded as un- 
fair practice to have merchandise sent 
from several stores for final decision at 
home, when careful shopping in the 
first place would have made such 
duplication and consequent return of 
goods unnecessary. The customer 
shall not demand refund on the score 
of unsatisfactory quality without con- 
scientious belief that said quality is 
not as represented or not full value at 
the price paid. 

Customers who enjoy the courtesy 
of a-charge account shall fulfill their 
obligation to make payment within 
the time esspecified for such credit 
privilege. . 

I hope what I have said may be at 
least thought-provoking, but not too 
provoking in another sense of the 
word. .If recovery and permanent 
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good lie in the-codification of rules for 
interdependent activities, let us go the 
limit in drafting codes. One must, 
however, be somewhat pessimistic in 
contemplation of the compound frac- 
tures which the original code written 
on Mount Sinai suffers daily because 
of the natural recalcitrancy of the hu- 
man race. i 


SELT-REGULATION OF INDUSTRY 


Most industrialists believe that the 
greatest good in the NRA lies in its 
mandatory requirement that mdustry 
shall make its own rules of fair prac- 
tice, never losing sight of the fact that 
they must be drawn not only for the 
good of each industry but for the gen- 
eral good of all people. Expert, hon- 
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est regulation of business by those who 
understand its problems may thus take 
the place of inexpert, prejudiced rules 
for business made by legislators who 
may be uninformed or misinformed re- 
garding the factors involved, and often 
influenced by well-meaning amateurs 
without practical business experience. 
Let us hope that industry will so use 
the power given it that the need for 
Federal regulation will change in in- 
verse ratio to the development of a 
wise, ethical control of business by 
business. 

And thus, to sum up in a dozen 
words, may the National Industrial 
Recovery Act prove to have been a 
great boon to producer, distributor, 
and consumer alike. 


Mr. Herbert J. Tily 1s president of Strawbridge 
& Clothier, Philadelphia, having risen in the service 
of that store since 1879. He was chairman of the 
National War Service Committee on Dry Goods 
and Department Stores during the World War; and 
president of the National Retail Dry Goods Associa- 


tion, 1925-26. 


Safeguarding t d Consumer’s Interest—An Essential 
Element in National Recovery 


By FREDERICK J. SCHLINK 


HE recovery program has so far 

left one class to fend quite for it- 
self, and that the most numerous class 
of all. Every one of us is a consumer; 
most of us are at the same time 
workers with hand or brain; though a 
considerable class, and that the most 
powerful, economically, manages to 
get along on income obtained without 
work, by taking toll through owner- 
ship of property, or through employ- 
ment at a profit of the services of 
others. Each of us, nevertheless, even 
those on poor relief or in the peniten- 
tiary, is a consumer, and in that re- 
spect has an important and continuous 
stake in the operations of industry, 
the quality and quantity of its out- 
put, and above all in the prices charged 
per unit of quantity, durability, effi- 
cacy, or serviceability, for its goods 
and services. 

This quality of being a consumer is 
so common and so inescapable that, 
like the air about us, we mostly take 
it for granted. A status so casually 
accepted is often one where negligence 
or indifference of the incumbent is 
most costly. Many of us who are 
studying the problems of the consumer 
think that his difficulties are in exactly 
that class—that while capital and own- 
ership (and a small part of labor to a 
much smaller extent) are getting a 
certain share out of the working of the 
recovery program, those for whom in- 
dustry and trade are supposed to oper- 
ate are now and hereafter to get very 
little except an unrestricted opportu- 
nity to pay bills, bills for very large 
sums indeed, which other groups have 
contracted, presumably in our behalf, 


but certainly without our understand- 
ing or approval. 


Costs OF THE Recovery PROGRAM 


These bills, paid and payable, take 
several forms, the first of which (and 
the one that first comes to every one’s 
mind when the costs of any new or 
changed social or economic program 
are considered) is taxes. This cost, 
though it will certainly be huge, will 
in my opinion be one of the minor costs 
of the Industrial Recovery Program, 
so-called, and the Agricultural Adjust- 
ment Pr ogram. 

The major costs will be the etia 
costs to the consumer, which the aver- 
age consumer, a person of small income 
and limited economic opportunity, is 
In a very poor position to bear, and, 
governmental and press and radio cen- 
sorships being as they are, in a still 
worse position to comprehend and 
adapt himself to by adjustment of his 
expenditures or by organized protest 
or mass action of any kind. These 
costs are, to cut through a maze of in- 
termediate steps and relationships, the 
costs to the customer of the extra prof- 
its and more secure profits that will 
accrue to business enterprisers under 
a new business system which not 
only legitimatizes but encourages un- 
restrained monopoly profits, and pun- 
ishes—as in the dry cleaners’ code, to 
name a single example of many—those 
dealers who, are willing to serve cus- 
tomers at less than the standard mo- 
nopoly pric®. 

The new system, moreover, makes 
no provision whatever, in practice or 
even in theory, for any basis of con- 
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‘population of consumers. 


trol or safeguarding of either price or 
quality in the interests of the general 
Indeed, no 
definite economic or social philosophy 
Is apparent in the movement as a 
whole; nor apparently are its leaders 
qualified by training or experience to 
develop one. 

“Mr. Roosevelt and his advisers have 


‘clearly taken over an astonishing 


amount of the principal ideas and 
points of view of the previous admin- 
istrations: that the national prosper- 
ity and well-being are measured first 
and foremost by the profits of indus- 
try. If it happens that Mr. Brown, 
who lives, with his too large family in 
a city slum, pays more for everything 
he buys, from coffee to pancake flour, 
and cannot collect more as salary, 
wages, or tips, and as a result runs 
into personal and familial disaster, the 
New Deal experts and economists have 
neither advice nor help to offer. Their 
system has in it no elements of secu- 
rity or even of hope for Mr. Brown, 
either as a wage worker, as the oper- 
ator of a small store or shop, or as a 
consumer. And at this point I assert 
that a New Deal that has no certain 
and assured provisions in theory and 
in fact for the safeguarding of the small 
and weak enterpriser and the still 
smaller and weaker ultimate con- 
sumer, is a New Deal which must nec- 
essarily fail not only to bring back 
the general prosperity but even to 
bring back any lasting return of high 
profits and dividends to the owners 
and operators of industry and trade. 


Reconstructive METHODS Unrair 


The simple doctrines of the New 
Deal philosophers have their weak- 
ness, and their similarity at bottom 
to the ideas of the Coolidge-Hoover 
epoch, in their special adaptation to 
the purposes and the needs of the very 
income classes who are most able to 
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take care of themselves, either in good 
or in poor times; who can expand their 
spendings for subsistence and comforts 
and security for themselves and their 
families by a sizable proportion and 
still have a safe margin left. The New 
Deal ideas are the ideas of men of sub- 
stance, and large, or at the very least 
ample, income. Nowhere in the coun- 
cus of the Administration is there a 
place or even a hearing for the men 
and women who cannot spend an ex- 
tra ten cents for this, an extra twenty 
for that, whose income is now and will 
remain smaller rather than larger, and 
whose needs are at least as great as 
before. 

I recognize that there is nothing 
sacred or unchangeable about an eco- 
nomic system, especially about one so 
imperfect and inequitable as the one 
which is breaking up about us, but I 
submit that an uprooting of tradi- 
tional safeguards and a great worsen- 
ing of the purchasing power of the 
masses should not be a change that 
takes most from those at the bottom 
of the economic heap angl gives more 
to those at the top. Reémployment 
of workers achieved at the cost of re- 
duced purchasing power of those sixty 
million persons or so, including the re- 
employed workers, already depressed 
to or below the level of safe or decent 
living, is a mode of reconstruction that 
will neither last long nor bring real or 
substantial benefits to large numbers 
while it does last. 

The only way to redistribute Income 
in our present highly complex society 
(and beyond all question such redis- 
tribution is inevitable if we are to con- 
tinue any sort of capitalistic economic 
order) is bluntly and forthrightly to 
redistribute it, by bold and drastic 
measures of taxation in proportion to 
the ability to pay, which obviously ex- 
cludes any form of sales or processing 
taxes; and by abandonment of all those 
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tenets of laissez faire whose support by 
the Government has been in effect a 
subsidy to the rich and powerful, and 
a heavy tax upon the poor, the igno- 
rant, and the helpless. 


CONSUMERS’ Interests Nor 
SAFEGUARDED 


The Government, while adhering to 
the principle of a minimum degree of 
interference in business management, 
and maintaining maximum freedom of 
decision for ownership and manage- 
ment, has sharply and decisively, and 
in my view catastrophically, interfered 
in the conswmer’s freedom to purchase 
goods and to hire services, of laundry 
and hotel and even of banking, in an 
open, competitive market, and to pit 
one seller against another in a rivalry 
of price and quality in which the best 
at a stated price or the cheapest at a 
stated quality wins the customer. 
And to the heavy costs of a protective 
tariff which puts a tremendous burden 
of expenditure upon consumers, the 
further huge cost of monopoly prices of 
thousands of&commodities and services 
in a non-competitive market is added 
under the eye and by the deliberate 
choice of a Government always watch- 
ful to aid business and always blind 
and deaf to the needs and the rights of 
ultimate consumers. 

The slight, formal protection to con- 
sumers’ interests nominally afforded 
within the National Recovery and 
Agricultural Adjustment Administra- 
tions is at best a defense so weak as 
hardly to warrant serious considera- 
tion at this time. The business press, 
indeed, far from finding these protec- 
tions significant or formidable, sees 
them as laughable, deserving of cyni- 
cal and sarcastic comment. Economic 
literature, with its customary deliber- 
ateness, has not yet got around to con- 
sidering them critically at all. The 
Consumers’ Advisory Board of NRA 
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is at most advisory, and only weakly 
and hesitatingly so at best, and is not 
in any of its functions able to act’ 
frankly, openly, and responsibly as an 
advocate and defender of consumers’ 
interests on all matters of moment. It 
is without technically mformed or . 
qualified leadership or direction. It ` 
has not even access to the press or 
publicity, and has no bulletin service 
of its own. It has no theory of rea- 
sonable price or even of price control. 
By its tolerance and imaction it en- 
courages rather than restrains or 
thwarts price and policy groupings by 
thousands of national and regional 
trade associations and similar agencies. 
It accepts limitation of production at a 
time when production, of manufac- 
tured goods at least, is far below rather 
than above the reasonable require- 
ments of the population. Its economic 
advisers are so wise or blasé economi- 
cally as to believe neither in free com- 
petition nor in regulated monopoly— 
nor in anything else—as a brake upon 
sellers’ greed or overreaching. It 
neither employs nor commands techni- 
cal services of any sort expert in con- 
sumers’ goods, in its exchanges with 
enormously powerful and well-staffed 
industry and labor groups that are 
represented in the recovery program. 
Such a body can lay no proper claim to 
being official counsel for or defender of 
consumers’ rights and interests, nor 
has it the least right to complain, as it 
has complained, of lack of support or 
interest of consumers and consumers’ 
organizations in its views or attitudes 
or appeals, 


Inpustrry Has ALL THE ADVANTAGE 


The whole system of setting .up of 
codes of “gelf-government in indus- 
try” in whose operation not even the 
Government itself, much less consum- 
ers and labor, have a dominating voice 
or j” that is cléarly heard or even 
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mentioned in the public prints, is a 
situation so patently opposed to the 
public right and interest that it is but 
_hecessary to mention it to indicate its 
absurdity and the abdication which it 
represents of the proper function of 
government as regulator, arbiter, and 
controller. 

The governmental forces supposed 
to be acting for the consumer in the re- 
covery program never so much as come 
into actual'engagement with the forces 
of big business. The men of industry 
and the businesslike, business-trained, 
and business-advised recovery admin- 
istrators who work out their code pro- 
visions in the secret and efficient pre- 
liminary conferences where consumers 
are neither represented nor considered, 
and who of their own motion have re- 
moved from codes consumer-protec- 
tive provisions (which in some cases 
industry’s representatives themselves 
were progressive or intelligent enough 
to insert for the general good of their 
customers—and their trade) see to 
that, and see to it effectively, with a 
finish and a sureness of touch and a 
knowledge of the wants of their clien- 
tele that would be admirable if the 
efforts were in the least degree socially 
motivated or were even capable of be- 
ing deflected somewhat for the social 
good. 


Consumers Lirrim REGARDED 


The consumers’ boards do not have 
any clientele of consumers. They ad- 
vise the Recovery Administrator or the 
Secretary of Agriculture only if and 
when and to the extent that he chooses 
to be advised. If they advise him too 
much or press him with arguments that 
tend to become annoying or to warn 
or alarm any part of the great body of 
consumers, he quickly and firmly puts 
them back in their appointed place, as 
window dressing for an operation 
whose actualities are very different and 
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very much more sinister than anything 
the public is allowed to suspect. Both 
consumers’ advisory boards are in the 
anomalous and highly dubious posi- 
tion of the attorney who Is assured that 
while he is of course working for Mr. H 
he is to take all his orders from and 
make all his reports to Mr. J and Mr. J 
alone. 

The recovery program is not set up 
even to give consumers a knowledge of 
what is going on, much less an oppor- 
tunity to exercise substantial influence 
apon the direction and the quantita- 
tive impact of the conclusions reached 
by big business and its very able and 
aggressive and forceful ambassadors to 
Washington—delegates who are not 
represented in the NRA but who con- 
stitute it, and so, in every practical 
sense, become the Government rather 
than serve or advise it. J say, there- 
fore, deliberately and with knowledge 
of the movement of forces and actions 
and trends in the National Recovery 
Administration and the Agricultural 
Adjustment Administration, that as 
an agency providing for protection of 
the general and public interest as 
against the special and business inter- 
est, neither NRA nor AAA merits even 
consideration. NRA particularly, and 
AAA to a less degree, is definitely anti- 
consumer in purpose and policy, and 
especially in business-derived person- 
nel selected to wield the enormous 
powers of the administration. 

To suggest improvements in the sit- 
uation would be simply to propose 
rejection of the entire present mecha- 
nism, and above all to call for the 
immediate reversal and illegalizing of 
all agreements, effective or proposed, 
which permit industrialists or mer- 
chants collusitvely and concertedly to 
control production, prices, and market- 
ing policies without respect for and 
without full, potent, and in every sense 
equal representation of those who buy, 
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and must buy, the goods and services 
produced and merchandised by fac- 
tories, farms, service agencies, and mer- 
cantile establishments. 

The major functions that .govern- 
ment should have in this or any other 
recovery program are functions that 
are not being performed or even adum- 
brated by the present policies and 
machinery. There are certain funda- 
mentals which the consumer, that is 
the eating and wearing and using and 
buying citizenry at large, has a right 
to receive from industry. If and asin 
dustry fails to grant these rights and 
safeguards, the government itself 
must provide them, completely, as 
that minimum and indispensable pro- 
tection which, even in the neat and 
well-ordered political economy of 
Adam Smith, government owed to 
every person under its sovereignty. 


TRUTHFUL MARKETING 


The first right of the consumer is to 
know the truth about that which he 
buys—not the seller’s idea of the truth, 
but the knowledge which is essential 
to efficient and economical selection 
and use by the buyer and user of a 
product or service; not only the bare 
or grudging truth, but truth freely and 
frankly interpreted so that it can be 
effectively used in a purchase at an 
economical price from a mail-order 
house or the corner store. The 
whole truth and the relevant truth 
about merchandise would at once de- 
molish the area of immensely profita- 
ble industry now dependent for its 
success upon the right of the seller to 
he and to cheat almost at will, without 
interference by the state or any other 
potent agency. 

Off would go the business of nearly 
all the patent medicines, the costly but 
useless mouthwashes and antiseptics, 
the diabetes and influenza cures, the 
headache remedies, the baldness cures, 
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and the “nourishing” and “youthify- 
ing” cosmetics without number. Half 
or more of the radio sets and nearly 
all the phonographs and electric appli- 
ances would disappear and be replaced 
by first-class equipment. If the tech- 
nical truth were told about them, all 
our telephone instruments would have 
to be radically redesigned. The tre- 
mendous waste that is now the silk 
trade, with its thin and flimsy web of 
cloth heavily adulterated with lead and 
tin, and so enormously decreased in 
life and wearing qualities, and, in the 
case of lead weighting, turned into a 
new and insidious hazard to the 
wearer, would be extensively reformed 
or would give place to something else 
and something honest. 

The sellers of apples and pears, cauli- 
flower and cabbage and broccoli, that 
are free from worms but are heavily 
dosed with the deadly metals, arsenic 
and lead, now used in enormous quan- 
tities and poisonous alike to insects 
and human beings, would suddenly 
find their business deflated and their 
customers fleeing to other foods if it 
became necessary to tell not only that 
the apples and the pears were free from 
worms but that they were decidedly 
not free from the poison sprays. 


QUALITY STANDARDS 


The next major area in which indus- 
try and government owe the consumer 
a new and fair deal is that of standards 
of grade and quality. Industry itself 
uses quality standards freely in its own 
purchasing; its most ably administered 
plants will defend to the death their 
right to buy soap and paper and type- 
writer ribbons on a basis which assures 
a grade and°quality neither too high 
nor too lowaprecisely adapted to their 
needs, at a price level their purposes 
and finances permit or incline them to 


pay. 


T the: present. time, all the vari- 
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ous standards-making agencies of the 
country are devoid of effective con- 
sumer representation; they are all 
heavily biased for trade and industry 
and agriculture. They are making 
standards in the main for the benefit 
of the seller and not of the buyer—a 
situation which curiously enough pre- 
vails even in much of the Govern- 
ment’s specification work for its own 
needs as a consumer, 

Like the Bureau of Standards and 
the Bureau of Agricultural Economics, 
the various standards-making bodies 
are setting up standards whose very 
names (like that of the Bureau of 
Standards for “bronze” screen wire, 
which is not bronze at all, but a far 
cheaper alloy of copper) mislead the 
buyer and favor the seller. There is 
the standard for ripe olives, whose sizes 
begin with “Standard” (which are not 
standard at all but the smallest size 
marketed) and end with “Colossal.” 
There are the mirrors (Bureau of 
Standards again), whose three upper 
grades are by an ingenious and happy 
selection of nomenclature Grade 1, 
Grade A, and Grade AA. Itis no acci- 
dent, of course, that each of these three 
grades can be represented and sold as 
first or top grade. Surely Grade 1. is 
Grade 1, to the consumer. 


Apvertisers Ser THREAT 


A mild and reasonable proposal of 
Professor Lynd, of the Consumers’ Ad- 
visory Board of NRA, to set up new 
and effective machinery that would 
enable consumers to buy on a basis 
similar to that enjoyed by the Bell 
Telephone system and the Detroit 
Edison Company was met with loud 
cries of rage by advertisifig men, who 
saw in this modest proposal the nearer 
approach of that awful specter of com- 
munism. What the objector really 
meant, and rightly, was that the gen- 
eral purchase and sale of goods i 
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services upon clear and honest specifi- 
cations, similar to the best of those 
used by government and big industry | 
for their own purposes (not of course 
those devised and sponsored by the 
government services for the use of sell- 
ers in bilking consumers), spells the 
doom of a major part of competitive 
advertising and salesmanship, and the 
wiping out of a great deal of very 
profitable economic waste and con- 
cealed subsidies to press and radio. 

Clearly, 1f the Government Grade A 
symbol is generally applied to cans of 
peas and corn, and the grading com- 
petently and honestly done, then the 
product of any crossroads canner, too 
poor or too honest to advertise com- 
petitively, takes its place squarely and 
fairly and at a lower price, beside that 
of the huge cannery monopolies that 
blanket the popular magazines and the 
billboards with their pretty and mis- 
leading and very expensive pictures 
and claims. 

Wide use by consumers of govern- 
ment-sponsored standards and speci- 
fications, on however elementary or 
primitive a basis, would be disastrous 
to advertisers and to publishers and 
radio-station owners who live upon 
advertising claims; for standards would 
make actual quality an effective and 
inexpensive substitute for audacious 
and resounding claims built upon a 
basis of ingenious sophistries and im- 
agery and the thesaurus, and almost 
completely hollow with respect to such 
facts as would be determined by im- 
partial comparison and tests con- 
ducted by relatively illiterate fellows 
who can read a micrometer or a volt- - 
meter, but have trouble with adjec- 
tives and adverbs. 

But standards and specifications, to 
be fair and effective from the buyer’s 
standpoint, require that he shall be 
represented by qualified experts in the 
process of testing and specification 
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writing, from the beginning and at 
every important part of the process. 
The Government standardization 
work does not now provide and has 
not in the past provided any such 
representation of consumers, nor does 
the government, Federal or state, even 
prevent or discourage grossly mislead- 
ing advertising—so long as such ad- 
vertising defrauds only the consumer. 

The Government does sometimes 
concern itself with misleading claims 
which result in unfair competition be- 
tween competing manufacturers or 
dealers. Government has habitually 
taken more seriously its duty to act 
as referee between competing, differ- 
entially dishonest enterprisers, than 
between the powerful, well-organized 
seller and the weak and isolated buyer. 
The Supreme Court itself has so inter- 
preted the law underlying the work 
of the Federal Trade Commission— 
which on a few occasions so far ex- 
ceeded its powers as to interfere with 
manufacturers who cheated and mis- 
advised and imperiled not each other 
but the cotsumers of their product, as 
did the maker of a leading obesity 
cure. 


PROTECTION THROUGH COMPETITION 


Until recent years we have taken 
it for granted that the price of goods 
was determined and should be deter- 
mined by the competition of seller 
against seller, and buyer against 
buyer, in the market place. In this 
way it was supposed that a perva- 
sive, resistless, and automatic adjust- 
ment of price to proper and just 
amounts took place. Modern eco- 
nomic thought has slowly come to 
recognize that such adjustment was 
more an ideal than an actuality; that 
lags, leaks, and frictions worked in 
such ways and so pervasively as to 
disadvantage the small seller as 
against the large, and the individual 
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buyer as against the organized seller; 
that, for example, the service of ad- 
vertising, now a tremendous factor im 
marketing, is primarily to enable a 
product to escape the rigors of com- 
petitive pricing; and that many other 
means to elimination of price competi- 
tion exist and are regularly used by 
powerful selling interests, and in the 
case of the raw material markets, such 
as tobacco and cattle and swine, by 
the organized and incorporated buyers 
equipped with every market-control- 
lng and manipulating device, dealing 
with weak and unorganized producing 
or farmer sellers, possessed of neither 
information nor bargaining skill nor 
organization. 

Anyway, competition is out as a 
regulator, and is daily more and more 
noticeably impotent in this and every 
other country, though congressmen 
and other political leaders still like to 
talk about the changeless law of sup- 
ply and demand, and will no doubt 
continue to do so twenty-five years 
after its last vestiges have been nulli- 
fied by the advance of national and 
regional trusts under NRA and by 
continued extension of the general and 
pervasive doctrines of a chamber-of- 
commerce civilization bent on pleasing 
business and squeezing consumers. For 
the past several years, even while the 
antitrust acts remained in nominal 
force, the Government has seen no 
virtue in continuing the rule of com- 
petition which once provided certain 
safeguards against excessive prices to 
consumers—though it never did, of 
course, assure a living or a comfort 
wage to workers. Yet the Govern- 
ment’s executives, even those who 
have been “served by advisers trained 
in economics, with singular blindness 
or obtuseness have seen no need to 
supply some other safeguard adapted 
or adequate to, prevent extortionate 
‘i ‘The consumer, it seems, is 
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somehow to pay whatever charges 
business men choose (in joint' coun- 
cils, blessed and in no way restrained 
by the recovery administrations) to 
levy upon their customers. 


SECURITY or Purcuastine Powrr 


No one seems to know or care what 
will happen if price increases total, 
as they assuredly will, sums greater 
than consumers’ pocketbooks can 
stand, or even what will happen to in- 
dustry itself if a further ten or twenty 
million people are forced back to the 
coolie level of consumption—a not un- 
likely consequence of present govern- 
mental and business price policies. 
It seems yet too soon for our leaders 
to understand that the whole success 
of the recovery program depends upon 
an increase rather than a decrease of 
consumers’ demand in terms of physi- 
cal volume of goods, and increased 
purchasing power equivalent at least 
to the added cost of the new wage 
payments and governmental subsidies 
and manufacturers’ profits that are to 
take place. 

Economists and engineers know 
that such an increase of physical vol- 
ume of consumption of goods is neither 
in prospect nor possible under a mo- 
nopoly price system. It is not even 
part of the thinking of the New Deal 
executives. How shall Mr. Brown’s 
purchasing as a consumer rehabilitate 
industry if industry’s goods cost more 
and the extra cost is, without govern- 
mental restraint or intervention, de- 
voted to an increase of profits and 
investment and not to an increase In 
Mr. Brown’s wage at least equivalent 
.to the extra prices charged? Would 
it not be more fair and 2 great deal 
wiser for the Governmegt first to 
guarantee to Mr. Brown his old spend- 
ing power, in terms of food, clothing, 
and other necessities (and in any case, 
as a minimum, the Department v 
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Labor’s subsistence level), and then 
to Mr. Brown as a worker his old job 
or some socially useful job as nearly 
as possible like it, and then, if there 
remain a surplus with which to do it, 
to Mr. Brown’s employer a profit for 
himself? 
This order of relief could not possi- 
bly please the employers, as the re- 
covery administrators know too well; 
but as things go now, employers are 
not going to be pleased long or prof- 
ited long anyway. They cannot run 
their business without customers, and 
the Government will end the present 
impasse either by furnishing a subsidy 
to industry to enable it to continue 
its necessary services, on a socialized 
basis, without cash-paying customers, 
or by giving subsidies to the customers 
themselves, as it does now to farmer- 
consumers under the agricultural re- 
covery plan. The consumer’s subsidy 
looks like the wiser plan. When some 
middleman receives the grant-in-aid 
the money seems to trickle off to the 
wrong places, as it does when the ship- 
ping companies are subsidézed by gov- 


ernment and the lawyers and lobby- 


ists and ex-government officials and 
an ex-presidential secretary collect ex- 
tensively; or as when the packers took 
their millions of dollars’ toll on the 
processing of the hogs recently 
slaughtered as a quick subsidy meant 
for the Mid-Western farmer. 

A rational basis of pricing seems to 
have been given no consistent thought 
by the Recovery Administration. 
The business men’s codes, written by 
themselves and pretty generally ap- 
proved by Government, provide cost 
of production (and that of the less 
efficient producers) plus profit to busi- 
ness, or conceal provisions shrewdly 
devised for this purpose somewhere 
among the more technical clauses; but 
the farmer is not granted cost of pro- 
duction of his crop, because that, as 


SAFEGUARDING THE ConsUMER’S INTEREST 


the argument runs, would be un-Amer- 
ican, socialistic, and counter to the 
unchangeable law of supply and de- 
mand. It is even more important 
and logical, of course, that the con- 
sumer, that is each of us, is entitled 
to cost of living, in terms of money 
or goods. I confess myself unable to 
understand why the Recovery Admin- 
istrator is prepared to guarantee the 
prosperous merchant on Fifth Avenue 
or Market Street the full cost of his 
merchandise plus an additional charge 
to cover labor and overhead, and to 
penalize him by a heavy fine if he fail 
to collect this much on each and every 
sale, but sees no duty whatever to the 
customer to assure his having the 
money to make the purchase, or to the 
farmer who grows the cotton, the wool, 
or the foodstuffs sold by the merchant, 
to assure him sufficient money to sup- 
port his‘family and pay his hired man 
to the scale of a decent standard of 
living. 


Tus GovVERNMENT’S LEADERSHIP 


These qwestions all find their an- 
swer, if we allow for the fact that the 
Government sees itself, now as hither- 
to, primarily as the protector and 
friend of business, and that all the 
hopeful and often generous words of 
the President and his collaborators 
must be judged against the real inten- 
tion of the Administration, as deter- 
mined by the powerful and continuous 
impact of its advisers and executives. 
These, as all will have noted, are al- 
most without exception industrialists 
of the big business viewpoint, with a 
thin sprinkling of economists who see 
economic society against an unbroken 
background of industry, trade, and 
finance, and not at all as growing, 
reaping, grinding, fabricating, trans- 
porting, and consuming. 

- It will be a long time before a mu- 
nicipal, state, or National Government 
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which does not refrain from cheats, 
suppressions, falsifications of statis- 
tics, and evasions of reality in the con- 
duct of its own affairs will be able to 
control business and industry mainly 
and faithfully in the interests of the 
consuming population. Government 
bureaus which for years have em- 
ployed the tricks and dodges of press 
agents and advertising experts and 
have conducted public business in a 
very unpublic fashion, suppressing in- 
formation of vital public importance 
and distorting other important infor- 
mation in an arrant and shameless 
manner (as have the Food and Drug 
Administration, the Bureau of Public 
Health, the Bureau of Mines, and the 
Bureau of Labor Statistics, to name 
but four offending with especial hardi- 
hood in recent years), will need time 
and a long period of reorientation and 
training in the public interest, with a 
great deal of help and frank criticism 
from the outside, before they can fur- 
nish a highly ethical and economic 
leadership to the men of the shop and 
the counting house, the patent medi- 
cine and the liquor trades, and the 
motion picture baronage. 


Consumers’ DEPARTMENT NEEDED 


To hasten the day of governmental 
concern for consumers’ rights and in- 
terests, Consumers’ Research is press- 
ing for the organization of a Depart- 
ment of the Consumer in the Federal 
Government, with its secretary a 
member of the President’s Cabinet. 
Its duties would be to encourage and 
advance research in the sciences, eco- 
nomics, and technologies related to 
consumers’ goods and services, to co- 
ordinate ail governmental activities 
affecting gonsumers’ interests, to de- 
flect and to guide them ever in the 
direction of advantage of consumers 
at large, and to keep a watchful eye 
aja issue ceaseless publicity on other 
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governmental departments, -such as 
the tariff commission, the food and 
drug and public health administra- 
tions, and other agencies whase opera- 
tions closely affect or in any way di- 
rectly or remotely threaten or invade 
consumers’ protection and interests. 
While admitting the inherent weak- 
ness of any such agency operating un- 
der the very ægis of the Government 
which it would be its duty to criticize 
and to orient, we see little hope for 
establishing a consumer-conscious 
governmental and industrial system in 
America unless and until a beginning 
is made to set up specific, publicly 
recognized services within the Gov- 
ernment itself; to establish a rational 
basis of concern and control for costs 
and prices of consumers’ goods; to 
provide a service of information, pre- 
cise and truthful description and in- 
terpretation of goods, their quality 
and kind, in their consumption rela- 
tionships; and to guide and to set up 
standards and specifications which 
shall establish minima of quality and 
grade below which products may not 
fall and be allowed to reach the con- 
sumer’s market, and several higher 
levels of grades as circumstances may 
require, defined by and for consumers 
with expert professional advice and 
service from government agencies. 
Perhaps the most important service 
of such a department would be in the 


popularization it would eva of the 
basic ideas of consumption economics 
and the consumption technologies, its 
stimulation of scientific and economic 
research in these now unpopular and 
lowly fields of thought, and its focusing 
of public attention upon the idea that 
the purpose of industry and trade must 
be made primarily to serve their cus- 
tomers, and only secondarily or at 
long last to provide security or wealth 
to owners of and traders in securities, 
to writers of advertising, and to practi- 
tioners of other parasitic trades and 
callings. 


Consumers Must Br SERVED 


One certainty stands out: that our 
modern system of industry, geared 
for large volume mass production, 
is utterly dependent for its func- 
tioning on continuous large volume 
consumption matching the volume of 
production. The consumer, if and 
when he is conscious of his power, has 
one invincible weapon at his com- 
mand. He can refuse to buy beyond 
his bare necessities. Indegd, increas- 
ing millions of consumers are offered 
no choice in this respect. When he 
takes this position either from pur- 
pose or from necessity, no amount or 
quality of economic reasoning can 
save what remains of our business 
system. ‘The consumer had better be 
served. 


Mr. Frederick J. Schlink is president and technical 
director of Consumers’ Research, Inc., Washington, 
N.J., a consumers’ technical and economic research 
agency which he established in 1927. He was re- 
search engineer and physicist in the United States 
Bureau of Standards for six years, and was assistant 
secretary of he American Standards Association 
from 1922 to 1931. He has published papers here 
and abroad on various scientific and technical sub- 
jects, and is co-author with Stuart Chase of “Your 
Money’s Worth” and with Arthur Kallet of “A 
Hundred Million, cane Pigs.” 
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The Most Complete Agricultural Recovery in History 


By Freperic C. Howe 


HEREVER we turn in the capi- 

talistic world we find agriculture 
in a neglected status. This is more 
true in the United States than in any 
other country, unless it be Great Brit- 
ain. There is no agricultural objec- 
tive, as there is no effective political 
concern for the farmer. With some 
limitations, his position is that of the 
wage worker. Only within recent 
months have attempts been made to 
lift his status to that of the more 
powerful economic groups. 

There are five problems that must 
be solved if we would place agriculture 
in its proper place as related to the 
Nation as a whole. Those problems 
are: (a) the relation of the farmer to 
the land; (b) transportation, and the 
cost of bringing the products of the 
farm to the market; (c) credit; (d) 
marketing agencies; and (e) the eleva- 
tion of the farmer to effective and 
intelligent power in the political 
state. 

These problems may be reduced to 
efficient production on the one hand 
and the eliminating of wastes of dis- 
tribution on the other. They are both 
economic and political. Both must be 
solved if the farmer is to have his 
proper place in the social system. 

The farmer has a universal market. 
He has 125,000,000 buyers. These 
buyers have no choice. They must eat 
if they would live. The more they 
buy, the greater their physical well- 
being; as the more they buy at a price 
they can pay, the surer the farmer of 
a profitable market. The farm prob- 
lem is a consumers’ problem. 

An orderly, balanced, and equitably 
organized society is the goal. And it 
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is important that we have a goal, 
even though the routes to be traveled 
may have to be,abandoned from time 
to time for a new approach to the 
problem. 

Now, it is my belief that in a highly 
nationalistic state no recovery is pos- 
sible until the well-being of the farmer 
isassured. The farmer is the paymas- 
ter of the wage worker, as he is the 
paymaster of interest and dividends. 
We cannot expect to have profitable 
industry until the farmer’s income is 
such that he can buy. It is not an 
accident that the income of the farm- 
ers in 1932 was $5,000,000,000, while 
the income of the factory workers was 
almost exactly the same amount. 


DENMARK, A FARMERS’ SOCIETY 


It is because the little country of 
Denmark has seemed to be inspired by 
this belief and has achieved these ends 
that I am telling the story of that 
country as an exhibit of what a state 
may become when the primary pro- 
ducers and the ultimate consumers 
have achieved a working relationship 
through which a new society has been 
born. 

To my mind, Denmark is the most 
inviting field of political and socio- 
logical study that the Western World 
offers. I discovered Denmark some 
years ago while writing a series of arti- 
cles for a New York magazine. While. 
in London, I learned that England 
bought hey eggs, bacon, and butter 
from Denmark instead of producing 
them herSelf. I learned that these 
commodities had a higher quality than 
those of other countries. I visited the 
T Export Society in London. I 
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found that it was a farmers’ codper- 
ative and served as a sales agency for 
Danish farm products. The manager 
told me that I could find not only the 
village but even the farm from which 
an individual egg came, if I desired 
to do so. 

I went to Copenhagen and visited 
the offices of the central codperative 
society. From there I was directed to 
an inland town. From this point I 
visited a number of Danish farmers, 
the rural folk schools and the credit 
agencies maintained by the codpera- 
tives. I even found the farm from 
which a single egg bearing a local 
marking had come, which egg had been 
served to me at breakfast in a London 
hotel. I found myself in a common- 
wealth of farmers, ruled by farmers, 
where all the agencies of the state, of 
education, and of a vast number of co- 
operative enterprises were consciously 
dedicated to the promotion of the well- 
being of the farmers. As a result of 
this visit I wrote a little book entitled 
Denmark, a Codperative Common- 
wealth Ruled by Farmers. 

Denmark, I found, had about the 
same distribution of population be- 
tween agriculture and manufacturing 
that we find in the United States. I 
found that it was a country with few 
millionaires, but with a very high 
standard of living for all classes. 
There were no rural or urban slums. 
There was no illiteracy. There was an 
economic and political democracy, as 
well as an equality between the sexes, 
that was not to be found in any coun- 
try with which I was familiar in the 
outside world. 


A COUNTRY IN Despair 


In the eighties of the last century, 
Denmark was confronted ith a farm 
collapse as complete as that of the 
United States. To many it appeared 
to be an irremediable collapse. i 
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nation was in despair. One finds the 
word “despair” running through the 
literature of that period. The grow- 
ing of grain had been the main agricul- 
tural industry, but the opening of the 
American West had all but destroyed 
the Danish grain trade. A German 
tariff wall had been erected against 
Danish live stock. As a result of the 
disastrous war against Prussia and the 
loss of Schleswig-Holstein in 1864, 
Denmark was apparently threatened 
not only with economic ruin, but 
with financial and political collapse as 
well. 

In less than two decades the Danish 
people changed all this. They changed 
it without aid from the outside world. 
The country literally rose from the 
ashes. Today Denmark is the out- 
standing exhibit of what a country can 
be made by wise statesmanship on the 
one hand and by an aggressive asser- 
tion of scientific principles and human 
rights on the other. 

One characteristic of American poli- 
tics today is that we are not afraid. 
And we have lost some of gur national- 
istic self-complacency. We are look- 
ing out over the world for exhibits of 
democracy and of the political state. 
We are looking to Italy, Russia, Ger- 
many. Wherever the political state is 
alert we are observing, to get sugges- 
tions of what our own country may 
be made to be, and we are using a new 
type of mind in this inquiry as we 
never used it before. We are using 
men from the universities who are 
bringing to the Government not only 
their intellectual honesty and detach- 
ment, but the same kind of training * 
that industry has used during the last 
twenty years. 

The “Brain Trust” in politics is in 
all respects like the brain trust that 
serves industry and finance. 

The Danes found their “ Brain 
Trust ” among the farmers themselves. 
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- In time they converted these farmers 


into salesmen, exporters, bankers, and 


statesmen. That is one of the signifi- 
cant things about this little country. 
It went back to the grass roots, to the 
neglected farmer, for leadership. And 
it found that leadership, and in find- 
ing it, began to rebuild a collapsed 
society. Today the average Dane 
is highly educated. Real culture has 
been created along with economic re- 
covery; and that culture is closely iden- 
tified with the soil. 

Denmark was the first country in 
the Western World to have a planned 
society. It preceded Russia and Italy. 
It was planned much as our cities are 
planned, but it cut deeper into old 
traditions and interests. The elements 
in this planned development are the 
following: 


ELEMENTS OF PLANNED DEVELOPMENT 


First, the Danes recognize the im- 
portance of credit and the necessity for 
credit agencies which are completely 
under the control of the farmer him- 
self. They gecognize that a banking 
system under the control of industrial- 
ists is an insecure foundation on which 
to build. The farmer must have his 
own credit agencies, and these agencies 
must be like the tools he uses on his 
farm. They must be local, intimate, 
and woven into his entire economic 
life. I would place a democratized 
credit first im the agencies which 
have been brought together for the 
rebuilding of this little state, as I 
would place it first in any agricultural 
program. 

This credit began with the man 
farthest down, in the form of small 
coéperative banks, which local banks 
in time expanded into a central bank 
at Copenhagen. This central bank 
was a bank of rediscount. It was more 
than this. It nursed, oversaw, and 
protected the needs and the possibili- 
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ties of the codperative movement, as 
it mobilized the credit resources of the 
farmer and utilized them exclusively 
for the farmer’s needs. 

At the bottom of this credit struc- 
ture, and vitalizing every other codper- 
ative agency, was a baby bank. It 
aided the members to purchase fertiliz- 
ers, feed, tools, and machinery, to stock 
their farms, to build new barns, and 
to improve their breeds. 


THE COOPERATIVE MOVEMENT 


The second element is a nation-wide 
codperative movement, first among 
the farmers and later among the city 
dwellers. In the rural districts, the co- 
operative movement is a producers’ 
movement as well as a consumers’. It 
is a conscious alternative to state so- 
cialism. It had very little aid from 
the state, but in time it became in- 
tegrated into the political structure. 
The objective was an agriculture that 
would be a complete entity within it- 
self, in which the farmer would be his 
own salesman as well as his own pro- 
ducer. The farmer decided to keep for 
himself the profits which had’ gone to 
the distributor. 

The farmer is also a wholesale coöp- 
erative buyer. He has projected these 
codperative agencies until they are al- 
most coextensive with his life. The 
Danish farmer is often a member of 
more than a dozen codperatives. They 
embrace all his production activities, 
as they include most of the buying of 
supplies and consumers’ goods. The 
daily life of the farmer is that of a 
business man. 

The farmer has established associa- 
tions for the buying of fertilizers, feeds, 
and supplies of all kinds; also insurance 
agencies. There are central coöpera- 
tives in Copenhagen for wholesale buy- 
ing and selling. Selling agencies were 
set up in London to dispose of butter, 
eggs, and bacon. Cottonseed feeds 
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were bought in the United States and. 
soy beans from the East, while steam- . 
ships were chartered for the handling. 
of the collective import and export’ 


business. 

An enumeration of the different 
types of codperatives which have been 
developed would fill several pages. 
The most important in volume and in 
their effect upon the country are the 
following: 








Approximate 
Number | Percentage| Money Turn- 
Pria aR of of Total lover Per Year 
Societies} Business | (Millions of 
Dollars) 
Dairies.........+ 1,403 82 130 to 140 
Butter export as- 
sociation...... 11 40 50 
Packing plants, 
bacon factories 62 83 125 
Egg export asso- 
ciation. .....,. 700 25 6 


The codperative movement began 
with dairying, early in the eighties. It 
became an immediate success. The 
codperative dairy has almost put the 
private dairy out of business. In this 
little country there are 1,403 codpera- 
tive dairies. 

Equal in importance is the codper- 
ative pork packing industry. This 
little country is only twice the size of 
Massachusetts and one-fourth the size 
of Iowa. Yet it has sixty-two packing 
plants, and had in 1930 a killing of 
more than seven million hogs. There 
is a slaughterhouse within easy reach 
of every farmer, so that the costs of 
transportation and marketing are re- 
duced to a minimum. Yet there is a 
sufficient volume of business for the 
efficient operation of these sixty plants. 
The average cost of these packing 
plants is $85,000. They are operated 
by experts. They save to the farmer 
the processing profits of this industry. 
The turnover of the packing plants is 
$125,000,000 a year.* They do 33 per 


.the country. 
‘packing is not an intricate business, 
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cent of the volume of the business in 
Thus it appears that 


hor one that needs to be centralized. 
The Danes have exhibited the fact 
that a packing plant may, and prob- 
ably should be, a local enterprise. 

The manufacture and export of but- 
ter is handled in the same way. These 
coöperatives do 40 per cent of the but- 
ter export business and have an annual 
turnover of $50,000,000. 

The pocket money of the Danish 
farm wife is protected by the Coöper- 
ative Egg Society. There are locals 
which collect, pack, ship, and sell eggs, 
not only in Denmark but also to the 
outside world. Danish eggs are also 
recognized for the freshness and even- 
ness of their quality. The egg coöper- 
atives have 700 local collection agen- 
cies and a total membership of more 
than 145,000. They do 25 per cent 
of the business and have an annual 
money turnover of $6,000,000. 

By these means the farmer has al- 
most completely exiled the middle- 
man. To a large degreg he has be- 
come his own marketing agency. He 
sells his own products. He adds to 
his income in this way. 


GRADING AND STANDARDIZATION 


There is another contribution which 
the Danish farmer has made to agri- 
culture and to the recovery of that 
little nation. The Dane insists that 
his products shall come up to a high 
standard of quality. Much as a hall- 
mark is impressed on silver, so a 
certificate is impressed on Danish but- 
ter, eggs, and bacon. In consequence, 
these products are recognized the 
world over for their quality. They 
bring a higher price than similar prod- 
ucts from other countries. The farmer 
had to do this for himself. The pri- 
vate distributors refused to grade and 
standardize their products, and it was 
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only through the recognition by the. 


farmers of the value of such standard- 
ization that they are able to enforce it. 


And they enforce it upon one another 


rigorously. The farmer who refuses to 
abide by the established grades is sub- 
ject to fines and other penalties. 


POLITICAL IMPLICATIONS 


Issumg out of this codperative 
movement there is something intangi- 
ble, which cannot be described but 
which has created a new agricultural 
life. The identification of the farmer 
with his codperative societies has 
trained him in accounting, in market- 
ing, in politics, and in a concern for 
every activity that affects his eco- 
nomic life. It has created a new mor- 
ality in which the spirit approximates 
the ideal of “all for each and each for 
all.” While in Germany state social- 
ism has been relied upon for such serv- 
ices as these, in Denmark the end has 
been achieved by the voluntary coöp- 
erative association of the people them- 
selves. 

There is aglose correlation between 
all these things and the relation of 
the Dane to the political state. The 
farmer has been educated through 
his codperative societies, through the 
press, and through other economic con- 
tacts into a political philosophy of his 
own. He is a convinced free trader. 
He recognizes the value of free and 
open access to the outside world. He 
realizes that if he would sell he must 
also buy; that trade cannot be one- 
sided. One explanation of the high 
standard of living of the people is 
this free access to the best that 
can be bought, wherever it can be 
found. 

The Danish farmer is his own states- 
man. He has gone into politics. He 
has elected his own representative to 
Parliament, he has taken over the min- 
istry, and year by year has molded 
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and shaped the state to be reflective 
of his peculiar interests. This farmer 


‘ control has resulted in a more or less 


completely planned society. In recent 
years the political drift has been away 
from farmer control to a worker-farmer 
control. The railroads, the telephones, 
and the telegraphs are owned and op- 
erated by the state. Transportation 
is used to aid the farmer in the mar- 
keting of his goods. Passenger fares 
encourage travel. They are about one 
third of the American fares, and the 
state railways are now introducing 
stream-lined trains, traveling at high 
speed. The railways of Denmark are 
treated as highways in the fullest sense 
of the term. They are instruments to 
serve a social purpose, rather than for 
private profits by a separate class. 


EDUCATION 


There is a final factor that should 
be noted, and that is education. The 
Danish Folk School is a school for 
adults. It is one of the most vital 
educational agencies in the world. It 
integrates culture and work, with 
daily life. Plant growing and conser- 
vation of the soil is an object of affec- 
tionate interest based upon a trained 
understanding of Nature’s processes. 
The culture of the country has liter- 
ally issued from the soil. There are 
more newspapers read per capita in 
Denmark, and a higher degree of in- 
tellectual curiosity about all kinds of 
subjects, including political and cul- 
tural ones, than in any other country 
with which I am familiar, as there is 
a type of statesmanship which is more 
nearly reflective of the interests of 
the usually neglected and forgotten 
classes. - 


ANALYSIS OF DENMARK’ S RECOVERY 


The result of these democratizing 
agencies is to bring about what is in ef- 
f ech a consumer’ssociety. The worker 
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has benefited along with the farmer, 


and the workers and the farmers con- . 


stitute the majority of the population. 
And if we analyze the elevation of this 
little country, which has been achieved 
in fifty years, we see that it had its 
beginnings with agriculture; that with 
the improvement of agriculture, pros- 
perity and well-being spread to all 
other classes. Ultimately, the major 
economic forces of the nation, such as 
credit, transportation, and marketing 
became instruments of service rather 
than agencies of profit. They have 
been dedicated to a different type of 
society than that which prevails in 
other lands. 

This recovery issued out of an eco- 
nomic collapse, as it was inspired by 
what had been the most neglected ele- 
ment in the nation. The recovery of 
Denmark came from the bottom rather 
than from the top. It was the work 
of many people rather than of a few 
people. It is not only an exhibition of 
industrial well-being, it is a recogni- 
tion of the potentialities of democracy 
as well. 


A CoMPARISON WITH AMERICA 


Let us compare what the farmer has 
done for himself in Denmark with 
what has been done to the farmer in 
the United States by our commercial- 
ized distributive system. ‘The statis- 
tics of spreads and margins which are 
available are inadequate. They do, 
however, give the approximate cost of 
the processing and distribution of our 
commodities. 

Dr. Frederick V. Waugh, of the Bu- 
reau of Agricultural Economics, in an 
address before the American Farm 
Economic Association in Philadelphia 
last December, quoted an estimate 
that the total marketing “bill of the 
United States for the year 1929 was 
$27,000,000,000. This 
made up as follows: ° f $ 


estimate is- 
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Cost of operating retail stores, $14,000,000,000 
Cost of operating wholesale 


houses........... tater,  6,000,000,000 
Manufacturers’ cost of selling 3,000,000,000 
Freight transportation...... 4,000,000,000 
Total serina $27,000,000,000 


According to this estimate almost 
one third of the income of thatUnited 
States in 1929 was used to pay for 
marketing goods. Dr. Waugh says 
that this “estimate is certainly con- 
servative.” 

Taking the five major types of farm 
products of the country, comprising 78 
per cent of the total value of foods 
consumed, a rough estimate shows that 
the value received by the producer in 
1929 was 40 per cent of the total retail 
value of $19,021,000,000. In other 
words, the farmers received $7,566,- 
000,000, while the consumers paid 
$19,021,000,000 for the finished prod- 
ucts. 

In recent years the farmers’ share of 
the consumers’ dollar has been growing 
less and less. For instance, in the case 
of fourteen important foods, it is esti- 
mated that in 1929 the farmer got 47 
cents, while the distributor and proces- 
sor got 53 cents; in 1931 the corre- 
sponding figures were 38 cents and 62 
cents; in 1932, 33 cents and 67 cents; in 
March 1933, 31 cents and 69 cents. 

Recovery under the Agricultural Ad- 
justment Administration reversed this 
drift to some extent. In November 
1933 the farmer got 36 cents of the 
consumers’ dollar, while the distribu- 
tor and processor got 64 cents. 

Put another way, typical monthly 
purchases per family, of fourteen im- 
portant foods, cost $26.11 in 1929. Of 
this the farmer received $12.40, while ' 
the processor and distributor received 
$13.71. 

In 1932 the average cost of these 
foods was $16.78, of which the farmer 
received $5.54 and the processor and 
distributor received $11.24, _ 
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As to dairy products, the farmer re- 
ceived 52 cents of the consumers’ dol- 
lar in 1929, while he received but 37 
cents in 1932, and 38 cents in 1933. 

As to wheat products, the farmer in 
1929 received 23 cents of the consum- 
ers’ dollar, while in 1933 he received 
but 17¥ents. 

As to meats, the farmer received 53 
cents of the consumers’ dollar in 
1929, 35 cents in 1932, and 38 cents in 
1933. 

In this exhibit of these two nations 
we have two different approaches to 
the problem of the farmer. In oné 
nation the farmer is his own processor, 
his own manufacturer, his own distrib- 
utor, his own salesman. Agriculture is 
a self-contained industry, like the steel 
trust. In the other exhibit, the farmer 
intrusts to others the processing, the 
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manufacturing, the distribution, and 
the selling of his products. 

Now, it is an interesting statistical 
fact that the gross income of the 
farmer in 1933 was almost exactly the 
same as the gross income of the fac- 
tory employees. There is apparently 
an underlying principle in this paral- 
lel. Factory wages and farm income 
gohandinhand. If, therefore, we can 
increase the farmer’s income by ab- 
sorbing to the farmer some of the costs 
which now go to the distributor, we 
can confidently expect an increase in 
factory pay rolls as well. If agricul- 
ture in America could be made a 
self-contained industry, and if the re- 
turns of agriculture could be increased 
in amount, the pay envelope of the 
factory employee might be increased 
‘by a like sum. 
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A Current Appraisal of the National 
Recovery Administration 


By Dupiey Cares 


MHE invitation with which I have 
been honored to speak here to- 
night was of course extended to me 
because I was an official participant 
in the early activity of the National 
Recovery Administration, through 
the long, hot days and nights of June, 
July, and August when the objectives 
and the limitations of the act and the 
policies of the Administrator were in 
the first stages of development and 
application. 


EARLY Opsectrives or NRA 


Those early objectives were simple 
and well understood. : They were a 
challenge and an inspiration to the 
whole country, to business men of 
every degree, to labor, to consumers, 
and most of all to those of us in the 
NRA who were thrilled by the oppor- 
tunity to work out a new deal for de- 
morahzed industry on a new philos- 
ophy of governmental coöperation and 
with a new priority to the worker up 
to a living wage, ahead of any right of 
capital. Our job was to get men back 
to work, to establish minimum wages 
to prevent the exploitation of labor, 
to stop the wastes of excessive compe- 
tition by confirming trade agreements 
proposed by the industries them- 
selves, and to encourage united action 
of labor and management in the inter- 
est of industrial peace; in brief, to 
utilize the broad combination of exec- 
utive, legislative, and judicial powers 
conferred by this most extraordinary 
Act of Congress in our history to cor- 
rect the abuses of a system. 

Į desire to emphasize these original 
objectives because of many nee 


tions that new meanings and purposes 
are being read into the act. It has 
become indeed, like St. Paul, all things 
to all men. It fits the purposes of 
conservatives and radicals alike, and 
is capable of serving equally the con- 
structive and the selfish. General 
Johnson stands in the midst of in- 
credible pressures, a heroic figure, 
while complications arising out of the 
release of conflicting economic and so- 
cial forces from their traditional rela- 
tionships threaten to submerge not 
only the NRA but the industrial sys- 
tem as well. 

There have been three phases of the 
NRA. The first began with the sign- 
ing of the act and extended into Sep- 
tember, ending abruptly with the 
great Blue Eagle parade in New York. 
The second followed immediately, 
with the disconcerting déscovery that 
employment and pay rolls were not in- 
creasing materially above July levels, 
and may be said to have ended with 
the Administrator’s return from his 
speaking tour of the West—a trip 
which was mutually educational in its 
effects. General Johnson’s splendid 
address before the National Confer- 
ence of Manufacturers in New York 
early in December inaugurated the 
third phase, on a new note of sound 
policy and businesslike procedure. 

It will be remembered that in June 
we were at the crest of the delirious 
upswing from the black pit of the 
banking moratorium. Confidence 
and hope were in the air. Nothing 
was impossible, provided only we 
didn’t miss the boat. August would 
see the job finished, or October at the 
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latest. Everybody back to work be- 
fore winter, with higher pay rolls pro- 
tected by industrial agreements. The 
public works money would be saved, 
the budget balanced, and the infla- 
tionists thrice confounded. Speed 
was the first consideration, and in a 
spiritual exaltation reminiscent of 
war the attack was launched on the 
whole front. 


Four FALLACIES 


In those hectic days there was no 
time to speculate upon abstract prins 
ciples or try to orchestrate the fren- 
zied tune. General Johnson himself 
necessarily played by ear, and the 
staff followed with such harmony as 
might be. Confusion fanned outward 
in space and time because the early 
policies were based on four unworkable 
ideas, which I will discuss briefly. 

First was the belief that all indus- 
tries produced or distributed con- 
sumer goods, the demand for which 
would increase evenly as payrolls in- 
creased, to the benefit of all simul- 
taneously. By the same token, 
therefore, all could afford to join in a 
reémployment program, each absorb- 
ing back from the ranks of the idle 
the men normally employed. Great 
impetus was given this notion by the 
agreement of the cotton textile indus- 
try to adopt a shorter work week that 
would restore employment to the level 
of 1929. It happened that the cotton 
mills were already operating at full ca- 
pacity; but a different condition was 
found in the capital goods industries, 
such as steel, lumber, and machinery, 
with a volume which permitted only 
30 to 50 per cent of capacity operation. 
NRA policy was modified somewhat to 
fit the conditions, but the problems of 
the capital goods industries are still 
unsolved. 

A second fallacy was that labor cost 
represented approximately the same 
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proportion of total cost in all kinds 
of production and distribution, and 
could therefore be increased evenly 
without dislocating trade; whereas it 
soon became apparent that uniform 
wage increases which one industry 
could take in its stride would utterly 
destroy another. For example, labor 
represents less than 10 per cent of the 
cost of gasoline at the refinery, but is 
50 per cent of the cost of Southern 
pine lumber and 65 per cent or more 
of the cost of coal at the mine. The 
problems of the NRA would have 
been simpler if these extremes of vari- 
ation had not existed to complicate 
its policy, which ultimately had to be 
relaxed to meet the facts. 

A third fallacy was that the organ- 
ization of industries under codes ad- 
versely affected the status of labor in 
such industries unless it also were fully 
organized, thereby encouraging the 
hasty and ill-advised efforts of labor 
agitators to force the controversial 
issue of unionization at a time when 
maximum employment, pay rolls, and 
production were so vitally necessary 
to recovery. Moreover, it is obvious 
that if labor be adversely affected by 
the code agreements of an industry, 
which I deny, relief lies not in the con- 
ventional craft unions of the American 
Federation of Labor but in the indus- 
trial or vertical union embracing all of 
the employees of an industry, and bar- 
gaining not on the basis of local wage 
scales but on the industry’s ability to 
pay, taken asa whole. In my opinion 
there can be no real and lasting prog- 
ress in collective bargaining until the 
industry is the unit for negotiation. 
Labor’s power would be effectively in- 
creased by this form of organization, 
but we must assume that there 
would also be increased responsibility, 
without which force and opportunism 
would continue to stand in the way of 
“ytited action.” 
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The fourth idea was that purchas- 
ing power as a whole could be in- 
creased by raising wages in advance 
of increased production. Widely pub- 
licized, this idea gave rise to so many 
disappointments and misunderstand- 
ings as to make it stand out as the 
crowning fallacy of NRA policy—a 
plausible illusion built on the assump- 
tion that by increasing money wages, 
an economie paradise can be brought 
about. It is true enough that our na- 
tional wealth depends on purchasing 
power, but« NRA policy confused 
monetary concepts with those influ- 
ences which stimulate and sustain pro- 
duction. The weight of economic 
authority on this point is so over- 
whelming that I need not pursue the 
argument. Jn actual practice, the pol- 
icy had two effects: first, it encouraged 
labor leaders to demand unjustified 
wage Increases, sometimes resulting in 
wasteful strikes; and second, such un- 
due emphasis upon the purchasing- 
power theory in code making resulted 
in wage increases which frequently 
penalized the little businesses in an 
industry—the small, poorly financed, 
and inefficient units—for the benefit of 
their large and efficient competitors. 

These ideas created endless compli- 
cations in the administration of the 
Presidents Reémployment Agree- 
ment—the blanket code—and added 
greatly to the general confusion. 
Those who have wondered why Blue 
Eagle violators were not prosecuted 
or their insignia taken away (except 
for a few dry cleaners and restaurants) 
will find here the answer. The 
standard formula was simply un- 
workable upon the intricate pattern 
of modern business, making enforce- 
ment out of the question. ə 


Cops MAKING 


Code making against this’ back- 
ground was not so difficult as it thay 
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have seemed from the outside. The 
pressure from the basic industries to 
get their codes through has always 
been at least equal to the Govern- 
ment’s pressure upon them. A sub- 
stantial majority of the two hundred 
codes that have been approved ac- 
complish exactly what the act in- 
tended by imposing restrictions upon 
excessive competition in many fields 
of industry—competition that was 
causing unbearable hardship and 
shocking loss, including the degrada- 
tion of labor. I have heard and read 
so much about the rugged individual- 
ism that was responsible for this con- 
dition that I cannot forbear to sug- 
gest that possibly these industries 
would not have reached this pass ex- 
cept through forced competition as 
distinguished from free competition. 
But the Sherman Act still represents 
a widely cherished concept of com- 
mercial idealism, and laissez faire is re- 
garded as something the Devil thought 
of, so I will not press the point. 

These industries—textiles, steel, 
coal, oil, the needle trades, and many 
others of similar character—have lit- 
erally been plucked as a brand from 
the burning. A few months ago they 
were plunging to ruin, unable to save 


“themselves and taking us all with 


them, on a downward spiral of lower 
costs, lower wages, lower prices. Let 
us postulate this achievement, along 
with the elimination of child labor and 
the sweatshop, as a sound and effec- 
tive execution of the act. Granting 
that many codes will have to be re- 
written to create and preserve some 
degree of rational consistency and per- 
haps in response to political pressure 
on behalf of small businesses, there 


has been a real advance towards eco- 


nomic stability and social justice. 
Excepting only coal and oil, where 

the Administrator intervened to har- 

monize sectional differences in the one 
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case and conflicting imaginations In 
the other, virtually all of the codes 
that have been approved represent an 
agreement by an overwhelming pro- 
portion of each of the industries af- 
fected. If wage and hour provisions 
were satisfactory, almost any proposals 
agreed to were permitted to go in. 
There has been nothing esoteric or 
even very technical about the process, 
and the analytical student will look in 
vain for any guiding principles of a 
planned economy, except as the codes 
set up the machinery for later con- 
sideration of the problem of correlating 
production to demand. 

This description of the method of 
code making is not to minimize the 
arduous and painstaking labors of an 
able and conscientious staff, or of busi- 
ness leaders in bringing their own 
groups into harmony. ‘The sheer ex- 
penditure of energy suggests the 
Olympic games, with the doughty Ad- 
ministrator participating simultane- 
ously in every event and winning 
them all! As a tour de force, the job 
merits the ,enthusiastic admiration 
and gratitude of the country. 

At all times since the act was signed 
and even before, the NRA has been 
cluttered up with a multitude of codes 
of another kind, proposed by naively 
hopeful business men whose attitude 
gives the lie to the theory that we are 
a race of rugged individualists. Ac- 
cepting the law as an invitation to 
occupy front seats at the millennium, 
they deposited their problems on the 
Government’s doorstep. Many of 
these codes go far beyond wage and 
hour provisions and other protection 
to labor rights, and propose the 
changing of trade rules which do not 
even remotely touch public interest. 


Prroriry or PROTECTION 


Early in the summer, when a con- 
sideration of the limited facilities and 
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personnel of the NRA suggested that 
priority should be given to those in- 
dustries which were in greatest need 
of the protection afforded by the act, I 
undertook to make a rough classifica- 
tion of industry, trade, and commerce 
as a whole, with a view to establishing 
a priority schedule. I set up four 
main divisions: the natural resource 
or extractive industries, including oil, 
lumber, and coal; the fabricating or 
manufacturing industries; wholesale 
and retail distribution; and finally the 
service trades and businesses, such as 
banking, insurance, public utilities, 
newspapers, advertising firms, finance 
companies, real estate, and so forth. 

Where was this ruthless competi- 
tion to be found? First of all, and to 
the maximum degree, in the extrac- 
tive industries. Coal and lumber were 
in extremis, oil was in agony. In coal 
and lumber there was literally no 
bottom to wages, and distress sales 
made the market. Now it was ap- 
parent that the products of these 
three industries have one quality in 
common: they lose their identity be- 
tween producer and consumer. Re- 
gardless of the mine that produced it 
or the wages paid, steam coal is steam 
coal to the consumer. Likewise, 
Douglas fir lumber is Douglas fir, and 
gasoline is gasoline. 

Applying this formula to manufac- 
turing, I found that competitive con- 
ditions in the cotton textile industry 
were as demoralized as in lumber, be- 
cause gray goods were gray goods, and 
yarn was yarn. Similarly in steel, 
steel and iron castings, paint, heavy 
chemicals, cement, and dozens of other 
industries, uniform standards prevail. 
Here and there a trade name, a brand, 
a selling organization affording special 
service of some kind might vary the 
monotony of the picture, but not to 
any greatextent. From another point 
of wiew the needle trades fitted into 
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this category, | eae with few excep- 
tions, garments Jose their identity be- 
tween manufacturer and distributor or 
consumer. 

- Another quality common to all of 
these highly competitive commodities 
became apparent, namely, a direct 
and sensitive relationship between 
cost of manufacture and wholesale 
price. The lowest price quoted by a 
producer in a given field made the 
market for the whole trade. 


Unram USES OF THE Act 


There are a thousand minute grada- 
tions from one end of the manufactur- 
ing scale to the other—from steel 
sheets, for example, to safety razor 
blades, from vegetable fats to facial 
creams. I never tried to draw a 
dividing line at any fixed point be- 
tween the two ends of the scale. It 
became unnecessary to do so when the 
priority plan referred to in the Presi- 
dent’s statement issued at the time the 
act was signed got lost in the hatching 
of the Blue Eagle. But I madea men- 
tal note to examine closely the motives 
which might inspire some of the patri- 
ots in these specialty fields to propose 
codes of fair competition involving 
considerations other than wages and 
hours. In the absence of frauds not 
otherwise punishable by law—a re- 
mote contingency—competition in 
such industries is of no public mterest 
except that it should remain free, not 
only to encourage the maximum of 
initiative and enterprise, but to avoid 
the ever present danger of misuse of 
the act for the benefit of one group, 
however large or small, at the expense 
of another. 

Business forms are infmitely com- 
plex and constantly changypg. There 
is a wide difference between destruc- 
tive changes dictated by necessity and 
progressive changes born of new 
ideas. For the same social ends that 
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Government now waders to con- 
trol the one, the other should be left 
free. Any codification, however nec- 
essary, results in new dislocations, 
new disparities, new shocks to the 
system. 

Moreover, it is truly said that one 
man’s meat is another man’s poison. 
Many of the pending codes have no 
purpose other than to destroy some 
strategic advantage gained by the 
foresight, the energy, or the skill of 
some Individuals or groups, to the 
envy of their competitors. Imagina- 
tions have been running high in search 
of ways to capitalize the act for pri- 
vate advantage. In my opinion the 
temptation is too great, the facts too 
obscure, for Government to expose 
itself to the risks of wrong decisions 
between its citizens except where de- 
cisions have to be made in the public 
interest. 

I believe this reasoning should be 
carried into all fields of business where 
legal competition involves no ex- 
ploitation of labor; where competition 
in fact stimulates imsteaal of retards 
business activity. Any other policy 
forecasts an endless period of manipu- 
lation and bickering, and threatens an 
unsettlement of business which may 
be harder to survive than was the 
depression. 


Seconp PHASE oF THE NRA 


The second phase of the NRA— 
from September to December—began 
with jaws set in grim determination. 
“The NRA must succeed; or else 
blank,” and “organization to 
the ultimate.” It ended with the 
realization that the practical applica- 
tion of the Recovery Act will be a long, 
solid, constructive, painstaking, and 
technical job, and with the anounce- 
ment that the Civil Works Adminis- 
tration would handle the unemploy- 
ment crisis. 
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In this period many of the original 
policies were revised, the retail codes 
were studied and some of them ap- 
proved, and the organization was torn 
internally by stubborn disputes over 
two vital issues, one being the nature 
and the extent of industrial selfi-gov- 
ernment, and the other involving the 
question of establishing code wages for 
skilled crafts in excess of minimum 
wages. 

The several retail aie present a 
problem that is as puzzling to the 
NRA as it is to any of us. They aye 
filled with fallacies of minor import. 
They tend to discourage enterprise, to 
check the trading instinct which 
makes a merchant, and to crystallize 
forms and practices for all time or 
until the dam bursts from the pressure 
within. The code of the retail auto- 
mobile trade establishing Jow maxi- 
mum trade-in values for used cars, 
thereby imposing a drag upon the sale 
of new cars, will be harder to enforce 
than was prohibition. The manufac- 
turers view it with frank skepticism 
and no little alarm. The retail lum- 
ber code narrows the neck of the 
bottle for the lumber and timber 
products industries: by providing for 
standard—and generous—mark-ups, 
lumber is further penalized in favor 
of the rapidly expanding substitutes, 
such as steel, cement, composition 
roofing, flooring, and so forth. The re- 
tail codes are all frankly experimental, 
and the effort to go into other fields of 
control than fair wage and hour pro- 
visions may possibly fall of its own 
weight, with no harm done. 


INDUSTRIAL SELF-GOVERNMENT 


The method of code enforcement, 
the extent of the Government’s par- 
ticipation in code administration, and 
the degree of self-government to be 
allowed to industry, are still unsettled. 
The act itself is silent on the subject 
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of code aiao and thè mat- 
ter appears to restè" þetween -twò 
schools of thought characteristic. of the. 
times—those who read ‘into industry’s 
past record an inability to govern 
itself, and those who fear: a> colossal 
and fumbling bureaucracy as the in- 
evitable alternative to self-govern- 
ment. General Johnson appears to be 
aligned with the latter group. | 

Another aspect of the same problem 
is who is to exercise the function of 
“economic planning” for the several 
industries separately and as a whole 
—some super-agency of the Govern- 
ment, or the industries themselves? 

Beginning with the lumber indus- 
try, most codes have been consciously 
planned as charters of self-govern- 
ment, with broad discretionary pow- 
ers vested in the representative code 
authority in each case. To protect 
labor, the public, and the interests of 
other industries that might be af- 
fected, one of more representatives of 
the NRA sit with each code authority 
to supervise the performance of code 
obligations and report back to a 
compliance director. If the code 
authority neglects its duties, or 
defects appear in the code, a rehear- 
ing can be ordered to correct the 
mistakes. 

Such are the beginnings of indus- 
trial self-government. It is too early 
for me to form any opinion except to 
remark the fact that hundreds of the 
Nation’s leading business men have 
thrown themselves whole-heartedly 
into these groups efforts to prove 
their capacity to direct their own 
affairs with due regard to their public 
responsibilities. The attitude and 
the technique of the code authorities 
in facing their problems and adjusting - 
disputes recalls the famous War In- 
dustries Board. But the arrange- 
ment exists on a de facto basis, sub- 
jedt to change if the ultimate decision 
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imposes Government control in place 
of supervision. 

‘The code authorities have had little 
support from the NRA in moving 
against violators and recalcitrants, 
except in the case of Jabor complaints. 
This has tended to make enforcement 
one-sided and to discourage some of 
the code authority boards. Because 
of substantial increases in wage rates 
in some of the codes, the complying 
members are more at the mercy of 
their unfair competitors than they 
were before.’ I think it is generally 
understood that the enforcement 
problem is almost infinitely compli- 
cated, and NRA’s failure in this re- 
gard is being met with patience. 

The dispute over the question of 
establishing code wages in excess of 
minimum wage scales has been forced 
by union labor and illustrates the 
narrow attitude of some of the lead- 
ers of that most doctrinaire group 
towards coöperation for recovery. 
The success or failure of the NRA 
as a constructive part of the New 
Deal turns on the outcome of this 
controversy. 


Union LAasor DEMANDS 


Many industries consist of units 
which operate under varying condi- 
tions arising from their location, al- 
though they continue in active com- 
petition. High wage rates m the 
large cities, which are frequently the 
result of excessive union demands, 
have forced: some of the units in such 
industries to establish themselves in 
the small towns where rents, transpor- 
tation, and living costs are consider- 
ably lower than in the cities. Both 
sides are agreed that thefe should be 
- a differential, but the uniens demand 
that the differential be taken off exist- 
ing union wage rates in the cities, 
rather than built up the other way. 

For example, the union stale th a 


‘tried to avoid figures. 
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certain trade in Chicago or New York .- 
may be a dollar an hour, and the 
standard minimum wage for Scranton, 
Pennsylvania, or Battle Creek, Michi- 
gan may be 40 cents an hour in com- 
peting plants. Assuming a 20 per 
cent differential, the union position 
would require an 80-cent rate for the 
small towns, which would destroy the 
business of the competitors so located. 
In some cases ‘it would destroy the 
towns.. The NRA has taken the posi- 
tion that differentials should be built 
up from the approved minimum wage 
in the smaller towns, making the mini- 
mum for metropolitan areas in the case 
cited 50 cents an hour. There has 
been a vast amount of specious argu- 
ment to the effect that NRA defrauds 
the working man by approving code 
wages on a lower basis than wages cur- 
rently paid for the particular work. 

_ It is both interesting and significant 
to note that in most cases of this kind 


` the city employers are lined up with 


union labor, in the hope of driving their 
small-town competitors out of busi- 
ness. © 

If such issues are not determined on 
their merits, then all is lost indeed. 


Mxaceér RESULTS, AND OFFICIAL 
INTENTION 


In this brief attempt to appraise the 
NRA at the turn of the year, I have 
NRA is too 
important, too far-reaching in-its con- 
sequences and implications, to be 
measured by statistics. I am sorry I 
cannot tell you how many men have 
been reémployed and at what wages, 
and how these wages have moved into 
the channels of trade with what stimu- 
lus to what industries. According to 
the Federal Reserve Board’s monthly 
reports, industrial production declined 
steadily and sharply from July to No- 
vember, although we may still believe 
that July was abnormally high in an- 
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- ticipation of higher costs under codes, 
and that November was abnormally 
low while the excess production of 
earlier months was being consumed. 
Factory employment showed a slight 
gain in November over July, and fac- 
tory pay rolls a somewhat larger gain, 
but still inconsequential. It must be 
plain that the magic of the Blue Eagle 
has been stubbornly ineffective, unless 
we include in the scales the stirring 
mobilization of the hopes of the Nation 
in support of the President’s mee 
plans as a whole. 

I believe in the NRA and in the act 
that created it, provided the objectives 
are now restated, after six months’ ex- 
perience, in terms which will confirm 
four aspects of official intention, 


2In 1917 the writer of this address prepared 
and read into the record of a wage arbitration 
the following discussion of wages which formed 
part of a paper entitled “Statement of Princi- 
ples Governing the Arbitration of Wage Con- 
troversies ”: 


“Where both capital and labor are necessary 
in the creation of a given product or service, 
neither can claign the whole of the proceeds, be- 
cause of two fundamental restrictions: one, the 
economic rights of capital properly invested; the 
other, the social rights of labor productively em- 
ployed. Any encroachment upon the first 
drives capital out of an industry (assuming a 
perfectly fluid investment) , while any encroach- 
ment upon the second is contrary to sound pub- 
- lie policy. 

“These restrictions therefore fix the utmost 
limits within which wages can move in any in- 
dustry, subject only to the qualification that 
where the capital investment is not fluid but 
fixed, expropriation occurs instead of with- 
drawal. 

“The economic maximum of wages may 
greatly exceed or may closely approximate the 
social minimum, depending upon the nature and 
conditions of the industry. Eliminating all bad 
or questionable investments and confining the 
discussion to those businesses only which are in- 
trinsically sound, this variation still remains. 
In order for any industry other than the most 
highly productive to continue in existence, there 
must be different degrees of success which are 
acceptable to the labor factor, the lowest being 
the least amount on which the worker can 
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namely, that the plan contemplates: 


1. The correction of the abuses of 
the system; otherwise no fundamental 
changes in the system; 


2. Continuance of the utmost free- 
dom of competition in all trades and 
industries where the only social effects 
of such competition are the stimulation 
of ingenuity and enterprise; 

3. Fullest scope for individual initia- 
tive (not to be confused with “ unre- 
strained individualism”) as the well- 
spring of all progress; 

4. No encroachment upon the eco- 
nomic rights of capital beyond the pri- 
ority rightfully accorded labor to a 
minimum “living wage” as a social ne- 
cessity.} 


maintain himself and his family efficiently, and 
the highest being the greatest amount which the 
enterprise can afford to pay, which will vary 
greatly between different industries and between 
different units in the same group. The eco- 
nomic maximum cannot be established with ref- 
erence to industry as a whole, but must be de- 
termined from the facts and conditions of each 
industry separately. The social minimum, on 
the other hand, may be made substantially 
uniform. 

“If wages for all divisions of industry were 
fixed on the basis of ability to pay, or economic 
maximum, of the most highly productive, capi- 
tal would be withdrawn from all of the others. 
The result would be that the one group of work- 
ers would benefit at the expense of all the other 
groups. I hold that the social theory of wages; 
while giving the worker a prior lien on income 
up to a living wage, should not operate further 
to vest him with rights to a higher standard of 
living, at the expense of other members of so- 
ciety, than he can by his own efforts attain. 

“Where the economic maximum exceeds the 
social minimum, there is room in the margin for 
the free adjustment of wages, by negotiation or 
otherwise, with reference to supply and demand, 
the risks, skills, responsibilities, and sacrifices 
of the workers, or the profits of the busi- 
ness. Wheres on the other hand, the social 
minimum exceeds the economic maximum, the 
industry must ultimately retire from busi- 
ness through the operation of an immutable law 
of geonomics which hot even’ social necessity 
can repeal.” 
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SUGGESTED Pornicms 


If I am correct in assuming that 
these points are included in the back- 
ground of intention, I believe the in- 
herent dangers of the NRA can be 
overcome and the confidence and sup- 
port of the business community fully 
assured by establishing policies which 
will give effect to the following sug- 
gestions: 

First, restrict the code jurisdiction 
of NRA to its original scope, namely, 
requiring codes only from those indus- 
tries where competition results in the 
exploitation of labor, the wastage of 
capital in the social sense, or frauds 
upon the public which are not other- 
wise punishable by law. 

Second, abandon the economic fal- 
lacy that purchasing power as a whole 
can be increased by raising wages in 
advance of increased production. 

Third, repudiate the official declara- 
tion that the organization of industry 
under codes adversely affects the 
status of labor unless it also is fully 
organized. 

Fourth, confine the wage jurisdic- 
tion of NRA to the establishing of so- 
cially acceptable minimum living 
wages, to be progressively increased 
as production increases. 

Fifth, in all wage negotiations, con- 
sider the industry’s economic capac- 
ity, or ability to pay; in other words, 
maintain a balance between social and 
economic values. 


THE ANNALS oF THE AMERICAN ACADEMY 


Sixth, promote the principle of in- 
dustrial self-government in the ad- 
ministration of codes, with NRA 
exercising an effective right to with- 
hold approval, after an impartial hear- 
ing, if the public interest is adversely 
affected, 

Seventh, publicly define “economic 
planning” as the functioning of code 
authority boards in industrial self- 
government with NRA coöperation, 
thereby confirming official faith m the 
proposition that no amount of bureau- 
cratic wisdom can take the place of 
the collective intelligence, courage, 
and imagination of experienced busi- 
ness men acting in their own interest, 
subject to government control of 
abuses. 

I hope I have made it plain that I 
believe in the profit system and there- 
fore am opposed to any regimentation 
of business that is not demonstrably 
necessary to correct the abuses of the 
system. I confess to high hopes that 
the central idea of the National In- 
dustrial Recovery Act—Government 
coöperation with industry—can be 
employed so as ultimately to abolish 
poverty and discover to our race a new 
destiny. But if we proceed on wrong 
principles and try to go too fast and 
do too much, the resulting confusion 
will force us into some form of state 
socialism or economic fascism, the 
complete negation of individual initia- 
tive, abhorrent to the genius and tem- 
per of the American people. 


Mr. Dudley Cates is vice-president of Marsh & 
McLennan, an insurance organization of Chicago, 
Illinois. He was General Johnson’s first assistant 
in the National Recovery Administration for a time. 
He was secretary of the Capital Issues Committee, 
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Some Probable Repercussions of ‘‘Nira’’ on Our 
Constitutional System 


By Epwarp 8. Corwin 


HE notable feature of the Presi- 
dent’s message addressed to Con- 
gress the other day was undoubtedly 
his announcement that he considered 
the National Industrial Recovery Act 
a permanent part of the American ar- 
rangement of things. This announce- 
ment seems to have shocked some peo- 
ple. As Will Rogers said in the Times 
the other day, “Mr. Roosevelt pro- 
posed in his speech that the NRA 
and a lot of these other Government- 
regulated business ethics should be 
made permanent. Well, that was a 
terrible blow to some business men. 
They figured that they would only be 
required by the Government to be 
honest until the emergency was over.” 
I think, however, that those who 
have reflected on this subject must 
have come éo the conclusion, prior to 
the President’s announcement, that 
the “Nira,” if not itself permanent, 
would undoubtedly lead to something 
permanent. The Nira was originally 
enacted as an emergency measure, to 
be sure, but the emergency was of a 
particular character. It was an emer- 
gency in the sense of a distressful con- 
dition that needed remedying, but it 
was not an emergency in the sense of 
being the extraordinary result of ex- 
traordinary causes. It was the nor- 
mal result of normal causes operating 
in an environment to which those 
causes had become ill-adapted, and 
causes which could be counted on to 
resume their operation if the control 
represented by Nira, or by something 
equivalent, were once withdrawn. 
It may be doubted, in fact, whether 
the Nira has been a great success as 


an emergency measure—whether it 
has accelerated rather than retarded 
recovery. I do not think that is the 
test to be applied. The real test is 
rather whether the Nira can so guide 
recovery as to prevent the kind of re- 
covery that would lead again to col- 
lapse. In short, the Nira is regarded 
as a reform measure more accurately 
than as a recovery measure. And so 
regarding it, we see that it was good 
statesmanship to impose it while busi- 
ness was still down; because if business 
had been up, it would have been im- 
possible to impose such a reform. 
“Don’t interfere with business” would 
have become altogether too powerful 
a shibboleth to be resisted success- 
fully. 

Now, the permanency of Nira or 
something equivalent being taken for 
granted, it becomes interesting to in- 
quire into the possible effects of this 
measure upon our Constitutional sys- 
tem, and that is the subject on which 
I am going to address you briefly. 


CONSTITUTIONAL Basis or Nma 


The Nira may be regarded as a sort 
of declaratory statute; as declaratory, 
that is, of certain legal principles which 
it is hoped will prove to be adapted 
to the present economic situation of 
the United States. What, then, are 
the Constitutional principles which 
this declaratory statute imports? If 
you turned to the Constitution of the 
United States, you would of course be 
able to obtain very little enlighten- 
ment on the question of the power of 


-the Government to enact such a stat- 


ute. There probably are about twenty 
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words out of the thirty-five hyndred 
words in the Constitution, that have 
any bearing whatsoever upon the sub- 
ject. The problem is one rather of 
Constitutional law and theory. 

In the first place we encounter the 
theory that the National Govern- 
ment has only such powers as are 
quite clearly delegated to it. What 
clause, therefore, of the Constitution 
of the United States furnishes the gen- 
erative source of the Nira? There is 
only one possible clause, that which 
gives Congress the power to regulate 
‘ “commerce among the states.” But 
commerce among the states is not the 
sum total of business, while Nira at- 
tempts to regulate the whole business 
structure. So at the very outset we 
encounter the theory upon which 
the National Industrial Recovery Act 
rests, and that is the solidarity of 
American business. Congress has the 
power to regulate commerce among 
the states, and hence has the power to 
protect that commerce. The theory 
of the Nira is that the health of com- 
merce among the states depends upon 
the health of business in general, and 
that if commerce among the states 
cannot be restored except by measures 
which are conducive to the restoration 
of business in general, Congress has 
the power to take such measures. 


Extent OF CONGRESSIONAL POWERS 


The power of Congress over inter- 
state commerce is not and never has 
been confined to the regulation of acts 
of commerce among the states. Thus, 
from whatever source a detriment to 
interstate commerce proceeds, it falls 
under the controlling power of Con- 
gress by virtue of Congress’s power to 
protect interstate commerce For ex- 
ample, Congress has the power to re- 
quire that cars which are hauling goods 
from one point to another within, a 
state shall be equipped with’ certain 
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safety appliances, because such cars 
may link up with cars which are carry- 
ing goods from one state to another, 
and so may become a source of danger 
to the latter. To repeat, Congress’s 
power extends to matters which are 
not commerce among the states at all, 
simply by virtue of the fact that its 
power to regulate commerce includes 
the power to safeguard commerce. 

A few years ago the United States 
Supreme Court was confronted with a 
case in which a man named Ferger was 
charged under a Federal law with hav- 
ing issued a fraudulent bill of lading. 
He challenged the right of Congress to 
penalize such anact. Hesaid that the 
issuance of a fraudulent bill of lading 
was not interstate commerce, in fact 
was not commerce of any kind, but 
was merely a violation of the law 
against fraud, of the state where the act 
occurred, The Supreme Court never- 
theless sustained Ferger’s conviction 
under the Act of Congress, Chief Jus- 
tice White speaking as follows: 


This argument mistakenlyeassumes that 
the power of Congress is to be necessarily 
tested by the intrinsic existence of com- 
merce in the particular subject dealt with 
instead of by relation of that subject to 
commerce and its effect upon it. We say 
mistakenly assumes, because we think it 
clear if the proposition were sustained it 
would destroy the power of Congress to 
regulate, as obviously that power, if it is to 
exist, must include the authority to deal 
with obstructions to interstate commerce 
and with a host of other acts which because 
of their relation to and influence upon in- 
terstate commerce come within the power 
of Congress to regulate, although they are 
not interstate commerce in and of them- 
selves. 


But it may be objected (and it is a 
natural objection to make) that pro- 
duction, which is a great part of indus- 
try, is local. The Supreme Court has 
said that many times. It has even 


” 


REPERCUSSIONS or “Nira” on CONSTITUTIONAL SYSTEM 


been said that production is “inher- 
ently” local. But the fact is that pro- 
duction is not local in any sense that is 
relevant to our present problem, and 
this for the reason that the vast pro- 
portion of production is for the inter- 
state or the national market. For ex- 
ample, what proportion of the fruit of 
California does California consume? 
What proportion of the automobiles 
that it manufactures does the State of 
Michigan purchase and use? Where 
does the raw material out of which 
automobiles are made in the State of 
Michigan come from? 

Production, in short, is a function, 
as is interstate commerce a function, 
of the interstate or national market, 
and expands and contracts as the in- 
terstate market expands and con- 
tracts. So it is upon this proposition 
of the solidarity of business, on the 
idea that business involves interstate 
commerce and vice versa, and that the 
health of interstate commerce depends 
upon the health of the entity of which 
it is a part—it is upon this proposition 
that the consetitutionality of Nira rests. 


OBSOLESCENT State POWER 


At this point, however, we en- 
counter a most formidable objection, 
namely, that this lme of reasoning 
tends to destroy the Federal system, 
inasmuch as it expels the states very 
largely from the field of business rela- 
tions, while even such power as it 
leaves them it necessarily subordinates 
to the supreme power of Congress. 
Well, that has to be admitted; but I 
think the answer is that in the field of 
business relations state power has long 
been moribund, so that the Nira sim- 
ply recognizes and gives effect to a 
Constitutional theory which is the 
counterpart of a condition already 
long established in the facts of our 
everyday economic life. 

In this connection I wish to quote 
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from an address made by. Professor 
Gulick at the Chicago Fair last sum- 
mer. 


The American state is finished. I do not 
predict that the states will go, but affirm 
that they have gone. And why have they 
gone? Because they were unable to deal 
even inefficiently with the imperative, the 
life and death tasks of the ‘new national 
economy. Where were the states when the 
banks went under? ... Where were the 
states when all the railroads were on the 
verge of passing into the hands of the 
bondholders and suspending operations? 
Where were the states in the regulation of 
power and control of utilities? Where are 
the states now in regulating insurance com- 
panies with their fake balance sheets and 
high salaries? Where were the states in 
controlling blue sky securities? Where 
were the states in preventing destructive 
business competition and protecting labor 
and the public? Where were the states in 
the development of security through social 
insurance? In none of these fields affect- 
ing economic life was it possible for any 
state to do anything decisive without driv- 
ing business out of its jurisdiction into 
areas where there was no regulation and no 
control. 


So Professor Gulick draws this con- 
clusion: “Nothing effective can be 
done in the stabilization of economic 
affairs unless the area of planning and 
control has the same boundaries as the 
economic structure.” 

Some of that may appear to be 
couched in the language of exaggera- 
tion. But as a matter of fact Pro- 
fessor Gulick understates his case, 
because he confines his arraignment of 
the states to their regulation of busi- 
ness relations; while the inefficiency 
of the states even in the field of the 
criminal law is being displayed to us 
daily, as yell as their growing depend- 
ence upon Federal assistance in this, 
the most primitive field of state power. 
So, granting the premise of the soli- 
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measure well within the power of Con- 
gress to foster and protect interstate 
commerce, and the Federal system, 
the Federal balance, will have to take 
its chances in the resulting situation, 
which was one of fact long before it 
became one of law. 


Errect on JoupicraL Review 


That brmgs me to another point, 
the probable effect of the Nira on the 
most distinctive feature of our Consti- 
tutional system, judicial review. One 
of the great purposes of Judicial re- 
view, which is to say, of the power of 
the courts to pass on the constitution- 
ality of laws, has been of course to 
maintain the Federal balance; but if 
the Federal balance is at an end, then 
naturally judicial review loses much of 
its reason for being. 

I am not predicting, of course, that 
the Supreme Court will be deprived 
outright of its power of judicial review, 
nor even that the power of judicial re- 
view will overtly come to an end in the 
near future. What I do say is that we 
are to look forward to the gradual di- 
minution in the years to come of the 
rôle of the Supreme Court in the de- 
termination of national policies. It 
will be something like the demise of 
.the veto power of the English king. 
That took place very unobtrusively, so 
much so that when Blackstone wrote 
his Commentaries in 1765 he still re- 
garded the royal veto as a factor of 
the British Constitution, and when De 
Lolme wrote his book on the British 
Constitution ten years later, he still 
reckoned the veto power of the king as 
an essential part of that Constitution. 
‘But in fact the veto had not been. exer- 
cised since the year 1707. e 

The Supreme Court will,still have, 
of course, a great rôle in our system, 
as exemplified in the recent Scottsboro 
case. That is the sort of thing it 
seems to me that thé Court eughtto 
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be doing—-intervening in behalf of the 
helpless and the oppressed against lo- 
cal injustice and prejudice, rather than 
intervening in the assertion of out-of- 
date economic theories, as it has done 
too often since 1890. 


DELEGATION OF POWER 


Another feature of the Nira is, obvi- 
ously, the tremendous rôle which it 
recognizes the President as occupying 
in our system. The Nira was not 
drawn in Congress; it was drawn in 
the Executive offices of the United 
States, and it delegates vast powers to 
the Executive. We have a maxim of 
Constitutional law that the legislature 
may not delegate its powers. Al- 
though there is nothing in the Consti- 
tution to this effect, this maxim, which 
was stated by John Locke as far back 
as 1690, has received more or less lip 
service from our courts and from our 
political scientists for many genera- 
tions. 

Actually, however, the Supreme 
Court of the United States has never 
pronounced any act of Cengress void 
on the ground that it unconstitution- 
ally delegated legislative power. And 
in recent years the Court has devel- 
oped this very interesting formula, 
that Congress may not delegate its 
power unless it becomes necessary to 
delegate it in order to exercise it ef- 
fectively and conveniently. In other 
words, the maxim amounts simply to 
this, that Congress may not abdicate 
its power and so may not bind its 
successors. Of course, if all govern- 
mental power had to be exercised in 
the first instance in the form of de- 
tailed legislation, it really could not be 
exercised at all in a complex and rap- 
idly changing society. It is only to a 
period of simple and slowly chang- 
ing conditions that the maxim can 
be successfully applied with literal 
force. 
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So the Nira simply underscores this 
result of our Constitutional law to 
date. What will be the effect of its 
doing so upon legislative processes un- 
der the Constitution? I rather think 
it will be beneficial. It seems to me 
that debate in Congress may become 
much more vital when it is confined 
to questions of large, general principle 
and policy rather than to statutory de- 
tails. And if this general idea of dele- 
gating legislative power is extended 
into the field of tariff making, as Presi- 
dent Hooyer was anxious that it 
should be, and as President Roosevelt 
apparently is also, then at last our 
Congress may be rescued from the 
stigma which Burke visited upon the 
House of Commons of his day when 
he called it “a bustle of local agencies.” 
The Congress of the United States has 
lost power by trying to exercise too 
much power. It has lost-its due in- 
fluence in our national system by try- 
ing to act as a legislature for local 
interests. 


ProBLEMS CREATED BY NIRA 


The Nira is bound to make such a 
change in our Constitutional system 
that it will have to be followed up, no 
doubt, by that sort of operation which 
in the war was called “mopping up.” 
It is going to make such a vast change, 
particularly in the relationship of the 
National Government to the states, 
‘that the quesion of what rôle the states 
are henceforth to occupy in our system 
Is going to become a vital problem in 

the next few years, without doubt. 
' The question also arises, of course, 
as to the institutionalization of those 
procedures by which, for example, 
General Johnson and his associates 
have been enacting their codes. Sub- 
ordinate legislation, delegated legisla- 
tion, it is obvious, is going to become 
a very important feature of govern- 
ment. Are the methods that have 
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been applied in the drawing up of these 
codes entirely satisfactory, however? 
This is a question which will have to 
be met sooner or later. 

Then the further question comes up, 
whether or not the President’s Cabinet. 
is exactly the most satisfactory type 
of advisory board for the President in 
the new situation. The President, of 
course, has absolute freedom in the 
choice of his Cabinet, which is a body 
not known to the Constitution of the 
United States; it is an “extra-constitu- 
tional” body. The President is free, 
for example, to choose his Cabinet 
from the chairmen of the committees 
of Congress, in which case we might 
gradually approximate the Cabinet 
System of government. The Presi- 
dent is also free to choose as his adyis- 
ers, as President Roosevelt certainly 
has chosen some of his most important 
advisers, not from the heads of his 
administrative departments but from 
men who are subordinate officials 
in those departments. Very possi- 
bly, therefore, there will be gradually 
built up a rather different type of 
cabinet, 

The question may even come up 
whether the taboo on the third term 
is a desirable thing in a new system 
in which so much depends on continu- 
ity of policy, and where governmental 
policy and business policy are so in- 
terlocked and interwoven with each 
other. 

Generally speaking, I should say 
that the leitmotif of the new Consti- 
tutional system that the Nira adum- 
brates is the idea of fusion of powers 
and coöperation, in contrast to those 
ideas of separation, of tension, of com- 
petition, on which our system was 
originally based. Mr. Roosevelt has 
frequently and justifiably spoken of the 
success of the efforts of the Adminis- 
tration as depending upon the codper- 
atién of business’and government. It 
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depends also on the coöperation of the 
National Government and the state 
governments, and on the coöperation 
within the National Government, of 
the Executive and the legislative—in 
the words of Mr. Roosevelt, on “the 
firm and permanent union” of these 
_ bodies. 


FLEXIBILITY OF THE CONSTITUTION 


So to sum the whole thing up, I say 
that the Nira to some indefinite extent 
imports a Constitutional revolution, 
but that this revolution corresponds 
to one of which we have not been suf- 
ficiently aware but which had already 
taken place in our economic life, in the 
facts of our everyday living. In this 
connection permit me to quote the 
words of James Madison in Federalist 
41. Discussing there the objection of 
certain opponents of the Constitution, 
that the relative importance of manu- 
facturing and of agriculture was bound 
greatly to change in the years to come, 
to the’ disadvantage of the states, 
Madison concluded an argument of re- 
assuring tenor with these words: “A 
system of government meant for dura- 
tion ought to contemplate these revo- 
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lutions and be able to accommodate 
itself to them.” 

I think the Constitution of the 
United States can accommodate itself 
to the revolution ‘which the Nira un- 
doubtedly does spell. I think further 
that this means a change in the char- 
acter of the Constitution itself. The 
Constitution will accommodate itself 
to the revolution, will be absorbed into 
it more or less, and our attitude toward 
it will consequently become less legal- 
istic and more political. We shall 
value it for the aid it lends to consid- 
ered social purpose, not as a lawyers’ 
document. 

A historical parallel is suggested by 
the position of Magna Charta in the 
English Constitution. In the year 
1400, Magna Charta was the English 
Constitution in great part; in the year 
1700, Magna Charta had been ab- 
sorbed into'a vast complexus of envi- 
roning institutions. And so it may be 
with the Constitution of the United 
States. It does not seem to me that 
there is anything very terrifying about 
this; it is one of the resvlts of living 
politically in an age which lives adven- 
turously in other respects. 


Edward S. Corwin, Ph.D., LL.D., is professor of 
jurisprudence at Princeton University. He was 
visiting professor of political science at Yenching 
University, Peiping, China, and lecturer at Chinese 
institutions under the auspices of the Carnegie En- 
dowment for International Peace, 1928-29. He is 
the author of a number of books, among which are 
“The Presidents Removal Power” (1927), and 
“The Democratic Dogma” (1980). 


Some Essentials of Industrial Recovery 


By Grorce H. Houston 


DEPRESSION is described by 
Colonel Leonard P. Ayres, in his 
recent book on The Economics of Re- 
covery, as an extended period of time 
during which large numbers of people 
who are able to work and who wish 
to work are unable to find any work 
to do. As he says, this is not a com- 
plete definition, but in a great in- 
dustrial population it covers nearly 
everything. There are other aspects 
of the present depression—many of 
them—but I propose to confine my re- 
marks to the character and the extent 
of unemployment and the conditions 
necessary for its correction. 


Those engaged in gainful occupa- 


tions may be divided more or less 
accurately into two general groups— 
producers of goods and producers of 
services. By reference to the 1930 cen- 
sus, Colonel Ayres shows that of nearly 
forty-nine million people normally en- 
gaged in gainful occupations in this 
country, about twenty-six million are 
engaged In producing goods and twen- 
ty-three million in providing services. 
He shows further that the volume of 
such services fluctuates largely with 
the volume of goods produced. 

Goods in turn may be divided ito 
two general classifications: (1) con- 
sumption goods of an ephemeral char- 
acter, which are destroyed more or 
less immediately with use, such as 
food, clothing, gasoline, and fuel for 
domestic purposes; and (2) durable 
goods of a relatively permanent char- 
acter, such as dwellings, commercial 
buildings, industrial and railroad 
equipment, and public works. 

The twenty-six million workers nor- 
mally engaged in producing goods are 


made up of sixteen million producers 
of consumption goods and ten million 
producers of durable goods. 


UNEMPLOYMENT GREATER IN THE 
DURABLE-Goops Frevp 


During periods of depression, con- 
sumption goods continue to be pro- 
duced and consumed at nearly norma! 
volume, while the production of dura- 
ble goods is greatly diminished. At 
the extreme low point of this depres- 
sion which occurred in 1932, the ag- 
gregate of consumption-goods output)’ 
after holding up relatively well, had 
declined about 25 per cent from the 
normal, while durable-goods output 
had fallen about 75 per cent from 
normal, having declined drastically at 
the beginning of the depression. 

Colonel Ayres estimates that in 
the autumn of 1933 there were about 
nine and one-half million unemployed 
workers of all kinds, consisting of five 
and one-half million producers of 
goods and four million providers of 
services, the unemployment of the 
providers of services being caused 
largely by the unemployment of the 
producers of goods. He estimates fur- 
ther that in the field of consumption 
goods there were only slightly more 
than five hundred thousand unem- 
ployed, while in the field of durable 
goods the unemployed numbered five 
million, or about nine times the un- 
employment existing in the production 
of consumption goods. No large and 
lasting reaovery in employment may 
be expected except as it is initiated 
and carried out within the field of dur- 
able goods, and no substantial pros- 
pefity can return to this country until 
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this objective has been accomplished. 

The causes of the existing concen- 
tration of unemployment in this field 
and its far-reaching effect upon our 
industrial life will be found, I believe, 
in a consideration of the nature of con- 
sumption and durable goods and of the 
methods used in their financing and 
procurement. 


Propuction or Consumption Goops 


If sixteen million workers out of a 
total of forty-nine million can produce 
all the consumption goods needed for 
the entire country, it is necessarily true 
that each worker must produce on the 
average more of such goods than he 
and his dependents can consume. 
This condition is intensified m pro- 
portion as the processes of such pro- 
duction are mechanized. For instance, 
the peasant of Russia, with his crude 
agricultural methods, produces less per 
capita than the highly mechanized 
farmer of North America. Naturally, 
under such primitive conditions a 
larger portion of the population must 
be engaged in producing agricultural 
products; or, put conversely, each im- 
dividual engaged in agriculture in 
Russia produces a relatively smaller 
surplus over and above his own re- 
quirements than is the case in America. 
A portion of the buying power of each 
worker arising from the wages paid to 
him is of necessity devoted to other 
things than the purchase of consump- 
tion goods—primarily to procurement 
of durable goods, including payment 
for their use in the form of rent. The 
portion of income thus used for other 
purposes increases with the degree of 
mechanization of production and liv- 
ing facilities. 

The demand for most cansumption 
goods is quite inelastic in volume. For 
instance, the amount of food consumed 
per capita in America in prosperous 
times is little more than that consumed 
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during periods of the greatest depres- 
sion. Our economic structure has been 
geared by experience to employ a 
certain proportion of our workers in 
the production of such goods. If at 
any time many more workers are 
concentrated upon such production 
than are necessary for current require- 
ments, the output of such goods will 
be in excess of demand, inventories will 
be increased, and prices reduced. 

This condition has been prevented 
to a considerable extent by shorten- 
igg the hours of each such employee 
so that the total man hours expended 
would not be above requirements. 
This work sharing will prevent over- 
production, but it will not increase 
the aggregate buying power without 
increasing wage rates, which, if in- 
creased, will increase costs and raise 
prices correspondingly or more, and 
no real improvement will have been 
effected except in the distribution 
of available employment. Such work 
spreading will divert a certain amount 
of buying power from durable goods 
to consumption goods by#educing the 
earnings of workers more nearly to a 
subsistence level. 

The theory that workmen must be 
paid wages adequate to purchase the 
total product of all employment is es- 
sentially erroneous, as generally ex- 
pressed, in that it ignores the very 
large aggregates of buying power ex- 
isting outside of wages received, and 
the important items of production cost 
other than wages paid. 


Fruumrry or Consumption Goons 


One of the characteristics of con- 
sumption goods is our inability to 
produce them in excess of current re- 
quirements without causing a. reduc- 
tion in their sales price due to the 
increase in the available supply of such 
goods. This condition exists more or 
less regardless of location or owner- 
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ship of such articles. We have not 
yet learned how to hoard consumption 
goods in any great quantity without 
creating so much concern as to their 
disposition as to cause a more or less 
uncontrollable desire to dispose of 
them at any price. Many such com- 
modities, like sugar, wheat, and cotton, 
are extremely fluid, in that an excess 
supply existing anywhere in the world 
will flow to the point of greatest de- 
mand and quickly break the price lev- 
el; in fact, this fluidity is so great that 
each such commodity has a daily world 
wholesale price which moves up and 
down more or less in response to sta- 
tistical reports upon the actual and 
prospective supply. 

Consideration of the following fac- 
tors leads to the conclusion that any 
artificial stimulation in the output of 
consumption goods beyond the normal 
and limited requirements of the popu- 
lation cannot and will not bring about 
any substantial and sustained recov- 
ery In employment. 

1. At no time during the present 
depression has the production of con- 
sumption goods been greatly reduced 
below normal demand. 

2. Each producer of consumption 
goods produces more than his own re- 
quirements. 

8. As soon as such goods are pro- 
duced in excess of current demand, 
their price diminishes. 

4. The spreading of employment 
over all of the employable will not 
substantially increase the aggregate 
buying power for all goods, in that the 
buying power given to the unemployed 
by spreading work is taken from 
those previously employed. 

5. Increases in labor costs arising 
from increases in wage rates will raise 
the cost of production as rapidly as or 
more so than the increases In wage 
rates will raise the buying power of 
the workers. 
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Types of DURABLE Goops 


While about 60 per cent of those 
normally employed in production are 
thus engaged in producing goods of an 
ephemeral consumption character, the 
rest of them—about 40 per cent of the 
total but about 60 per cent of those 
employed in manufacturing and con- 
struction—are engaged in the creation 
and maintenance of the more or less 
permanent facilities for living and 
carrying on the work of the country. 
These products, which we have called 
durable goods, are of three inherently 
different types, each of which has its 
own characteristics and effect upon 
employment: 

1. Durable goods of a consumption 
character-——that is, used m the proc- 
esses of living, such as dwellings and 
all real estate improvements in con- 
nection therewith; the more perma- 
nent pieces of house furnishings, and 
automobiles, which, while not of such 
long life as most durable goods, other- 
wise possess their characteristics. The 
demand for such goods is limited only 
by capacity to pay. They are paid for 
largely by individual savings, includ- 
ing the incurment of debt to be liqui- 
dated by subsequent savings. 

2. Publicly owned property for pub- 
lic use—such as streets, parks, sewers, 
water systems, great public works of a 
national utility character, such as the 
Panama Canal and the Boulder Dam, 
and similar property for use directly 
by the Government, such as public 
buildings or Army and Navy facilities. 
These are paid for with the proceeds of 
taxation, or by the sale of securities to 
be serviced by subsequent taxation. 
Such securities when sold are bought 
largely with accumulated savings. 

3. Facilities of. a commercial or 
productive character—such as office 
buijdings, manufacturing facilities, and 
transportation and communication fa- 
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cilities. These are paid for by cor- 
porate savings, including surplus ac- 
cruals and depreciation reserves, and 
by the proceeds of the sale of securi- 
ties, which in turn are paid for largely 
by savings: Generally such facilities 
produce income sufficient to service 
and liquidate the investment in them. 


CHARACTERISTICS OF DURABLE Goops 


These goods possess certain char- 
acteristics and qualifications that are 
distinctly different from those of the 
ephemeral type of consumption goods, 
which we have previously discussed. 
The most notable characteristic is that 
they are not destroyed immediately by 
use, but only by wear, obsolescence, or 
accident. 

The relative permanence of durable 
goods makes them available as col- 
lateral for credit for their procurement 
and ownership, which is a quality lack- 
ing in consumption goods. A man 
may buy an automobile and pledge it 
as collateral for a portion of the pur- 
chase price, and continue to pay for 
the automobile over its useful life. 
The propriety of this procedure is rec- 
ognized to such an extent that a form 
of security peculiar to this particular 
transaction has been developed which 
has a very high credit rating. Let 
this man, however, buy ten gallons of 
gasoline and put it in his automobile 
and use it; the consumed gasoline is 
utterly destroyed and possesses no 
basis whatever for credit. Of course, 
it had a basis for credit until used, but 
the moment it was put to work its 
form was destroyed and it ceased to 
exist as gasoline. ‘This immediate de- 
struction of value by use is character- 
istic of all ephemeral ¢onsumption 
goods, while the retained ovalue after 
initial use is characteristic of all forms 
of durable goods, with the resulting 
basis available for credit during their 
useful life. : 
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A second characteristic of such 
goods, therefore, is that they are ac- 
quired with credit and paid for with 
savings. In fact, such goods consti- 
tute the principal medium through 
which the world’s savings are stored; 
that is, they are the great bulk of the 
world’s wealth. 

A third characteristic is the elas- 
ticity in the demand for such goods, 
which is of interest when compared 
with the inelasticity in the demand for 
ephemeral consumption goods. In 
the presence of great popular confi- 
dence in the economic future, and with 
an available supply of credit at reason- 
able cost, there is always a rapid ex- 
pansion in the demand for durable 
goods, not only for productive pur- 
poses but for the procurement of the 
comforts and luxuries of life. When 
men are confident as to their future 
ability to earn the service on the debt 
to be incurred, and when they are 
optimistic as to future opportunities 
for improvement in their personal for- 
tunes, they are ready and eager to in- 
cur debt for homes, autemobiles, and 
the unending list of goods of a more 
or less durable nature which add to 
the comfort and satisfaction of living. 
When in fear of the future, these same 
individuals will refrain from incurring 
new obligations of this character and 
will do without these greater comforts 
and satisfactions, adapting themselves 
to the lower standards of living which 
they believe to be essential to the safe- 
guarding of their future welfare. 


Dest AND CREDIT, PROSPERITY AND 
ÅDVERSITY 


The same principles apply equally 
to private enterprise in the develop- 
ment of facilities for production and 
commerce. In general, during the op- 
timistic period of an upward turn in 
the economic cycle, durable goods are 
produced more rapidly than savings 
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are accumulated, through the incur- 
ment of debt with a corresponding 
expansion of credit; while during the 
pessimistic down-turn in an economic 
cycle, durable goods are produced at 
a slower rate than savings are accumu- 
lated, resulting in the payment of debt 
and the contraction of credit. It is 
axiomatic that debt is incurred during 
good times and liquidated during hard 
times. This cycle of events applies 
almost exclusively to the production 
of durable goods and is not found to 
anything like the same degree in the 
field of ephemeral consumption goods. 
It is this characteristic that causes the 
great fluctuation in employment in the 
durable-goods field. 

One of the reforms that should be 
sought, when reform rather than re- 
covery should be the order of the day, 
is the stabilization of the volume of 
production of durable goods; that is, 
the creation of restraints on the over- 
expansion of credit and the incurment 
of excess debt during periods of rising 
prosperity, and the stimulation of the 
incurment of debt and the expansion 
of credit during periods of depression, 
thereby tending to reduce the height 
of the peak of production in these fields 
at the top of the economic cycle and 
the depth of the valley at the bottom. 
Iam of the opinion, however, that such 
a procedure must be started rather by 
restraint in the incurment of debt dur- 
ing a period of prosperity, so as to pass 
into the depression, if it comes, with- 
out such a load of debt as to make im- 
practicable the incurment of additional 
debt during the period of depression. 


Dericwncy In DuraBite Goons 


While consumption goods of an 
ephemeral character have been pro- 
duced and used during this depression 
in only slightly diminished quantity, 
the output of durable goods in many 
important lines has almost ceased. 
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Residential construction has been de- 
creasing since 1928, the 1932 volume 
having been but one tenth of that of 
1928, The 1933 volume was even less 
than that of 1932. In many commu- 
nities a residential shortage is threat- 
ened. The decline in commercial and 
industrial construction has been al- 
most as drastic, the 1932 volume being 
but one eighth of the 1928 volume, 
with little if any improvement in 1933. 

Railroad equipment has been. re- 
placed in recent years at a rate that 
will require such equipment to be used 
long beyond its economical and useful 
life. 

A vast quantity of obsolete equip- 
ment has accumulated in every field of 
manufacturing production. Business 
Week published in August 1932 an 
estimate of the accumulated deficiency 
in industrial equipment purchases (ex- 
cluding transportation equipment) to 
the end of 1932, of thirty billion dollars. 

Considering the time that man has 
lived upon the earth during which he 
has built structures, it is rather inter- 
esting to reflect upon the very small 
number of such structures now exist- 
ing and of present use. How few there 
are that are more than a hundred years 
of age; and, except for a limited num- 
ber of monumental structures, how 
few that are more than fifty years of 
age! In general, the world’s inventory 
of durable goods must be replaced 
about once every twenty years. Auto- 
mobiles, for instance, have a life of say 
seven years, and great public works 
such as the Panama Canal, if ade- 
quately maintained, may have a useful 
life of several hundred years or until 
the economic necessity for such facili- 
ties ceases 6r some great natural ca- 
lamity destroys them. 


Errects or MEcHANIZATION 


Many thoughtful people seem to 
think that the country is completely 
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built and that nothing further will ever 
have to be done to it in the way of 
physical facilities—that it is a finished 
job. As a matter of fact, so long as 
our physical sciences and mechanical 
arts continue to develop, so long as 
man has new ideas and new wants, so 
long will we have to continue to build 
and rebuild the durable equipment of 
the country. 

The more highly a country is mecha- 
nized, whether for production or for 
living, the greater the proportion of its 
income that must be spent on the pro- 
curement of such mechanical equip- 
ment in comparison with that spent 
for consumption goods and even for 
services. This is indicated by a study 
of the cost of modern medium-priced 
dwellings. The cost of construction 
of these dwellings as far as foundations 
and walls are concerned has not sub- 
stantially changed over a long period 
‘of time; but the cost of finishing these 
dwellings has gone up very greatly, be- 
cause it now includes central heating, 
electric lighting, modern plumbing, 
telephone connections, radio, electric 
refrigeration, electric laundering equip- 
ment, and electric or gas cooking ap- 
pliances, and in the future will include 
air conditioning. 

Few if any of these refinements 
existed forty years ago. They con- 
stitute an added cost to the durable 
goods required for living, and at the 
same time they replace much of the 
personal service formerly required. 
To a marked extent such mechaniza- 
tion has caused a divergence of Income 
from the current expenditures for liv- 
ing—that is, for such things as personal 
. service—to the payment for durable 
goods. This same trend is found in 
all fields of human activity‘and may be 
expected to continue indefinitely. 

I do not believe we are any nearer 
today to the ultimate goal of a om- 
pletely built country than we were 
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forty years ago, except as we so change 
our methods of conducting our affairs 
as to stop the accumulation of savings 
and their flow into investment. The 
volume of accumulated savings seek- 
ing investment has been and will con- 
tinue to be an important indicator by 
which the progress of the country in 
these fields is determined. 


Tue STRATEGIC POINT 


Contrary to conditions existing in 
consumption goods, in which there is 
o shortage but generally a surplus, 
there is a real and extensive shortage 
in almost all forms of durable goods. 
The deceptive aspect of the present 
situation, with much idle equipment. 
on hand, arises from failure to elimi- 
nate the obsolete and commercially 
nonproductive equipment, rather than 
from the existence of an excessive vol- 
ume of efficient facilities. 

Because of: (1) the inelastic de- 
mand for consumption goods which at 
present are being produced at nearly 
their normal volume; (2) the elastic 
demand for durable godéds which are 
now being produced at only a fraction 
of their normal volume, with corre- 
sponding unemployment in this field; 
and (3) the fact that the greater por- 
tion of unemployment in the provision 
of services is created by the reduced 
volume in the production of goods— 
durable goods constitute (again to 
quote Colonel Ayres) the key-log in 
the depression jam. 

Financed largely by the use of 
credit, employment in durable goods 
is a medium by which the buying 
power of the present may be stimu- 
lated by borrowing from the future in 
such a manner that the debt is serviced 
largely from the earning power of the 
facilities thus created. 

Added employees in this field do not 
have to buy their own products di- 
rectly with their own wages, but are 
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able to buy the products of those en- 
gaged within the consumption-goods 
industries and in the field of personal 
service. 


CAPITAL FOR Private ENTERPRISE 


The replacement of obsolete facili- 
ties and the opening up of new ven- 
tures will be undertaken by private 
enterprise, however, only in anticipa- 
tion of a profit. These conditions re- 
quire adequate long-term credit or 
permanent capital at reasonable cost, 
together with conditions favorable to 
forward planning and new enterprise. 

Capital invested in durable goods is 
constantly being depreciated, and fi- 
nally is completely dissipated. Such 
goods are not only wearing out but are 
also being destroyed by accident and 
rendered obsolete by technical de- 
velopments on every hand. Hence 
there is need for a continuing input of 
new capital to finance new facilities 
and replacement of old. In turn, a 
continuous process of saving is neces- 
sary to supply this capital. Maore- 
over, if the* Nation desires an ad- 
vancing standard of living, or if it 
merely wishes to increase its popula- 
tion without lowering its existing 
standard of living, it must do more 
than merely replace its capital equip- 
ment as it wears out or becomes ob- 
solete. An increasing amount of its 
money income must be used to finance 
the essential durable goods in order to 
provide the expansion in facilities nec- 
essary for a growing population or for 
an advancing standard of living, or for 
both. 

There can be no extensive activity 
in durable goods without an accom- 
panying activity in the creation and 
the distribution of new securities, 
Statistics published by the Commer- 
cial and Financial Chronicle indicate 
that during the ten months ended 
October 31, 1933, new domestic cor- 
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porate security issues, exclusive of re- 
fundings, amounted to only 138 mil- 
lion dollars as compared with 4,521 
million dollars average for the same 
ten months for the years 1926 through 
1930, or a reduction of 97 per cent. 
This practical cessation in the supply 
of capital to private enterprise is pe- 
culiar to America and does not exist 
in an acute condition abroad, as is indi- 
cated by corresponding figures for the 
United Kingdom, which issued during 
the same period in 1933 new domestic 
corporate securities, exclusive of re- 
fundings and issues for Dominion and 
foreign corporations, in the amount of 
78 million pounds sterling as compared 
with 137 million pounds sterling aver- 
age for the same ten months for the 
same prior years, or a reduction of only 
43 per cent. The present relative vol- 
ume of capital flow into private enter- 
prise thus disclosed, of only 3 per cent 
of normal volume in America as com- 
pared with 57 per cent in the United 
Kingdom, is an indication of the extent 
of the stagnation now existing in 
America in the flow of private capital 
into private enterprise. 


INVESTMENT ESSENTIALS 


Savings constitute the medium by 
which individuals provide during their 
working years for the certain needs of 
old age and dependency, by which cor- 
porations provide for the unknown and 
unforeseeable contingencies of the fu- 
ture, and by which the continuous 
losses of the accumulated capital of the 
world arereplaced. ‘These savings are 
accumulated through many channels, 
including life insurance, property in- 
surance, bank deposits, corporate sur- 
pluses and rtserves, and a great variety 
of individwal holdings in bonds and 
stocks. These investments are all en- 
tered into in anticipation of (1) safety 
as ġo principal and (2) a return upon 
the investment. 
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- This constant accumulation of capi- 

tal is not only of primary importance 
to the well-being of the individual, of 
industry, and of commerce, but also 
to many nonprofit undertakings of 
great importance, such as our institu- 
tions of learning, the hospitalization of 
our population, and the great founda- 
tions for research and investigation 
which have been established in recent 
years. 

The influence of these things upon 
our economic and social life are beyond 
all measure,. but are likely to be for- 
gotten in the contemplation of some 
of the present-day suggestions, one of 
the most striking of which is that there 
must be a larger diversion of the gross 
proceeds of industry to wages, and a 
reduced return upon investment. 
Such a plea might have more weight 
if we were discussing solely the matter 
of the rate of return, but the fact is 
that savings, in America and in every 
other civilized country, have not been 
permanent in the past, but have been 
subject to constant amortization by 
capital losses. Statistics on this sub- 
ject are very incomplete; but as nearly 
as can be determined, it appears that, 
without making any provision for capi- 
tal losses, the return on net worth in 
such of the American industries as 
have been available for study has aver- 
aged less than 6 per cent per annum 
including periods of normal prosperity. 
When capital losses are taken into ac- 
count, this return is considerably 
diminished. 

Professors Warren and Pearson, as 
well as Colonel Ayres, have pointed 
out that in the period from 1840 to 
date, real wage rates have increased 
almost identically with the physical 
output of the individual wosker. It is 
reasonably apparent that any effort to 
increase real wages above the proper 
point by a great and sudden divergion 
of the gross proceeds of industry from 
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return on capital to wages will result 
in such a diminution of savings, with 
the consequent reduction in the flow of 
new capital into enterprise, as seriously 


-to curtail enterprise and reduce em- 


ployment in the field of durable goods. 

Unless we are prepared to abandon 
capitalism and adopt a social order in 
which the facilities of production and 
distribution are owned or controlled 
and, incidentally, financed by the 
state, the accumulation of savings and 
their flow into investment in durable 
goods must becontinued. This can be 
accomplished, however, only in the ex- 
pectation of such security of principal 
and such rate of return as will encour- 
age men to take the hazard of invest- 
ment. 


OBSTACLES TO [INVESTMENT 


There exist at the present time a 
number of serious obstacles to the res- 
toration of these essential conditions, 
including the following: 

1. Lack of confidence in the mone- 
tary system, resulting in unwillingness 
to enter into long-time commitments. 

2. Lack of confidence as to the fu- 
ture opportunity to obtain a reason- 
able return upon investments, due 
partly to an expressed intent to divert 
a larger proportion of the gross pro- 
ceeds of industry from return upon 
investment to wages, and partly to the 
increasing costs of industrial produc- 
tion. The production cost of many 
types of durable goods is now ap- 
proaching the level of 1929. It is 
doubtful if buying of such articles in 
normal volume can be brought about 
at these levels until the entire price 
structure has caught up with prices 
for manufactured products. 

3. Difficulties in the creation and 
the distribution of new securities be- 
cause of certain drastic provisions of 
the Federal Securities Act. . 

4, Competition by Government in 
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the capital markets of the country for 
the financing of its own expanding 
debt. . 

5. Heavy and increasing taxation 
arising from the Government’s ex- 
traordinary efforts to afford relief and 
to bring about recovery. 

6. The generally accepted idea that 
the country is over-equipped with dur- 
able goods, with the resulting concen- 
tration, in the Government’s relief 
program, upon consumption goods and 
public works of a nonproductive 
character. 2 


SUGGESTED GOVERNMENT PoLicy 


The Government is now engaged, 
through public works’ and the fi- 
nancing of the purchase of certain 
types of equipment, in what has fre- 
quently been called a priming of the 
economic pump, in the hope that pri- 
vate enterprise will shortly take up 
and carry on the burden of restoring 
employment in the field of durable 
goods through the promotion of new 
undertakings and the rehabilitation of 
existing facilities. This renewed ac- 
tivity on the part of private enterprise 
is possible, however, only to the extent 
that it is furnished with an adequate 
supply of capital at reasonable cost, 
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which in turn is possible only when 
such capital is reasonably assured of 
safety from the extraordinary hazards 
now confronting it, and when savings 
are not being currently absorbed by 
an expanding Government debt. 

This priming operation will be effi- 
cacious only to the extent that the 
economic pump is actually in oper- 
ating condition; if it 1s out of order, 
no amount of priming will avail. Our 
first concern must be to put it in re- 
pair; that is, to restore those conditions 
which will cause the owners of capital 
again to risk it in private enterprise. 

A Government policy of encourage- 
ment to private enterprise; an assur- 
ance of opportunity to earn in the 
future a reasonable return upon in- 
vested capital; costs of production and 
related prices adjusted to restore a 
proper parity in prices between manu- 
factured products, raw materials, and 
agricultural products, thereby stimu- 
lating free exchange; and finally, rigid 
economy in Governmental expendi- 
tures so that a balanced budget may 
again be possible without excessive 
taxation—these are the essentials upon 
which permanent prosperity and a 
restoration of normal employment 
must be based. 


Mr. George H. Houston is president of The 


Baldwin Locomotive 


Works, Philadelphia. 


The National Recovery Act and Industrial 
Discipline 


By Witam E. SwEEtT 


HEN President Hoover was de- 

livering the final address of the 
campaign in Madison Square Garden 
last fall, he said: ““This is more than a 
contest between two parties. It is 
more than a contest between two men. 
It is a contest between differing the- 
ories of government.” I think that 
President Hoover rightly appraised 
the issues of the campaign, for as that 
campaign grew in intensity it was per- 
fectly apparent that if Franklin 
Delano Roosevelt should be elected 
President of the United States, there 
would bė put into action in Washing- 
ton a different theory of government 
from that which had obtained there- 
tofore, and that there would be in re- 
ality a new deal for the people. 


NECESSITY ror DISCIPLINE 


We can best obtain the ideas which 
animated President Roosevelt if we 
refer to his inaugural address. Its 
principles have been enacted into law 
by Congress—for the President, as we 
all know, is responsible for this legisla- 
tion. He said: 


If I read the temper of our people cor- 
rectly, we now realize as never before our 
interdependence on each other; that we 
cannot merely take, but we must give as 
well; that if we are to go forward, we must 
move as a trained and loyal army, willing 
to sacrifice for the good of the common 
discipline, [note the frequency with which 
the President uses the word “discipline” in 
this single paragraph] becausé without such 
a discipline, no progress can be made, no 
leadership become effective. We are, I 
know, ready and willing to submit our lives 
and our property to such discipline because 
it makes possible a leddership which aims 


at the common good. This I propose to 
offer. I assume unhesitatingly the leader- 
ship of this great army of our people, dedi- 
cated to a disciplined attack upon our com- 
mon problems. 


If we review the history of this coun- 
try for the past fifteen or twenty years, 
especially our industrial and economic 
history, I thmk we will be struck by 
the fact that we have abandoned all 
sense of discipline. Take industrial 
life, for instance. Child labor pre- 
vailed throughout most manufactur- 
ing districts. The sweatshop system 
prevailed widely in all industrial cen- 
ters. The wage question was very 
acute in the coal regions of Pennsyl- 
vania, Kentucky, Tennessee, and West 
Virginia. The wage that was given to 
the miners was a discredit to American 
industrial life. If you will read the 
history of the industrial revolution 
of England something over a hun- 
dred years ago, I think you will be 
struck with the similarity of condi- 
tions in America now and in England 
then. 

Take the banking business. I need 
only to refer to the revelations that 
have taken place concerning the con- 
dition of our great banking institu- 
tions m New York and in Detroit to 
show that many of our great metro- 
politan banks had no sense of the 
common good, and were conducted 
without any social responsibility for 
the funds that were in their charge. 

Take prohibition. The Eighteenth 
Amendment lent itself readily to the 
undisciplined life that had seized the 
country. At the beginning of the pro- 
hibitory law, I doubt not that many 
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men bought liquor from a bootlegger 
with some sense of conscience about it; 
but finally they patronized the boot- 
legger without any sense of guilt. 

It took nothing less than the pres- 
tige, the courage, the leadership, and 
the intelligence of the President of the 
United States to bring this people 
back to a sense of the common good 
and our mutual responsibility. 


SELF-DISCIPLINE IN THE CODES 


Let us think about the codes for a 
few moments with this in mind. The 
codes provide that men engaged in thé 
same industry shall meet at some con- 
venient point and discuss the problems 
of their industry. In certain lines of 
industry men have been brought to- 
gether to talk in friendly fashion about 
the common problems of the industry. 
When these codes are ready for adop- 
tion, the men revert to Washington 
and discuss the codes in final form 
with the Administrator. 

I am particularly interested in a 
provision of the codes that appears in 
nearly every one. I will read two sen- 
tences from the code of fair competi- 
tion for the Knitting Machine Indus- 
try, Article IX, Trade Practice: “2, 
Commercial bribery is absolutely pro- 
hibited. 4. Secret rebates are abso- 
lutely prohibited.” There has never 
been an indictment brought against 
American business that is half as se- 
vere as the indictment which business 
has brought against itself in the admis- 
sions in these codes. 

What we desire most is a form of 
discipline which is self-imposed. Only 
in a single instance has the President 
threatened to impose a code. He has 
the power to impose a code upon any 
industry if agreements cannot be had, 
but the only one which he has threat- 
ened with an imposed code is the coal 
industry. We can readily understand 
the problems which that industry had 
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to meet: two or three different kinds of 
unions, a great number of coal enter- 
prises in twenty-two States in the 
union, with different conditions as to 
the quality of the coal and as to trans- 
portation facilities. It is perfectly ap- 
parent that the problems of the coal 
industry seemed to be almost insur- 
mountable; but finally they did adopt 
a code. 

J want to speak briefly of three 
codes, the methods and the particulars 
of which have come under my direct 
observation. Mr. Schlink told us this 
afternoon that those who are respon- 
sible for the codes represent big busi- 
ness, that they came to Washington 
with their attorneys and their special 
pleadérs, and that for the most part 
those who had charge of the making of 
codes were swayed by the influential 
and powerful business and labor inter- 
ests. 


Cope Errectrs tv LOUISIANA AND 
DETROIT 


Come with me to Louisiana. Louis- 
iana is the source of more furs than all 
the other States in the Union put to- 
gether with British Columbia and 
Alaska thrown in. There are three 
million acres down there that are de- 
voted to the business of fur trapping. 
Many years ago the Acadians went 
there from Nova Scotia. Their busi- 
ness grew and prospered. Pretty 
soon this land changed hands and came 
into the possession of about fifty indi- 
viduals and corporations. Then the 
owners began to lease the land and the 
lessees subleased it to the trappers. 
What were the provisions of the leases? 
First, that there should be a grading of 
the hides aecording to the standards 
imposed by the owners of the land. 
Then 60 per cent of the sales price of 
the pelt should go to the trapper and 
40 per cent to the landowner. Finally, 
the license provided that there should 
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be no competition in the purchase of 
the furs, the landowner being the only 
person allowed to buy. ` 

These trappers appealed to the Leg- 
islature of Louisiana for redress, but 
they found that the owners of the land 
had blocked the way. No possible 
remedial legislation could be had. At 
the height of the season, twenty thou- 
sand men and their dependents were 
engaged in this fur mdustry. They 
were nothing more nor less than indus- 
trial slaves to the owners of the land. 
They heard about the codes, and a 
delegation of three trappers and four 
others came to Washington seeking 
redress. After the Administrator had 
gone over the question he decided that 
it was a fit subject for a code, so he 
communicated with the landowners in 
Louisiana. They wanted no code. 
The antagonism which had grown up 
between the trappers and the owners 
of the land was severe. Asa matter of 
fact, blood had been shed between the 
parties. 

The owners refused to come to 
Washington. Finally the Adminis- 
trator decided to send down some 
letters that persuaded the owners that 
they had better come, and they came. 
After about a week’s taking of testi- 
mony involving some eight hundred 
pages, they worked out a code satis- 
factory to both parties. One of the 
trappers said to me in the office of the 
Administrator, “Today is our emanci- 
pation day.” 

Do the code authorities take cogni- 
zance of the under dog in these mat- 
ters? We might think not if we 
listened to everything that Mr. Schlink 
had to say this afternoon. 

I went to Detroit last Summer and 
went through the Dodge Manufactur- 
ing Company’s plant with Mr. Lee, the 
operating vice-president. The com- 
pany has forty-three thousand yem- 
ployees. We came to the place where 
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the girls were painting the fenders and 
the spokes of the wheels, marking 
them with yellow paint. The atmos- 
phere was hot and heavy with the 
smell of paint. I said to Mr. Lee, 
“How many hours are these girls 
working?” He said, “Thirty-five 
hours.” “How long were they work- 
ing before the code went into effect?” 
“Forty-eight hours.” Then said Mr. 
Lee, with a smile and no spirit of-re- 
sentment, “General Hugh Johnson 
blows the whistle in the Dodge fac- 
tory.” A fine tribute to Mr. Lee’s 
attitude with reference to the code. 


Tse Om Cover 


Now let us go to Chicago, where the 
American Petroleum Institute was in 
session last summer. Mr. Ickes, 
under whose authority the code is 
being administered, spoke to twelve 
hundred delegates. He told them 
that there would be a change in the 
code in December, and that it would 
be administered without fear and with- 
out favor. And the delegates burst 
into applause at this statement. Then 
Mr. Wirt Franklin, Chairman of the 
Economic Planning Committee of the 
industry, explained what happened 
when the code went into effect. There 
were millions of barrels of oil stored in 
the steel tanks on the farms of the oil 
companies. It was desirable to put 
250,000 new men to work. The code 
authority declared that not a barrel of 
this oil should be sold to the trade 
without the consent of the code au- 
thority. This oil had been bought at 
sheriff’s sale prices, and it would have 
been impossible to produce any new 
oil if the old oil had come into com- 
petition with the new product. Then 
said Mr. Franklin, “We are but a part 
of the great business interests of Amer- 
ica, a large part, but let us remem- 
ber that we cannot prosper at the ex- 
pense of any other part of the Nation’s 
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business.” And again the delegates 
cheered this sentiment. 

The oil code is not perfect; there is 
much that will have to be changed. 
Some of the small, independent owners 
are not satisfied. But the time has 
come in the interest of the common 
good when no man can do with his 
own what he wants to do unless it is 
for the benefit of the people of the 
United States. That is an effect of the 
code. 


MercHANIZATION OF INDUSTRY 


I want now to discuss this question 


from an entirely different angle. I re- 
fer to the mechanization of industry. 
I bring you the testimony of a man 
than whom there is no greater author- 
ity on this subject in the United 
States. We have read books and mag- 
azine articles by classroom economists, 
perhaps by Stuart Chase and others 
on this subject, but I bring you the 
testimony of a man fresh from the 
laboratory of business. In an address 
delivered in Philadelphia on the twen- 
ty-fifth of lase September and reported 
in the Philadelphia Ledger on the 
twenty-sixth, Mr. L. A. Hawkins, 
executive engineer of the Research 
Laboratory of the General Electric 
Company, said: 


Labor has been taken away, from human 
beings and given to machines to do. That 
change is an important new factor in the 
depression of the last four years. But we 
are not going back to muscles instead of 
machines. The human race never has 
known happier times than in Athens of old, 
when slaves did all the work. Now, we of 
today must learn how to use our slaves, the 
machines. 


Mr. Hawkins praised President 
Roosevelt for trying to apply in eco- 
nomics the method which had brought 
the great achievements of modern 
science—experiment. Then he said 
further: 
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Three quarters of a century ago, 80 per 
cent of all labor was required to produce 
the necessities of life. Now, 33 per cent of 
labor is sufficient to produce all the necessi- 
ties. So it came about that now a great 
share of labor is devoted to nonessential 
industries. Hence, the position of a 
greater fraction of labor now is more pre- 
carious. In the old days, labor cost was 
the large item in production, and expense 
could be reduced by reducing production; 
but today the large item is interest on in- 
vestment. That item cannot be reduced 
by decreasing production. So now, capital, 
just the same as labor, is in a more precari- 
ous position as a result of development of 
automatic machinery. But we are not 
going to reverse the industrial process, we 
are not going back to hewing our own wood. 
We electrical engineers have been a chief 
factor in taking over work from human 
beings. The electron tubes are going to 
take over still more work. Where simple 
visual or auditory stimuli are imvolved, 
tasks are better done by electron tubes than 
by human beings. They have speed and 
sensitivity that human operators cannot 
approach. We must learn to use our 
slaves, the machines. We must iron out 
the hills and valleys of prosperity and de- 
pression. And economies, still m great 
confusion, must acquire the greater cer- 
tainty of science. Our trouble has been 
that economics has not yet learned to use 
the experimental method. [And yet on 
every hand, or on many hands, we find the 
President criticized for experimentation.] 
But at last we are making a beginning in . 
experiment in political economy. The 
word “experiment” is the keynote of the 
Roosevelt administration. 


Disrrrution or Prorrrs 


This is from a very great authority. 
You will agree, and all economists 
agree, that some way must be found in 
this highly mechanized age by which 
the worker can have the money where- 
with to buy back the things he makes. 
From January until July 1983, the pro- 
duction of goods was three times 
greater than the number of people 
employed, and: the pay rolls during 
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this period were twice greater than the 
number of workers. It is an absolute 
certainty that no satisfactory plan can 
be worked out in our economic life in 
this highly mechanized age until we 
begin to distribute the profits of the 
machine upon a more equitable basis. 

The problem before America is this: 
How can we bring about this reform, 
this control of the profits of industry, 
without changing our form of govern- 
ment? When Fascism came to Italy, 
Mussolini became dictator and democ- 
racy went out of the window. Hitler 
became the dictator of Germany. Un- 
willing to be longer oppressed by the 
Czar, a revolution occurred in Russia, 
and the communistic soviet republic 
was established. Can we, by demo- 
cratic processes, within the framework 
of the capitalistic system, under a 
liberally interpreted Constitution, 
control the national income without 
changing our form of government? I 
believe we can. 

How is our system worked now? I 
am the owner, we will say, of ten shares 
of stock in a corporation. The busi- 
ness is prosperous. It makes 10 per 
cent. Five per cent goes to dividends, 
and 5 per cent to surplus. Labor is 
well cared for, a good wage Is paid. 
Then the business is more highly 
mechanized and a better type of lead- 
ership is developed. The employees 
become more loyal. The company 
makes 20 percent. I get 7 per cent on 
my stock, and 13 per cent goes to sur- 
plus. The business continues to pros- 
per, and finally there is a surplus equal 
to the capital stock, or twice or three 
times the capital stock. Then a stock 
dividend is paid to capital—100 per 
cent, 200 per cent, or 300 per cent— 
until we have erected a capital struc- 
ture that cannot possibly be main- 
tained. 

I think it is better for the industrial 
life of this community that thirty men 
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should each receive $3,000 a year than 
that one man should receive $90,000 a 
year. The distribution of that sum 
among thirty people will produce a 
better economic life. I am not now 
speaking about the downtrodden, ex- 
plotted workman—not at all. Iam 
trying to give you cold, hard, economic 
facts. This country is facing an in- 
dustrial and economic revolution 
which will compel us, whether we 
would or no, to distribute a larger 
share of the profits from business to 
the worker. There is no other way by 
which the great surplus of consumers’ 
goods can be consumed. 

Think of what is happening in in- 
ternational commerce. Tariffs are 
continually being built up against 
America. We have believed, and still 
believe, that a certain surplus of our 
goods must be and should be sold 
abroad; but I am convinced that we 
must think more in the terms of our 
home consumer, because the foreign’ 
governments will not permit us to 
export to them. 


è 
A BALANcED ECONOMIC SYSTEM 


What we must do is to balance sup- 
ply and demand. We are balancing 
everything in our lives but the eco- 
nomic system. We want the govern- 
ment to be balanced in Washington, 
we demand that the government shall 
be balanced at Harrisburg. As busi- 
ness men we demand that our own 
business shall show a balance. We 
must come to the time when the 
citizens of this great country of ours 
will think in the terms of a balanced 
economic life. i 

A year ago the Supreme Court de- 
cided a case known as the Oklahoma 
Ice Case. In Oklahoma, if you are in 
the business of ginning cotton, your 
business is vested with a public inter- 
est, and the charges that you make 
come under the supervision of a con- 
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trol board. The citizens and the Leg- 
islature of that State believed that the 
manufacturing and selling of ice was 
vested with a public interest, and they 
passed a law to that effect. The ice 
companies did not agree, and they 
carried the case to the Supreme Court 
of the United States, where the law 
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was declared unconstitutional by a 
majority of one. Justice Brandeis 
wrote the dissenting opinion. He 
closed his remarkable opinion with 
these words, with which I will close: 
“If we would lead by the light of 
reason, we must let our minds be 


bold.” 


Honorable William E. Sweet is educational direc- 
tor of the National Recovery Admanistration. He 
was governor of Colorado in 1923-24. 
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Report of the Board of Directors of the American Academy 
of Political and Social Science for the Year 
Ending December 31, 1933 


HE year 1933 has been one of 

imany problems both at home and 
abroad. Important public issues have 
called for attention, a fact which has 
` added to the opportunities for service 
by the Academy. The value of this 
service has been evidenced by the large 
amount of attention given to the work 
of the Academy, both in its meetings 
and through the various issues of THE 
ANNALS. Attendance at the meetings 
has been excellent in spite of the de- 
pression and membership in the Acad- 
emy has been well maintained. 


REVIEW or THE ACADEMY’S ACTIVITIES 


During the year 1933 the first meet- 
ing held was the Annual Meeting on 
April 7 and 8. The subject for the 
conference was “American Policy in 
the Pacific,” and the attendance was 
one of the best in the long history of 
annual meetings. It followed a session 
on the evening of November 28, 1932, 
on “Manchuria and the Lytton Re- 
port,” which was also very largely at- 
tended, indicating that we had been 
fortunate in our estimate of the inter- 
est of the public in, and its need for 
information and education on, condi- 
tions in the Far East. The proceed- 
ings of the Annual Meeting, which was 
the thirty-seventh, appeared as the 
July 1933 issue of THE ANNALS. 

On the evening of November 22, 
1933, a session was held on “The Mone- 
tary Policy of the:-United States.” 
Addresses were made *by Professor 
Irving Fisher of Yale University, Sena- 
tor Elmer Thomas of Oklahoma, Dr. 
Frank Cyril James of the University of 
Pennsylvania, and Mr. James P, War- 
burg of the Bank of Manhattan, New 


York. This, too, was one of our most 
successful meetings and attracted wide 
attention both in the United States 
and abroad. The addresses are in- 
cluded as a part of the January 1934 
issue of THE ANNALS. 

Another meeting was held on Janu- 
ary 5 and 6, 1934, and should be men- 
tioned here, although it does not come 
strictly within the period covered by 
this report. As early as the spring of 
1933 it was evident that the Academy 
could perform a service by arranging a 
discussion of the recovery movement, 
and a two-day conference was planned 
and held on “Progress Toward Na- 
tional Recovery.” The interest was 
very great and the attendance excel- 
lent. Also,it is appropriate to observe 
that on February 7, 1934, a joint meet- 
ing will be held with the College of 
Physicians of Philadelphia on the sub- 
ject, “The Medical Profession and the 
Public.” | 


FELLOWSHIPS 


In the fall of 1932 there were 
awarded two fellowships. One, the 
James-Rowe Fellowship of two thou- 
sand dollars, was awarded to Professor 
Frederick L. Schumann of the Univer- 
sity of Chicago for a study of “German 
Foreign Policy Since 1918.” Profes- 
sor Schumann spent a number of 
months in Germany in research work 
for his report, which will be presented 
in the very near future. The other 
award, known as the Simon N. Patten 
Fellowship, with a stipend of one thou- 
sand dollars, was made to Professor 
Abram L. Harris of Howard Univer- 
sity for a study entitled “The Relation 
of Negro Finance Institutions to Busi- 
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ness Enterprise.” This report, too, 
will be received by the Academy in the 
near future. . 


PUBLICATIONS 


During the year 1933 the following 
regular issues of TuE ANNALS have ap- 
peared: 

January—Essentials for Prosperity 

March—The International Labor Or- 

ganization 

May—The Administration of Justice 

July—American Policy in the Pacific 

September—The Crisis of Democracy 

November—Social Insurance ° 


The first volume of a new mono- 
graph series authorized by the Board 
of Directors of the Academy also ap- 
peared. This volume is entitled “ Pri- 
vate Police” and was prepared by Dr. 
Jeremiah P. Shalloo as a Fellow of the 
Academy. H is expected by the Board 
of Directors that other volumes will 
appear from time to time in this series, 

The cordial appreciation of the 
Academy is due to the Editor of Tae 
Annas, Dr. Thorsten Sellin, and to 
the Associate Editor, Dr. Donald 
Young, who are doing so much to 
maintain the high standard of the 
Academy publications. 


MEMBERSHIP 


Under the efficient direction of Miss 
Anne Elderton, the Business Manager, 
the membership work of the Academy 
has been continued with gratifying re- 
sults. Although business conditions 
are such as to raise unusual difficulties 
in connection with all organization ac- 
tivities, 887 new members have been 
enrolled in the Academy during the 
year 1933. There have, of course, been 
a number of losses by death and by 
resignation, and some subscribers, no- 
tably public libraries whose funds have 
been curtailed, have been compelled to 
withdraw. After allowance for these 
changes, the membership of the Acad- 
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emy on December 31, 1933, was 8,115, 
of whom 1,808 were subscribers. 


FINANCES 


The financial condition of the Acad- 
emy is very satisfactory. The Treas- 
urer’s Report for the year 1933 sets 
forth in detail the receipts and expend- 
itures. The accounts have been 
audited by Edward P. Moxey and 
Company, and a copy of their state- 
ment is presented with the report. 
Expenditures have been well within 
receipts, there being a slight increase in 
cash balance through the year. 

In addition to the ordinary sources 
of income, friends of the Academy dur- 
ing the year contributed a total of 
$1,365 to the Annual Meeting Fund. 
The gratitude of the Academy is espe- 
cially great for these donations, com- 
ing as they have during a year when 
demands upon all of our friends have 
been particularly heavy. 


CoNCLUSION 


Finally, reference should be made to 
the never-failing loyalty of the mem- 
bers of the Academy organization, 
who have been ready at all times to co- 
operate in the requests made of them. 
It is appropriate that their spirit to- 
ward the work should be recognized 
and that the members of the Academy 
should realize how fully we are de- 
pendent on their continuing assistance." 


Philadelphia, January 15, 1934 


Board of Directors 
CARL KELSEY 
J. P. LICHTENBERGER 
Orro T. MALLERY 
Grorse W. Norris 
Ernest Minor PATTERSON 
CHARLES J. RHOADS 
L. S. Rowe 
Curınrton Rocers WOODRUFF 
James T. YounG 


t 
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EDWARD P. MOXEY & CO. 


Certified Public Accountants 
Morris Building 
1421 Chestnut Street 
Philadelphia 
January 6th, 1934. 
CHARLES J. Ruoaps, Esg., Treasurer, 

American Academy of Political and So- 

cial Science, Philadelphia, Penna. 
Dear Sir: 

We herewith report that we have audited 
the books and accounts of the American 
Academy of Political and Social Science 
for its fiscal year ended December 31, 
1933. 


We have prepared and submit herewith 
Statement of Receipts and Disbursements 
during the above indicated period, together 
with Statement of Assets as at December 
31, 1933. 

The Receipts from all sources were veri- 
fied by a comparison of the entries for same 
appearing in the Treasurer’s Cash Book 
with the record of Bank Deposits and were 
found to be in accord therewith. 

The Disbursements, as shown by the 
Cash Book, were supported by the proper 
vouchers in the form of cancelled paid 
checks or receipts for moneys expended. 
These were examined by us and confirmed 
the correctness of the payments made. 

The Investment Securities listed in the 
Statement of Assets were examined by us 
and were found to be correct and in ac- 
cord with the books. By reference to the 
list of Securities Owned, it will be observed 
that the First Mortgage 6% Bonds of the 
Minnesota & Ontario Paper Company are 
in default on the April Ist, 1931 and subse- 
quent coupons, and the Paramount Broad- 
way Corporation, First Sinking Fund 6’s 
July 1, 1983, and subsequent coupons. 
These Companies, we understand, are in 
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the hands of Receivers and no plan of re- 
organization has as yet been completed. 

We have also prepared and submit here- 
with Statement showing the financial con- 
dition of the S. N., Patten Memorial Fund 
as of December 31, 1933, as well as the In- 
come derived from these fund investments. 
All of the securities owned by the S. N. Pat- 
ten Memorial Fund were sold during the 
year with a loss of $5,029.00. 

The following is a summary of the com- 
position and disposition of the cash on hand 
by the Academy as of December 31, 1933: 


General Account...........00.005 $ 7,663.53 
Simon N. Patten Memorial Fund— 
Principal Account.........0000 4,971.00 
Simon N. Patten Memorial Fund— 
Income Account ..........c000- 2,299.17 
Edmund J. James Memorial Fund— 
Principal Account............4. 527.10 
Edmund J. James Memorial Fund— 
Income Account ......ssesssss ue 1,321.95 
$16,782.75 


Represented by: 


Petty Cash Fund at Academy Office $ 400.00 
Deposit Account—Girard Trust 
Company orere ed rara RENERE TG 9,882.75 
Saving Fund Account---Philadelphia 
Saving Fund Society............ 2,500.00 
Saving Fund Account—~-Westerg Sav- 
ing Fund Society............06- 2,500.00 
Saving Fund Account-——Girard Trust 
Company” nssae hve cent cask 1,500.00 
$16,782.75 


As the result of our audit and examina- 
tion, made in the manner above indicated, 
we certify that, in our opinion, the accom- 
panying statements set forth the financial 
condition of the Academy as of December 
31st, 1938, and the results of its operating 
activities for the period under review. 

Yours respectfully, 
(Signed) Epwarp P. Moxey & Co. 


AMERICAN ACADEMY OF POLITICAL AND SOCIAL SCIENCE 
STATEMENT or RECEIPTS AND DISBURSEMENTS For Fiscaz, Year Exnen DECEMBER 81, 1933 


Cash on Hand, January 1, 1938.@............. 


ELTART LT AA a ee ‘$ 9,586.35 


Receipts 


Members’ Dues 


Life Membership Dues ...........20005 eee 


Special Donations 


eee ee Oe SE SE E E o r e E E o E E E E E E E E E zea hee E E arene er aeaeaeeev easter ane # 
astr woe eee en av ee aʻnoo‘oag yy 


eevus. see ea ew ees eo eee een ese vee ee em eevneeeeeneveo eevee ean e 


$24,416.57 
100.00 
1,390.00 
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Subscriptions: : 

Individual .......ce0008: ee ree EEEE E $ 65.39 

MADTAMCS ~ o.5.o-s2 ene Soho eee E eae eee emcees ets TEREF 2,180.35 

AEE aiant karaa EAAS AINE S ORTS 6,282.80 $ 8,528.54 
SET NEEE EEE E E E EAT E E a T TE 3,578.00 
Interest on Investments and Bank Deposits ......sessssersersrsrseees 8,816.79 
Proceeds from Sale of Securities ..........esessesessessessrseessssns 17,121.77 
Advertising: A E Ea E 932.70 

Disbursements 

Oihee: Eapen acciri sorire OKEANE NNER ETENE $ 5,558.06 
Philadelphia Meetings ......sensnsessosnnesrasrsssesesessvsnessses 4,039.13 
Pablitity: EIpense ons 2 cccxs ReaD raa EE E A 5,353.54 
Publication of THE ANNALS o44.6i5 6 02.040 v ices cre biaeecceeeyaces's 18,251.30 
Membership Records + 6a sai cc$ a nain enw at vs evaslee bine radeon ease 5,148.78 
Sale of Annals ..... cc. eee cee eees ree ao Se een ET T ee Tales 964.52 
Securities Purchased ............004: Ter Cr eer ee rer cr 22,656.92 
Interest on Securities Purchased ........... ccc ece cc ceccecceccerceece 441 49 
Discount, Collection and Exchange ..........cceccceec eee eeeeceeeees 189.03 
Honorarium-—-Thorsten Sellin ............ ere ore er ree 1,200.00 
Fellowship—Frederick L. Schumann .......... 002 ccce cece een eee ceees 2,000.00 
Fellowship—Abram L. Harris ..............cseeececececesneeeeecees 1,000.00 
Federal Tar on Checks 2-2 arp vscndick sdataswaseea ened ee taeeaee wees 9.42 

Cash Balance, December 31, 1983 ....... ccs cece ceca ccccncuvccecce 


Petty Cash Emdeni e wl enw nae vay awk ore ne BS awe ees ak Owe $ 400.00 
Cash on Deposit in Banks ....... 0... ceca ccc ce cece cececeetencencs 7,263.53 
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$64,884.37 


$74,470.72 


66,807.19 


$ 7,663.53 


$ 7,663.53 


Book Department 


Hankin, Francis, and T. W. L. MacDrr- 
mot. Recovery by Control. Pp. ix, 360. 
Toronto: J. M. Dent & Sons, Ltd., 1933. 
$2.00. 


This work represents the combined efforts 
of a man of affairs and a professor of his- 
tory to blaze the trail toward a planned 
economy in Canada on the basis of an 
analysis of the existing forces of govern- 
ment and business. In the eyes of the au- 
thors the general objectives of organized 
society are “an equitable distribution of 
privilege and efficient economic structure 
and the maintenance of ever higher stand- 
ards of social welfare” (p. 17). The prob- 
lem of realizing these objectives is largely 
the problem of method, with special em- 
phasis upon the function of government in 
its relation to such “self-regarding” organ- 
izations, as the Chamber of Commerce or 
associations of farmers and laboring groups. 
Government is looked upon as a controlling 
and supervising factor whose chief business 
it is to hold the individualistic strivings of 
special interest groups ìn line for the pur- 
pose of developing a codperative society. 

The writers turn their backs on the the- 
ories and the practices of those various 
groups which seek to solve social and eco- 
nomic problems through an appeal to au- 
thority. Authoritarian groups include the 
conservatives, who would maintain the 
status quo through powers of state, the 
Fascists, and the Communists. They main- 
tain that Canada is already one of the most 
socialistic countries in the world, yielding 
the palm only to Russia and Australia, 
without, however, consciously accepting the 
theory of state socialism that aims at a co- 
operative commonwealth. As contrasted 
with authoritarians, they plead the cause of 
“socialarians.” Under the benevolent con- 
trol, not the compulsion, ofegovernment, 
they envisage the possibility of bringing 
about a fair distribution of wealth, equity, 
and social well-being, while at the same time 
conserving individual liberty. 

The bulk of the work is devoted tê an 
analysis under two main divisions. One has 


to do with the economic activities carried 
on or definitely regulated by the divisions 
of government, such as the public utili- 
ties, and the second with various economic 
groupings, including those engaged in agri- 
culture, commerce, manufacturing, finance, 
trade unions, and the professions. Chap- 
ters 2 to 6 inclusive deal with the public 
utilities, including liquor control. Chapters 
7 to 12 inclusive deal with the business and 
professional groups. The bulk of the work 
consists, therefore, of a description, prefaced 
by a brief historical review, of the above 
activities and functions. 

This rather condensed survey appears to 
be a satisfactory summary of the major 
features of Canadian economic life, with 
special reference to the rôle played by gov- 
ernment, and its relations to the self-serving 
associations of farmers, laborers, and busi- 
ness men of various types. 

The concluding chapters, devoted to criti- 
cisms from the socialarians’ point of view 
and the condensed description of the vari- 
ous experiments, particularly in England 
and Russia, to solve presené-day national 
economic problems, are brief and sketchy. 
After the analysis of what is, one would ex- 
pect that the authors would outline in some 
detail the methods whereby a national pol- 
icy for economic and social planning might 
be realized. The title of the work: itself, as 
well as the introductory chapter, gives the 
reader reason to look for something more 
than generalizations of a somewhat philo- 
sophical character. The value of the work, 
therefore, consists in the description of the 
organized efforts being made by govern- 
ment and the most important associations 
of economic groups. This is presented in 
a readable, comprehensive, and a compact 
manner. It is sufficiently well documented 
to be of service to those who may wish to 
probe further into the subjects covered. 

W. E. Mosuer 

Syracuse University 


Beard, Cuarues A., and Groras H. E. 
Smirn. The Future Comes: A Study of 
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the New Deal. Pp.178. New York: The 
Macmillan Company, 1983. $1.75. 


Far the larger part of this book is taken 
up with the recital of statutory provisions. 
The exposition is straightforward, clear, and 
accurate, but, from the nature of the task, 
is rarely inspired. ‘The general tone is op- 
timistic and credulous. It is a question 
whether this portion had not been better 
thrown into the form of a mere outline, to 
the saving of time and trouble of both au- 
thors and readers. 

The last chapters are devoted to an ap- 
praisal of the Roosevelt Recovery Program, 
but even these are rarely nicely critical. If 
the material embodied in the volume, which 
was prepared as an extended memorandum 
toward the preparation of a much more am- 
bitious work, was to be given separate pub- 
lication, it should have been supplemented 
by a wider view, deeper study, and richer 
comment, One would have expected some- 
thing better from an accomplished historian 
and a competent research associate than is 
here presented. There were adequate sum- 
maries already available when this one was 
offered. Still, the book contains some pas- 
sages penned with spirit and insight. 

The authors do not appear to recognize 
that the “Roosevelt Revolution,” bold or 
timid, promising of success or failure, is not 
so much the result of volition as of com- 
pulsion. The enforced admissions of the 
“New Deal” are inevitable historical con- 
sequences, and are more portentous of 
future development than are the deliberate 
contrivances under it. Chief of these ad- 
missions are: (1) that reliance upon pri- 
vate initiative to extricate the country from 
the depression must be notably secondary 
to collective scheming and public subsidy; 
(2) that originators and administrators of 
plans must not be expected to be infallible, 
but must be permitted the freest experi- 
mentation. Both of these involuntary ad- 
missions clear away objections regularly 
offered in the past to radical collectivist 
proposals, 

The choice before the country on March 
6, when every bank was closed and when 
there were perhaps sixteen million unem- 
ployed, was reform or revolution. It was 
inevitable that, while there was yet time, 
the decision should be for reform. But it 
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remains in profound doubt whether the un- 
derlying theory espoused will not prove in- 
adequate to the necessities of the case. It 
is essential and ever easier to perceive that 
the recovery program intends not to abol- 
ish but to bolster the profit system. This 
is the design of price elevation, toward 
which objective most of the policies look— 
crop limitation, hours reduction, increase of 
consumer purchasing power, dollar devalu- 
ation. The resolve to attempt to rebuild 
our broken economy on the profit motive 
is the canker at the heart. Noble words 
and a winning personality at Washington 
have seduced these authors from recogniz- 
ing this fatal defect. 

Throughout the book, and throughout 
the “New Deal” deliverances, goes the am- 
bition of salvage. A clearer view of req- 
uisite economic method lifts one to the 
prospect of what we might achieve in an 
improving standard of life, blessed as we 
are with such physical resources and such 
mechanical ingenuities. Why content our- 
selves with minima when there are maxima 
which beckon? What we want is not mere 
restoration, but enlargement. Production 
for use, not for profit, would, in the convic- 
tion of an increasing number, put us on a 
new plane of living and do away with the 
vexations which beset the present self-frus- 
trating effort. Have we not been deluded 
by the “New Freedom” of Wilson and by 
the “New Economic Era” of the postwar 
optimists, that national disappointment 
must now be tendered a “New Deal” which 
is specious in its premises? 

Broabus Mrrcseny 

Johns Hopkins University 


Ayres, Leonard P. The Economics of Re- 
covery. Pp. vi, 189. New York: The 
Macmillan Company, 1938. $1.75. 


This work attempts to describe the forces 
which hasten or delay recovery. It dis- 
cusses in considerable detail problems of 
banking, government aid, agricultural re- 
lief, inflationand foreign trade. The analy- 
sis is for the most part sound, although 
the reader will not necessarily find him- 
self in agreement with all the conclusions 
drawn. 

The present difficulties of industry, ac- 
cording to Ayres, constitute a secondary 
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postwar depression, resulting not from the 
war itself but from the extreme price 
changes which the war effected. The ad- 
vent of this depression was therefore in- 
evitable as soon as the war itself occurred. 
Most of the corrective measures adopted 
thus far are classified as attempts to pre- 
vent future depressions rather .than to 
formulate remedies for this one. Such 
schemes, the author believes, should be in- 
stigated not at times like this but during 
periods of prosperity. The most serious 
present problem is that of restoring the pro- 
duction of durable goods. Statistics are 
quoted to show that only one in twelve of 
the unemployed were previously engaged in 
the production of consumptive goods, the 
others having been engaged in the produc- 
tion of durable goods. Hence attempts to 
achieve an adjustment between the produc- 
tion and the distribution of consumptive 
goods cannot bring recovery. 

The production of durable goods depends 
primarily upon a supply of cheap long-time 
capital, the source of which has been cut 
off by the new banking legislation, the new 
Securities Act, and the absorption of exist- 
ing bank funds in Federal bond issues. 
Talk of inflation has further diminished the 
desire of investors to place their savings in 
corporate bonds. Hence, by rendering the 
production of durable goods unprofitable, 
these measures delayed rather than pro- 
moted recovery. 

Even an orthodox recovery, i.e., one un- 
burdened by Government attempts to stim- 
ulate business, would be slow and difficult, 
since the Nation has no great, expanding 
industry to create a demand for durable 
goods, and since the population is not in- 
creasing rapidly enough to require expan- 
sion of industries. In the author’s opinion, 
the two requisites for recovery are a reli- 
ance upon business expansion through pri- 
vate enterprise and an adoption of a sound 
money policy. 

Wu.rorp J. Erreman 

Albion College = 


Harreren, Mauriz A. Seeds of Revolt. 
New York: Alfred A. Knopf, Inc., 1933. 
$2.50. 

Two reactions are felt by the read&r of 
this volume. One is that of the widely 
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prevalent hardships that have come upon 
the American public during the depression. 
Suffering has been widespread, and it would 
be well for those who have not yet realized 
its severity and extent to read Mr. Hall- 
gren’s vivid and stirring recital which runs 
through chapter after chapter. Our failure 
to understand and to operate our economic 
system is lamentable. 

But the second reaction is one of wonder 
that there are no clearer evidences of a 
strong revolutionary movement. Mr. Hall- 
gren reaches the same general conclusions 
as have other observers. No matter what 
the provocation, there is as yet no clear 
sign of an upheaval that will result in a 
shift of power from one social group to an- 
other. There has been violence and there 
may be more, but mere violence is not 
revolution. The “New Deal” may bring 
changes, but even now, some months after 
the volume under review went to press, 
there is nothing to indicate that the Roose- 
veltian program is revolutionary. 

Perhaps the author is right in feeling that 
the chief obstacle is the lack of effective 
leadership. He is frankly critical, or at 
least dubious, of existing leadership in all 
directions. But this theory makes less of 
an appeal to the reviewer than other the- 
ories of revolution, as for example that of 
Brooks Adams. Bad as conditions are, they 
have not yet reached a point in America 
where the basic economic situation makes it 
worth while for any important group or 
groups to support an extreme change. 

Ernest Minor PATTERSON 

University of Pennsylvania 


Jones, Basserr. Debt and Production. 
Pp. xi, 147. New York: The John Day 
Company, 1933. $2.50. 


Experiences in the present depression 
have inspired many to study and attempt to 
understand the causes and cures of eco- 
nomic disturbances, especially in the United 
States. This book of Mr. Jones, an engi- 
neer and technician, is the outcome of his 
recent experiments with certain available 
measures of production and debt, including 
descriptions of his procedure and the con- 
clusions derived from his observations. 

Mr. Jones bravely sets out to avoid the 
mistakes that he believes have been made 
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by economists and statisticians, whose work 
he freely criticizes. He intimates that he 
himself had no preconceived notions about 
the subject, and therefore that his results 
should be truly scientific. The approach iš 
a mathematical one, with the adoption of 
definitions and methods different from 
those accepted by most statisticians, with 
seventeen graphic illustrations and a gen- 
erous supply of formulæ in the appendix. 
Mr. Jones focuses his attention especially 
upon quantitative series of production, cov- 
ering a rather wide range historically, and 
endeavors to extend and extrapolate from 
these known data. 

From the statistical standpoint, sever&l 
comments may be made. First, the charts 
are all presented on the arithmetic scale, 
which makes the “ growth factors,” as Mr. 
Jones denotes them, less easily compared 
than if they were on a logarithmic scale. 
Furthermore, several of the diagrams con- 
tain so many lines, so many descriptions 
and notes, that the pictures intended to be 
shown are quite confusing. Also, as a mat- 
ter of convenience to the reader, it is un- 
fortunate that the charts are concentrated 
in the preface rather than being distributed 
along with the subjects of discussion. 

Another more or less technical point is 
the matter of ‘curve fitting and extrapola- 
tion. Practically, several forms of equation 
may “fit” a specific series equally as well 
over a known period, while projections far 
into the future from any two equations 
undoubtedly will give entirely different re- 
sults. For example, a certain portion of a 
parabola may be so slightly decrescent that 
up to a given point a straight line could 
well be adopted as the course; but for lack 
of sufficient statistical background, or poise, 
it would be dangerous to predict ten or 
twenty years hence, using either formula. 
It would appear meaningless, therefore, to 
argue about extending trends of economic 
series ad infinitum. 

Mr. Jones, like Professor Fisher, stresses 
the importance of the growth of debt alone, 
and not of credit as well. He does not ex- 
amine the balance sheets on the opposite 
sides of which debt and credit are to be 
found as equal counterparts-—it matters not 
for what the debt or the credit has been 
created. He speaks humorously of the un- 
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real nature of outstanding credit, and com- 
ments that he is unable to deal with “make- 
believe” save when he is “reading ‘Through 
the Looking-glass.’” The reviewer would 
inquire if Mr. Jones were not looking 
“Through the Looking-glass” back into an 
age of much simpler society, when he ex- 
plains the relationship that he finds be- 
tween debt and production. He apparently 
misses the point that in our more complex 
stage it is not possible for every man to use 
his own capital productively, but that he 
may hold a “participation” in the great ag- 
gregation of capital, creating an asset for 
himself and a debt for some one else. This 
aggregation of all debt may not necessarily 
constitute any simple proportion of total 
production. A “growth factor” in debt 
equivalent only to that of physical produc- 
tion would not take care of changes in soci- 
ety that require relatively more and more 
services or exchanges and an increasingly 
larger percentage of persons employed in 
the nonproductive pursuits. These latter 
have continued progressively over a num- 
ber of decades. 

Thus, it is possible, on the one hand, with 
a little too much emphasis upon mathemat- 
ics and, on the other, with unjustifiable 
faith in the significance of his measures, 
as though they were the chemically pure 
agents of the laboratory, that Mr. Jones 
makes his observations and arrives at his 
conclusions: 

The growth of production, he says, has 
already reached its maximum while debt 
has continued its course of the compound 
interest curve, which facts he interprets as 
responsible for the collapse. “This means 
that the old debt structure cannot be re- 
vived because the inherent limits of produc- 
tion cannot support it.... It seems to 
follow then that a new capital and credit 
structure, one or both, is required in which 
the total is automatically controlled by the 
total of production, and in which the ac- 
crual to credit is a function of the growth 
in productiom.” 

This book is an interesting example of 
the current attention that engineers are 
paying to the problems of economics, and 
of the “laws” that mathematicians, given 
the “perfection of statistical. measures and 
patterns, may become able to write. On 
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the other hand, it is also an excellent illus- 
tration of a common tendency among math- 
ematicians to make deductions based on too 
little inquiry into the adequacy of the data 
used and too little understanding of the 
relevance of the comparisons undertaken. 
Lucite BAGWELL 
Federal Reserve Bank of New York 
Dunxman, Wurm E. Qualitative Credit 
Control. Pp. 345. New York: Colum- 
bia University Press, 1933. $3.00. 


Professor Dunkman is highly critical of 
those theories of credit control which em- 
phasize reserves, the price level, aggregate 
production, and quantitative weapons. His 
emphasis on the maladjustments between 
different sections of the economic system is 
indicated by his statement that “credit con- 
trol should aim at limiting debts between 
individuals, between banks and between 
banking systems to those which can be 
cleared against credits” (p. 19). In another 
connection he observes that too much “em- 
phasis has been placed on the total volume 
of production instead of on the adjustment 
of production; on an index of prices instead 
of on the relationship of prices; on the total 
volume of credit, rather than on the debt 
burdens of individuals, corporations and in- 
dustries” (pp. 142-143). 

It is along these lines that the writer finds 
the chief function of the gold standard. 
Gold is not the source of credit, but gold 
movements indicate maladjustments in 
both the domestic and the international 
spheres. There is, according to the author’s 
view, apparently no conflict between the 
demands of domestic and international sta- 
bility; gold movements signify necessary re- 
adjustments in both directions. Gold, how- 
ever, has been made the scapegoat, and it 
has been blamed for ills for which it has not 
been responsible. 

Professor Dunkman adheres to what has 
been called the “ bankers’ theory of credit.” 
He states, for example, that “banks recog- 
nize and generalize business credit” (p. 82); 
that bank credit is “a secondary or deriva- 
tive form of credit” (p. 224); that bank 
credit is not the real determinant of price 
levels, but the determinants are “trade and 
business and the conditions under which 
this potential credit is turned into an effec- 
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tive demand for commodities” (p. 134). In- 
stability grows out of the over optimistic 
forecasts of bankers as to the sales value of 
the goods which they finance, and the errors 
are greater when bankers enter extensively 
into the investment field. 

Professor Dunkman’s book revives an old 
controversy in banking theory and Federal 
Reserve policy, and he pursues his thesis 
with vigor. In the opinion of the reviewer 
he has conceded too little to the opposing 
school; nevertheless, his book is a well- 
reasoned and timely reply to the tenets of 
the extremists of that school. 

Leonard L. WATKINS 
* University of Michigan 


McCracken, H.L. Value Theory and Busi- 
ness Cycles. Pp. xv, 270. New York: 
Falcon Press, 1933. $4.00. 


Publishers continue the’ unfortunate 
practice of claiming too much for volumes 
they publish. As a result, unsophisticated 
readers are led to expect the impossible and 
are disappointed, while more serious stu- 
dents may avoid the books because too 
much is claimed for them. Here is an ex- 
cellent historical and critical survey of the 
literature in the field covered. It is well 
done, but the author gives little space to 
other than historical anal¥sis and only 
about one page to his own suggestions. Yet 
the publishers lead us to believe that a long 
list of the most difficult economic problems 
are carefully considered and final answers 
found. 

In Book I the theory of embodied value 
is traced from Ricardo through Sismondi, 
Marx, Proudhon, and others, down even to 
a note on the Ford-Edison Plan. In Book 
II the theory of commanded value is simi- 
larly traced from Malthus, with special at- 
tention to Aftalion, Foster and Catchings, 
Fisher and Keynes. Book HI considers 
the problem of business equilibration and 
the avoidable causes of unstability, with a 
final chapter on America’s departure from 
the gold standard—a chapter added as an 
afterthought, and one which is the least 
helpful. 

The historical analyses in Book I and 
Book IT are the strong parts of the study. 
The statements are clear and conveniently 
summarized. Taken together, they are a 
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most revealing presentation of the weak- 
nesses of many current proposals for mon- 
etary reform. Unfortunately, they will be 
read by few, if any, in responsible places. 
Ernest Minor PATTERSON 
University of Pennsylvania 


Gray, Jonn H., and Jack Levin. The Yalu- 
ation and Regulation of Public Utilities. 
Pp.1438. New York: Harper & Brothers, 
1933. '75 cents. 


In this little volume, the fifth of a series 
of small books on contemporary economic 
problems brought out by Harper & Broth- 
ers, the authors, one of whom was formerly 
analyst and examiner of the Valuation Bu- 
reau of the Interstate Commerce Commis- 
sion, and the other a valuation expert for 
the Public Utility Commission of the Dis- 
trict of Columbia, briefly trace the history 
of public utility regulation through the 
common law and statutory channels in 
which it has developed. 

Since public utility regulation turns in 
large part upon the valuation of the proper- 
ties used in public service, the interpreta- 
tions of the United States Supreme Court 
of the Federal Constitution and property 
rights are given somewhat more detailed at- 
tention, and other phases of regulation, rel- 
atively less. 

A major portion of the volume deals with 
the principles of valuation and the mechan- 
ics of valuation as practiced by the In- 
terstate Commerce Commission under the 
provisions of the Valuation Act of 1913, 
the Transportation Act of 1920, and other 
Federal legislation dealing with valuation 
and ratemaking. Some interesting data in- 
dicating the magnitude of the Commission’s 
task are presented. 

After pointing out the economic and legal 
difficulties in the path of valuation, the au- 
thors conclude that there is no definitely 
assignable “value” that can be determined 
in considering public utility property—a 
conviction shared by the present reviewer. 
“Value in the usual economic sense is deter- 
mined in active markets, between willing 
buyers and willing sellers, under no com- 
pulsion tosell.... When utility rates are 
fixed by public authority, they are deter- 
mined by other standards than those of the 
market place.” The authors believe that 
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the attitude of the United States Supreme 
Court in “leaning over backward” to de- 
fend property rights has been largely re- 
sponsible for redirecting the attention of 
the American public toward the problems 
of public utility valuation and regulation 
and toward public ownership and operation. 
G. Luoyp Witson 
University of Pennsylvania 


Ricuarps, GERTRUDE RANDOLPH BRAM- 
LETTE (Ed.). Florentine Merchants in 
the Age of the Medici. Pp. x, 346. Cam- 
bridge, Mass.: Harvard University Press, 
1932. $4.50. 

Impoverished Italian princes, descend- 
ants of a minor branch of the famous 

Medici family, sold a batch of manuscripts 


to H. Gordon Selfridge, the London mer- 


chant. These consist of account books of 
Medici and Company, a firm existing from 
1431 to 1879, letter books, and letters. 
Harvard University obtained the loan of 
this collection, and this volume is the first 
attempt to present to economic history 
some of the treasures of that collection. 

The manuscripts translated are: a series 
of letters from the Constantinople (Pera) 
agent of the house, one Giovanni di Fran- 
cesco Maringhi, from May 1501 to 1502, an 
inventory of the possessions of the same 
agent in 1506; a series of letters of Raffaello 
di Medici to various persons in Ancona, 
Adrianople, Raugia, and Pera from 1520 to 
1521; a number of articles of association 
from the years 1426, 1434, 1506, and 1525; 
a number of bills of exchange from Piacenza 
to Cosimo de Medici in 1627, and a number 
of miscellaneous letters from Maringhi and 
Medici to correspondents in Brusa, Adri- 
anople, Pera, Lyon, and so forth. The vol- 
ume is also equipped with a biographical 
and geographical index and a glossary of 
business terms, 

The manuscripts here presented give us 
a very clear picture of the trade in woolens 
and silks which took place between Flor- 
ence and the East by way of Constantino- 
ple, and paxticularly in the letter of Ma- 
ringhi do we get a very human account of 
the difficulties of trade, the tricks of the 
Levantines, and the whole atmosphere of 
higgling and bustling which meant business 
in those days. 
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The significance of these documents for 
economic history will become more evident 
when more of the collection is published 
and we obtain a consecutive view of a long- 
term series of business transactions. In 
English this is a very useful account of 
business practices at the end of the Middle 
Ages. 

Max HanpMan 

University of Michigan 


Leone, Y. S. Silver. Washington: The 
Brookings Institution, 1933. 


The recent history of silver is, briefly, a 
condition of diminishing demand on the 
one hand and growing production on the 
other, with a steady fall in value as an in- 
evitable consequence. The significant facts 
bearing on the problem of silver are here 
clearly presented. Not the least interest- 
ing of these facts is the calculation that 
66 per cent of the mine production of the 
world is controlled by interests situated in 
the United States, and 21 per cent by in- 
terests situated in Great Britain. It seems 
highly probable that this extreme concen- 
tration of ownership has played a large part 
in the perennial agitation in these countries 
to “do something for silver.” 

This book provides a convincing answer 
to the contention that special silver legisla- 
tion is desirable. Silver is not an impor- 
tant commodity in the economic life of this 
country or in the trade of the world. More- 
over, the recent decline in its value has been 
less than the price decline of many more 
important commodities. It is hard to be- 
lieve, therefore, that this could have con- 
tributed substantially to our ills. 

So far as the international rôle of silver 
is concerned, the author maintains that “in- 
stead of attributing the world depression to 
the inability of the millions of Orientals to 
buy from the Occidental countries in con- 
sequence of the fall in the price of silver, 
one should perhaps attribute a large meas- 
ure of what brightness there is in this 
gloomy world today to the sustained capac- 
ity of China and India to pfrchase com- 
modities from the depressed countries of 
the Western World” (p. 120). He argues 
that an improvement in the price of gilver 
is almost certain to occur sooner or later, 
and partly for this reason and partly be- 
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cause the economic significance of the fall 
in the price of silver seems greatly exagger- 
ated, he concludes that the proper govern- 
mental policy with respect to silver is a 
faithful observance of laissez faire. 
C. R. WHITTLESEY 
Princeton University 


Davuauerty, CARROLL R. Labor Problems 
in American Industry. Pp. xvii, 959. 
Boston: Houghton Mifflin Compan¥; 
1938. $38.50. 


The purpose of this volume is to provide 
a comprehensive medium for instruction in 
the field of industrial relations. As a text- 
book it is quite characteristic of its kind. 
The general plan of the book is almost iden- 
tical with that of its predecessors in this 
field—a plan which now appears to have 
become quite traditional, judging from the 
two most recent additions to the rapidly in- 
creasing list of textbooks in labor problems. 

After an analysis of the general nature of 
the labor problem, which is mostly a review 
of points already presented m standard 
works on the subject, the author proceeds 
to an examination of the psychological and 
historical aspects of the problem. Against 
this background of psychic forces and his- 
torical facts there is projegted a detailed 
examination of particular problems, such as 
unemployment, wages, hours, women in in- 
dustry, child wage-workers, and industrial 
unrest. Following logically the traditional 
sequence is the discussion of the ways and 
means of solving these perplexing problems 
of industrial relations. Naturally, these in- 
clude unionism, employers’ associations, 
scientific management, personnel manage- 
ment, employee representation, and labor 
legislation. 

The treatment throughout is quite ob- 
jective and is distinguished by unusual 
thoroughness. The author has succeeded 
in marshaling a tremendous volume of sta- 
tistical and factual data in support of his 
discussion. There is scarcely a tree miss- 
ing from this forest of facts’ concerning 
maladjustment in industry. 

From a scientific standpoint, no analysis 
of the minutize of a problem can be too 
thorough, but the analyst may become so 


‘absorbed in the details that he fails to con- 


struct a clear synthesis of his results. Here, 
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it seems to me, is the fundamental weakness 
of this volume. That the author has seen 
the trees, there can be no doubt; that he 
has seen the forest, may well be questioned. 
Those who are teaching courses in labor 
problems for advanced students will prob- 
ably wish that the treatment were a little 
less elementary and the point of view more 
mature. 

It is extremely difficult to meet the 
exacting requirements of the heterogeneous 
guild of textbook users, and the present 
volume should do this as well as any. 

Gorpon 8. WATKINS 

University of California at Los Angeles : 


Mayo, Exton. The Human Problems of 
an Industrial Civilization. Pp.194. New 
York: The Macmillan Company, 1933. 


That our industrial society is beset with 
human problems, few people need longer be 
reminded. In the eight short chapters of 
Professor Mayo’s book the reader is brought 
into contact with richly suggestive ap- 
proaches to some of the deepest-lying of 
these problems. The discussion moves from 
a consideration of empirical studies of fa- 
tigue and morale of industrial workers to 
basic questions of how social organization 
operates, or fajls to operate, in shaping per- 
sonality and making for personal adjust- 
ment, 

The author, in his search for answers, de- 
lightfully ignores the fences separating aca- 
demic fields of knowledge; he turns for his 
materials with equal readiness to physiol- 
ogy, psychology, psychopathology, anthro- 
pology, social theory—and uses what bricks 
lie at hand in each. Even so, only a few 
shaky columns are erected. The need for 
vastly better building blocks is only too 
apparent. 

The first half of the book is concerned 
with this matter of securing more knowl- 
edge about people at work. Primarily it is 
a description of investigations carried on 
over a five-year period in the Hawthorne 
plant of the Western Electric Company. 
Secondarily it ties in certain physiological 
and anthropological studies of Professor 
Mayo’s colleagues at Harvard. The West- 
ern Electric work included both intensive 
continuous research on a small group of 
women employees and also an extensive in- 
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terview program with thousands of work- 
ers. The various findings serve to reém- 
phasize the complexity of fatigue and 
morale and the consequent need for analyz- 
ing the entire situation giving rise to 
observed conditions—the social and indus- 
trial background no less than factors in the 
individual. 

The last chapters are devoted to stimu- 
lating speculations about the social back- 
ground of human problems in industry. 
The key influence is held to be that of wide- 
spread social disorganization, the break- 
down of informal social controls, and the 
attendant planlessness of the individual 
life. Hence the feelings of futility, the emo- 
tional conflicts, the irrational conduct, and 
the dearth of effective collaboration in daily: 
work. 

If one grants the diagnosis, what of the 
remedy? Professor Mayo answers that 
“the problem of administration is the most 
urgent issue of the present.” He pleads 
for the development and training of an“ ad- 
ministrative élite” and for the extension of 
social knowledge through research. These 
are his hopes for attaining a state of social 
integration in which the worker will achieve 
security, confidence, and a sense of social 
solidarity. 

The volume as a whole will leave the 
thoughtful reader with more questions than 
it answers. But they are questions that 
cut deep into modern life. Members of an 
industrial society will find few issues more 
worth pondering. 

ARTHUR W. KORNHAUSER 

University of Chicago 


Hosman, Heren F. The Development of 
Social Insurance and Minimum Wage 
Legislation in Great Britain. Pp. xxi, 
441. Boston and New York: Houghton 
Mifflin Company, 1933. $3.50. 


Fortunately Mrs. Hohman’s book is more 
than its title implies. In the old days of 
less than a year ago, students of social leg- 
islation wotld have been interested in a 
descriptior of the development of British 
social insurance, seeing in it a somewhat 
distorted horoscope of America’s future. 
Bu} now that the United States has become 
one of the world’s “interesting experi- 
ments,” and the progressive-minded hope 


172 


for a complete new deal, England’s develop- 
ment might seem to be merely “patch upon 
patch with a hole in the middle” were it 
not that Mrs. Hohman shows so clearly 
what the hole is and how it came to be. 
Social insurance and minimum wage 
legislation are here viewed as devices for 
assuring to the working population that 
economic minimum which the orthodox 
economists of the eighties saw as the neces- 
sary basis for a large national income. 
They said the laboring man must be fed, 
clothed, and housed, else he could not work 
efficiently. Today we set the problem dif- 
ferently—the laborer must be adequately 
recompensed so that he may consume effi- 
ciently—but the objective is the same: 
more money in the hands of the working 
class. One of Mrs. Hohman’s contribu- 
tions to both problems is her demonstra- 
tion that the economic minimum cannot be 
obtained by social insurance alone. 

‘When at the end of the nineteenth cen- 
tury the humanitarians and the politically 
shrewd combined to start the break-up of 
the Poor Law, their first object of benevo- 
lence was the aged. In so doing they 
showed that economic theory was far from 
the only force making for the liberalization 
of poor-relief policy (a consideration of the 
varied character of the forces is another ex- 
cellent feature of Mrs. Hohman’s book), but 
the argument for old age pensions was ulti- 
mately couched in economic terms also. It 
was recognized that the five-shillmg maxi- 
mum grant (later raised to ten shillings) 
would not suffice for all cases, but there 
was widespread conviction that it would go 
. far toward removing the aged from the 
dreaded Poor Law. To a rather remark- 
able extent it has accomplished just that. 
Seventy per cent of the population over 70, 
and 39 per cent of those between 65 and 70, 
receive pensions. The number of old peo- 
ple in Poor Law institutions has been cut 
in half, and those on outdoor relief have 
fallen to a quarter of their 1906 number. 
But institutions and special services are still 
needed by the aged; there are still marked 
differences in even the minimum require- 
ments of various groups of old people; fam- 
ilies must still sacrifice so that their older 
relatives shall not suffer. For these rea- 
sons, says Mrs. Hohman, old age pensions 
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are not an adequate solution to the problem 
of the aged. 

Health insurance presented and still pre- 
sents a much more knotty question than 
that of'old age relief. The medical profes- 
sion interpreted socialized medicine as com- 
petition, and sickness insurance was a threat 
to the flourishing private benefit societies. 
The need of conciliating these powerful or- 
ganizations produced the present awkward, 
inefficient, health insurance system, in 
which benefits vary from society to soci- 
ety, and panel doctors are accused of speed 
and indifference. The author’s chief criti- 
cism of health insurance, as of the other 
services, is that it is not sufficiently coördi- 
nated with other forms of public health 
work and that there is too little supervision 
of the use of benefits in individual cases. 

The review of the development of 
schemes for dealing with the unemployed— 
deterrence under the Poor Law, private 
relief in emergency periods, made work, 
public works, local exchanges, national in- 
surance in its various phases—is a story of 
absorbing interest to American readers to- 
day. Inthe dozen or more unemployment 
insurance acts passed between 1920 and 
1982 are written the changing and conflict- 
ing philosophies of the period. The Left 
says insurance benefits should be granted as 
of right as long as a man is out of work. 
The Right says insurance should be limited 
to coverable risks, and the Poor Law or 
some other institution should care for the 
rest. Nobody, however, is opposed to in- 
surance, and for practical purposes the dis- 
pute is concerned merely with the extent 
to which there shall be inquiry as to income 
when contractual rights are exhausted. 
Mrs. Hohman sees two main holes in the 
scheme. There is little if any provision for 
that differentiation of treatment which va- 
rious categories of the unemployed need be- 
fore they can be restored to livelihood; and 
the scheme itself, by concentrating exclu- 
sively on the relief aspects of the problem, 
detracts attention from the prevention and 
the cure of unemployment. 

The final chapter of the book deals with 
the minimum wage question, and there is 
much in it to interest watchers of the NRA. 
Wages are set by Trade Boards in accord- - 
ance with the bargaining powers of the two 
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parties concerned. Little attention is paid 
to standards of living. The Trade Boards 
Act has, however, served to abolish the 
worst of “sweating,” and has, perhaps un- 
justifiably at times, kept wages steady dur- 
ing a depression period. But, in common 
with the social insurance acts, minimum 
wage legislation has not secured an eco- 
nomic minimum for the workers, largely 
because it, too, has been too opportunistic. 
Heren Lenanp WITMER 
Smith College School for Social Work 


SCHNITMAN, L. Serg. How Safe Is Life In- 
surance? Pp. xii, 256. New York: The 
Vanguard Press, 1933. $2.00. ° 


Writing in a style marked more by its 
interest appeal and literary quality than by 
its analytical and actuarial soundness, the 
author arrays a long list of defects which he 
finds in the life insurance business today. 
Among these are extravagance in manage- 
ment, excessive premiums, inadequate su- 
pervision, and faulty mvestment policies, 
the last named being given most attention. 

The companies are criticized for invest- 
ing too heavily and without adequate se- 
curity in urban and rural real estate and in 
railroads, for showing too much enthusiasm 
for public utility securities, and for not 
using proper discrimination in purchasing 
municipal bonds. Aside from the sugges- 
tion that loans should be supported by 
greater security and that they should run 
for a shorter period of time because of the 
uncertainties of the future, Mr. Schnitman 
does not stipulate just how life insurance 
funds should be invested, but leads the 
reader to infer that Federal Government 
ownership of the business may provide the 
answer. 

A worthy feature of the book is its re- 
peated emphasis upon the indifference of 
policyholders in matters relating to their 
own interests. A criticism of industrial in- 
surance is also worthy of attention. The 
numerous illustrations and quotations will 
be of interest to the layman. 

One has the feeling after reading the book 
that the title and much of the argument 
might have been expanded to include every 
institution in the economic system. The 
author himself, by continuing to protect his 
family through insurance, as to some extent 
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he must, admits that financial safety is only 
a relative term. He contends, nevertheless, 
that the “holier than thou” attitude of the 
insurance fraternity is not justified. 
Evison L. Bowers 
Ohio State University 


HorrMan, Ross J. S. Great Britain and 
the German Trade Rivalry. Pp. xii, 363. 
Philadelphia: University of Pennsylvania 
Press, 1983. $3.50. 


The argument presented by Dr. Hoffman, 
that one of the major background causes 
for the World War is to be found in the 
preceding Anglo-German economic rival- 
ries, is not new. It is to be found in some 
form or other in nearly all books dealing 
with the causes and the aftermath of the 
war. But what is unique is the systematic 
exploration of any considerable segment of 
that slowly evolving economic warfare, of 
the political implications of which both the 
British and the Germans were gradually 
becoming conscious as they moved towards 
the momentous break of 1914. The author 
has delved extensively in the copious liter- 
ature of governmental annual publications, 
commercial, consular, and parliamentary 
reports, and the newspaper and periodical 
press of the period surveyed. His study 
has all the earmarks of careful, solid, and 
thoroughly scholarly work, and deserves to 
be rated a genuine contribution to the lit- 
erature on the war. 

There are a few criticisms that might be 
offered. It seems unfortunate, for exam- 
ple, that in a study so admirably planned 
and so ably written, so little attention 
should be paid to German sources. That 
the Germans were aware of the implications 
of their aggressive policy of economic ex- 
pansion long before the turn of the century 
is an old story. Certainly this conscious- 
ness must have had a great deal to do with 
the shaping of specific policies; in par- 
ticular, the increasingly intimate alliance 
between government and the trade and in- 
dustrial interests. Thus it must indirectly 
have exerqjsed considerable influence upon 
British reactions to attacks bemg made on 
their markets. Inclusion of this material 
Sat ae have greatly lengthened the study, 
but it would have done much towards 
sharpening and clarifying the issues. 


* 
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There is the further implication in this 
book that the sole reason for the rapproche- 
ment between government and commercial 
interests in both countries was political in- 
terest in the balance of trade and possible 
loss to British industry of specific market 
areas. The author completely ignores all 
internal developments in either country 
which led, in Germany in particular, to the 
steady concentration of economic power in 
the hands of a small articulate group, and 
the gradual coalescing of amorphous trade 
and industrial groupings into trusts, com- 
bines, cartels, and similar institutions de- 
sirous and capable of compelling govern- 
ment support of such vested interests. If 
the intention was, as confessed, to throw 
light on the manner in which economic 
rivalries led to diplomatic intrigues and 
from thence to promotion of the war, the 
omission of the technological, organiza- 
tional, and institutional developments be- 
hind the economic pressures seems rather 
serious. 

But the lacunæ of such a character, as 
Dr. Hoffman states in his preface, may be 
due to the “formless immensity” of his 
subject, and hence justifiable as a matter 
of fair division of labor. On whatever 
other grounds such omissions may be con- 
demned, they do not, however, detract in 
the least from the keenness and worth of 
the analysis of such materials as Dr. Hoff- 
man has seen fit to include. 

Rosert A. Brapy 

University of California 


Kosox, Paur. Modern Germany. Pp. 
xxi, 348. Chicago: University of Chi- 
cago Press, 1933. $3.00. 

Professor Kosok’s volume, one of the 
series on civic training under the editor- 
ship of Professor Charles Merriam, is of 
especially timely interest, for the author 
probes behind the incidents of contempo- 
rary politics to discover the springs of civic 
loyalty in the Germany of the first and sec- 
ond Reichs. His study is directed toward 
three aspects of the problem: the economic 
and social divisions in German society dur- 
ing the past sixty years; the character and 
activities of the state in relation to the 
building of civic attitudés; and the organ- 
ization of various private associations 
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for the support of or opposition to 
particular interests and their relation to the 
state. 

In dealing with the state, Professor 
Kosok analyzes the contributions to civic 
training of the parties, the administrative 
bureaucracy, the army, and the schools. 
He emphasizes the “romantic” nature of 
the National Socialist program, and the 
often conflicting interests that compose its 
membership. The authority and influence 
of the bureaucracy declined during the 
period of the second Reich, due to political 
and economic pressure, although the author 
considers that its original purpose was per- 
haps more to prevent the crystallizing of 
lower-class opinion and influence than 
purely to create an efficient state adminis- 
tration. The army and the police have re- 
mained the one almost unchanged force so 
far as tradition and loyalty are concerned, 
while the schools have been utilized by all 
the governments to develop the official state 
viewpoint in each generation. 

The church, the youth movement, the 
press, the radio, and the film, as well as the 
more intangible factors of local and sec- 
tional feeling, national solidarity and “ sym- 
bolism,” all play a part in creating loyalty 
to the state. “The problem has been 
thrown into sharp relief by postwar devel- 
opments. It is becoming increasingly im- 
portant as the crisis becomes more intense 
and tends toward the further disintegra- 
tion of bourgeois state and society... . 
While civic training and loyalty to national 
ideals were at one time offensive weapons 
of a rising bourgeoisie against a decaying 
feudal order, they have now become the 
defensive and repressive weapons of a state 
and society which is trying to maintain it- 
self in the face of the offensive attacks of 
the proletariat. ... If the ‘Nazis’ cannot 
solve the economic crisis which brought 
them into power, they will be confronted by 
a new and more powerful alignment of just 
those forces of social revolt which they have 
been called in to suppress.” Both for an 
understanding of the contemporary situa- 
tion in its true perspective and as a basis 
for appraising future history, this is an in- 
dispensable and authoritative study. 

Paris Brapiey 


Amherst College 
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Dawson, W. H. Germany under the 
Treaty. Pp. 421. New York: Long- 
mans, Green & Company, 1933. 


Four questions are raised by Mr. Daw- 
son’s vigorous restatement. On the first, 
the problem of the justice of the Versailles 
Treaty, the author whole-heartedly sub- 
scribes to the position taken by a host of 
previous critics that that instrument was 
and is a tissue of absurdities and a betrayal 
of Allied responsibilities under the Armis- 
tice. The body of the book is taken up 
with proof of this position, with the fear 
being expressed that unless something dras- 
tic is done to rectify the situation, soon an- 
other and more ghastly war, nurtured in the 
unholy atmosphere created by the Treaty, 
will burst upon Europe and perhaps destroy 
its entire civilization. 

No one need quarrel with this argument. 
It has been stated often before, and the 
weight of the contention has been proved 
by the alarming political and economic de- 
velopments of the past three years. But 
when it comes to the next two questions, of 
who caused the war, and what party or 
parties are responsible for the iniquitous 
Treaty and its perpetuation, opinions may 
well differ. In both, France is made to 
appear the primary, if not sole, disturber of 
the peace. While Germany is allowed to 
bear a share of the fault for bringing on the 
war, Mr. Dawson believes that it was the 
French lust for power, born and rooted in 
the maniacal Napoleonic dream of French 
hegemony over Europe, that upset the ap- 
ple cart. Nor does Mr. Dawson feel any 
compunctions in allocating to France blame 
for practically all the bad features of the 
Treaty and for its continuation. In the 
making, England and her ambidextrous po- 
litical wizard, Lloyd George, are completely 
exonerated from all fault. President Wil- 
son is condemned for his weakness. For 
the cynical and sinister M. Clemenceau, no 
anathema is sufficiently condemnatory. 

Now, a good deal of this argument rests 
on fairly solid ground, but the emphasis is 
certainly bad. Nothing is said about the 
economic forces behind the war, the Treaty, 
nor (even) the intractable French attitude 
towards revision. ‘True, coal and iron are 
mentioned, but the whole argument moves 
on that plane of discussion, so familiar be- 
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fore the war, in which purely political fac- 
tors, such as the balance of power, political 
strategems, and diplomatic intrigues com- 
pletely dominate the scene. It is as though 
Mr. Dawson had passed through a Rip Van 
Winkle sleep between 1919 and 1933, sud- 
denly to awake and find that a nightmare 
based on the experiences of the previous 
day had become a dread reality. This he 
himself illustrates when he proceeds to the 
fourth question, the way out. All that need 
be said about his remedial measures in order 
to show the essential superficiality of his 
whole analysis is merely to state his pro- 
posals. They are none other than: (1) 
revision of the Treaty frontiers, (2) ex- 
change of certain minority populations, (3) 
guarantee of special rights of remaining 
minorities, and (4) enforcement by the 
League of Nations of its (now to become 
humane) dictates by recourse to monetary 
penalties! The war, the Treaty, and the 
aftermath have demonstrated the practical 
futility of attempting to obtain either 
agreement or united action in Europe along 
these lines. 
Rosert A. BRADY 
University of California 


LanasamM, Warrer Consugnto. The World 
since 1914. Pp.xv,728. New York: The 
Macmillan Company, 1933. $4.00. 


This is a clear and well-organized history 
of Europe from the beginning of the World 
War to 1933. The task of bringing into 657 
pages of text the difficult and complicated 
story of these years calls for real ability. 
The treatment falls into three parts. Part I 
is called “ International Scenes,” with Chap- 
ter 1 bearing the dramatic title of Into the 
Valley of Death; Chapter 2, The World 
War; and Chapter 3, The Altar of Mars. 
The remaining chapters of the section deal 
with the making of peace, the treaties, the 
League of Nations, reparations, the futile 
discussion of disarmament, and the unrest 
in Asia and Africa. Part II is entitled “ Na- 
tional Scenes,” under which there are twelve 
chapters: two on British History, and one 
each on tRe other important countries in- 
cluding Spain and the United States. Part 


„II is called “The Latest Setting,” and con- 


sists of one chapter entitled The Crossroads. 
Chapter 8—-Wanted: Security and Dis- 
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armament—-presents in very illuminating 
fashion the futile efforts at international 
agreement on these vexed questions, and 
the successive efforts at consolidating peace 
through the Geneva Protocol, the Locarno 
Treaties, and the Briand-Kellogg Pact. 
Among the chapters on national history, the 
one on Germany shows rare understanding 
of the problems, and presents perhaps the 
most: sympathetic treatment in short form 
of that country since the war. It brings 
out with striking clarity the manner in 
which the republic was saved for law and 
order by the Socialists against the Sparti- 
cans; how the former assumed leadership in 
the Weimar Assembly and in the drafting 
of the constitution; how they were soon su- 
perseded in the control of the republic by a 
coalition of the parties of the Center, who 
were themselves ultimately threatened by 
the steadily growing power of the Extrem- 
ists—the National Socialists of the Right 
—and the Communists of the Left, the po- 
litical development being admirably pro- 
jected against the economic and financial 
background. Fascist Italy is not so sympa- 
thetically done; but the treatment of Soviet 
Russia strikes the reviewer as quite up to 
the mark and, considering the space, very 
illuminating. 

There is a good bibliography, arranged 
by chapters, and a good index. The style 
is clear and readable. There is a creditable 
sense of balance and emphasis, and consid- 
erably more objectivity than is usually 
found in works on recent European history. 

WILIAM E. LINGELBACH 

University of Pennsylvania 


Goocn, G. P., and Harop TEMPERLY, as- 
sisted by Lurran M. Penson. British 
Documents on the Origins of the War, 
1898-1914. Vol. VII, “Arbitration, 
Neutrality and Security.” Vol. IX, Part 
I, “The Balkan Wars.” London: His 
Majesty’s Stationery Office, 1932, 1933. 
$4.45. 


These two volumes of the British diplo- 
matic documents are of unusual significance 
in the history of prewar international rela- 
tions. They bring the materials on the 
topics treated down to 1911. As is welt 
" known, the series, whichJs to be completed 
in eleven volumes, is arranged topically, 
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following in that respect the method of the 
German publication rather than the French, 
which is chronological throughout. Out- 
standing among the documents of the 
eighth volume are those on Belgian Neu- 
trality and the Problem of Security, in 
which important official and unofficial opin- 
ions as to the nature of the obligations 
under the treaty of 1839 are given. For- 
eign office memoranda and the minutes of 
the Committee on Imperial Defense, to- 
gether with the dispatches of Colonel 
Bridges and Lieutenant Huguet, like the 
opinions of Gladstone and Palmerston of an 
earlier period, are likely to confirm one’s 
cynicism about statesmen and diplomats. 
The dictates of expediency rather than of 
moral obligations are stressed in practically 
every case. 

Of equal significance are the documents 
on the relations of the Western powers to 
Japan, notably the Anglo-Japanese Alli- 
ance of 1911. Documents in this section, 
taken in conjunction with those of the ear- 
lier volume, on the original Anglo-Japanese 
Pact of 1902 and its revision in 1905, im- 
press upon the reader a startling sense of 
the swiftness of historic developments in 
our day. The tremendous advance of Ja- 
pan towards hegemony of the Far East 
from a modest ally, which® England be- 
friended so highly in the critical days of 
her contest with Russia, will also raise a 
question as to the wisdom of British policy 
in the Far East. Japanese imperialism re- 
ceived a momentous stimulus from the 
English alliance. The documents on the 
Second Peace Conference at The Hague 
throw considerable light on the divergence 
of the real policies of the powers from 
those featured in the press for publie con- 
sumption. The imstructions to British 
plenipotentiaries, communications from the 
conference by Sir Edward Frey to the Sec- 
retary of State, and the analysis of the ac- 
tion of the various powers by Lord Reay, 
do not tend to increase one’s confidence in 
the sincerity of the motives on the part of 
the great powers. Taken in conjunction 
with the revelations of the Grosse Politik, 
private correspondence and memoirs, none 
of the powers seem to have been sincerely 
interested in disarmament or even general 
arbitration. 


Boox DEPARTMENT 


The documents of the ninth volume deal 
with questions more immediately associated 
with the World War. The Balkan and the 
Tripolitan Wars may well be spoken of as 
the Prelude. From the historian’s point of 
view, the materials are of especial interest 
because Great Britain’s attitude toward the 
hectic developments in the Balkans and the 
Near East were at this time mainly those 
of an observer. The reports of British dip- 
lomats are therefore all the more valuable. 
For the first time, too, the policies of Ger- 
many do not occupy the center of the stage; 
the selection of the documents being mani- 
festly quite dissociated from the ae 
theme of the other volumes. 

Special editorial difficulties Geet: in 
connection with the ninth volume, because 
the records in the archives are not brought 
together in bound volumes after the year 
1910. Beyond that date the documents 
are still at the Foreign Office in the original 
loose jackets, and the problem of surveying 
the materials was much more serious. The 
difficulties were in part met by the series of 
the “Confidential Print” in which many of 
the important papers are printed, and by 
the Foreign Office registers of dispatches 
and telegrams. Appendix 8 consists of an 
interesting letter by the late Viscount Grey 
to the Timeseof November 21, 1932, in 
reply to certain statements about his for- 
eign policy, occasioned by the publication 
of the documents on Belgian Neutrality in 
the previous volume. The late Foreign 
Secretary registers his objection to the pub- 
lication of minutes and memoranda of 
permanent officials of government depart- 
ments. “They are not,” he says, “authori- 
tative documents. The writers of them 
have no responsibility for ultimate decisions 
and policy.” For this and other reasons, 
he considered their publication unneces- 
sary and unwise. Fortunately, the editors, 
whose courage and insight into the many 
complicated problems of their task has 
commended them so highly to the scholarly 
world, looked at the matter in quite a dif- 
ferent light. The memoranda of the Under 
Secretaries are often of the greatest impor- 
tance. Not infrequently they supply both 
the data and the argument used by the 
Foreign Minister in the determination of 
policies. Furthermore, they furnish the his- 
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torian with the necessary material for the 
study of the evolution of policies. ‘The his- 
tory of British foreign policy in the years 
prior to the war cannot be successfully writ- 
ten without frequent reference to one or 
two dominant personalities in the Foreign 
Office and the influence of the reports and 
memoranda they submitted to the govern- 
ment. 
WILLIAM E. LINGELBACH 
University of Pennsylvania 


ScasviLt, Ferpinanp. The History of the 
Balkan Peninsula. Pp. vii, 614. New 
York: Harcourt, Brace and Company, 
1933. $4.00. 


The very fact that there is no other book 
in English covering the history of the Bal- 
kan Peninsula makes the value of this vol- 
ume apparent. Its popularity is attested 
by the publication of the revised edition, 
the first having appeared in 1922. The 
general outline is the same, and Professor 
Gewehr has collaborated on the short but 
pertinent chapters on the problems of de- 
feated Bulgaria, Greater Rumania, Yugo- 
slavia, Albania, and the new alignment on 
the Adriatic, the new Greek State, Mus- 
tapha Kemal and the new Turkey, and the 
Balkan peoples and the problem of Balkan 
Federation. ‘The maps are excellent, and 
the lists of East-Roman or Byzantine em- 
perors and of the sovereigns of various Bal- 
kan states are valuable. 

It is not very clear what limits the au- 
thors imposed upon themselves in regard 
to their bibliography, but it seems to the 
reviewer that numerous publications in the 
field should have been included. For ex- 
ample, L. Savadjian’s Bibliographie Bal- 
kanique 1920-1930 (Paris, 1931) and Bib- 
liographie Balkanique 1931-1982 (Paris, 
1933) are very convenient. O. H. Wen- 
dels Austro-German Diplomatic Relations 
1908-1914 (Sanford University, Cal., 1932) 
is valuable on the prewar Balkan relations. 
R. H. Markham’s Meet Bulgaria (Sofia, 
1931), though pro-Bulgarian, is very read- 
able and deserves to be known. 

As a textbook, the volume deserves to be 
used widely; for research students it is a 
good point of departure for further investi- 
gation. It shows the results of a great deal 
of careful reading and hard work, and is a 
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valuable introduction to the whole story of 
the Balkans and Turkey. 
Josera S. Roucex 
Pennsylvania State College 


Bourrxo, Hecror. Beside Galilee. Pp. 206. 
New York: D. Appleton-Century Com- 
pany. 1933. $2.50. 


The publishers’ blurb promises an “accu- 
rate and authentic picture of Zionism and 
the Holy Land.” And indeed a travel diary 
might, as Mrs. Andrews’ attempt did, throw 
light on the problems which have filled 
innumerable volumes of findings by the 
British Government and of protest and jus- 
tification by Zionists, if indeed it were the 
work of a simple or unprejudiced person or 
of a student who had some inkling not only 
of the facts in the immediate situation but 
of the broader setting in terms of imperial- 
ism and nationalism in the East, the world 
Jewish situation, and the economie and so- 
cial problems of the peasant Arab masses 
and the Jewish laborers. Mr. Bolitho, who 
is the biographer of the first Lord Melchett, 
British industrialist and conservative phil- 
anthropic Zionist, came “with an inherited 
dislike of Jews,” an unbounded admiration 
for Mussolini, and implicit faith in England 
as “the great mother” who wished both to 
“suckle the emaciated Semitic [sic] baby” 
and at the same time to feed the Arab 
“urchin ... with sharp teeth, but with 
equal need and equal right.” 

Curiously enough, in his interviews with 
the representatives of these two wrangling 
infantile groups,—with Arabs whom he 
“likes,” “noble,” “decadent,” but always 
calm, and with Zionists who despite their 
idealism “bore” him—Mr. Bolitho is smgu- 
larly absorbed in trying to get an answer to 
a question which during this reviewer's 
study of Palestinian questions was never 
brought forth as a major problem: Why do 
Arabs rape Jewish girls? 

His conclusions are of a piece with his 
approach: Although he is dimly aware from 
what was said to him that realepolitical and 
social problems exist, he would, if he were 
in the government, take the “most violent” 
Jews and Arabs and “bestow” upon them 
“the Order of the Olive Branch,” the in- 
signia of which would sbe “big and spar- 
kling,” and with the “benison of flattery” 
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would turn them “into a strong conserva- 
tive backbone for the country.” In the ab- 
sence of such a remedy he found that “Jews 
hated Arabs and Englishmen, Arabs hated 
Jews and Englishmen; also that Jew and 
Arab can never live in peace together.” If 
Arabs and Jews alike take umbrage at this 
mixture of ignorance and unmitigated con- 
descension, let them be grateful for a book 
which by its very frankness reveals the emo- 
tional basis of “benevolent” imperialism. 

Esme GLÜCK 

New York City 


Baumer, K. H., J. B. Brigpen, and others. 

ə The Peopling of Australia. Pp.327. Mel- 

bourne: Melbourne University Press, 
1933. 6/6. 


This little book deals with what, from 
one angle, is Australia’s most difficult prob- 
lem. In the international politics of the 
Pacific Basin the question is certain to be 
raised concerning the right of a people to 
hold out of use vast areas of land under 
their political control while other nations 
suffer from overpopulation. It is therefore 
extremely important that a body of expert 
opinion be developed as to the nature of 
Australian population increase in the past 
and the possibilities of accelerating it in the 
future. The studies in thi book are to 
that end. 

Starting from the time when the bulk of 
the population consisted of criminals sent 
out as a means of punishment, the opening 
chapter traces the story of immigration 
down to the current depression. ‘The stud- 
ies which follow treat of special problems 
related to the central theme. The high 
points are, perhaps, the following: The eco- 
nomic conditions of the country have deter- 
mined the flow of immigration, and political 
measures have not materially helped or 
hindered the process. On the other hand, 
political measures have proved enormously 
expensive and have contributed a vast deal 
to the debt structure of the country. The 
motives for immigration are nine-tenths 
economic. The“ White Australia” policy is 
economic, as K. H. Bailey demonstrates in 
an extremely significant chapter. About 
1860 a shift in the origin of population 
increase took place, from immigration to 
natural increase. The economic basis of 


further increase is not to be sought in the 
further expansion of basic industries, i.e., 
wool and wheat growing, but in the in- 
tensive exploitation of the continental 
economic structure, particularly in its in- 
dustrial aspects. The world drift toward 
autarchy will seriously embarrass Austra- 
lian development. 
C., HARTLEY GRATTAN 
New York City 


Konn, Hans. Nationalism in the Soviet 
Union. Pp.xi,164. New York: Columbia 
University Press, 1933. $2.50. 


This polished and instructive little book 
aims at “the presentation of the mentality 
of the Soviet citizen, of the Communist 
‘theology? and the way in which it has 
tried to make its peace with the ‘theology’ 
of nationalism that dominates the world of 
today.” If few of the facts presented will 
be new to the specialist, yet the view as a 
whole—the sustained level of thought, the 
integrated knowledge of world history—ap- 
peals and convinces with the force that can 
only be original. 

The author writes from theoretical study 
and from observation in Russia as corre- 
spondent in 1931 for the Frankfurter Zei- 
tung. He is concerned especially to depict 
in the internal ordering of the Soviet Union 
the meticulous utilization of the many na- 
tional unities that are included within it, in 
order that in the end nationalism shall per- 
form its services in the interests of a supra- 
national idea. This idea is both old and 
new, and it is one of high inspiration. Com- 
munism, more than America, is seen as of- 
fering to the Western way of life a deep 
and spiritual challenge. Communism and 
Western civilization hold widely divergent 
conceptions of human values. Communism 
is a turning back to the beliefs of medieval 
mankind. It has only imperfect resem- 
blances to the latest manifestations of na- 
tionalism, Fascism, and National Socialism 
—“ the roots of which lie partly in the ro- 
mantic period of early nationalism and 
partly in the ambition to ‘get a move on’ 
of the men of the beginning of the twentieth 
century.” Yet Capitalism and Communism 
are but different stages on the same road 
toward the “Great Society.” 

These brief chapters—East and West, 
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The Pillars of the New Order, the New 
Faith, Bolshevism and Nationalism, Na- 
tionalism and the Proletariat, Language 
and Culture—move swiftly over interesting 
generalization and a firmness of fact. 
WALTER SANDELIUS 
University of Kansas 


STATE PLANNING COMMISSION OF THE U.S. 
S.R. Summary of the Fulfillment of the 
First Five-Year Plan for the Develop- 
ment of the National Economy of Russia. 
Pp. x, 296. Moscow, 1933. 


This epic of heroic achievement in the 
Soviet Union under the First Five-Year 
Plan furnishes adequate statistical evidence 
of economic progress. Yet the skeptic may 
question the validity of many of the figures 
contained in the report, particularly when 
expressed in terms of doubtful purchasing 
power of the ruble. Since no general com- 
modity price index has been published in 
recent years by the Soviet Government, it 
is impossible to evaluate the ruble statistics 
accurately. Nor should too much impor- 
tance be attached to the rate of growth in 
various industries, where the data for the 
base year are comparatively low. Not even 
physical volume of production necessarily 
furnishes an accurate indicator of growth, 
since it gives no indication of quality of 
product. 

These observations are not made to de- 
tract one iota from the actual achievements 
under the First Five-Year Plan, but are 
merely a note of caution to those who 
might obtain an exaggerated impression 
of its accomplishments. The repeated use 
of the word “enormous” is impressive, to 
say the least, but it may be conducive to 
skepticism rather than to blind admiration. 
Nevertheless, one cannot help feeling, in 
reading this report, that the Soviet Union 
has made unprecedented progress in indus- 
try, agriculture, transport, and communica- 
tion under the First Five-Year Plan. In a 
world which is seemingly afraid of in- 
creased production, it is refreshing to learn 
of one coustry which is leaving no stone 
unturned in carrying out its avowed objec- 
tive of expanding its productive resources 
as rapidly as possible. 

; j Kart ScHoLz 

University of Pennsylvania 
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Eroria, F. R. Dangerous Thoughts on 
the Orient. Pp. ix, 292. New York: 
D. Appleton-Century Company, 1933. 
$2.50. 


Mr. Eldridge is one of the comparatively 
few Americans who have attempted to jus- 
tify the recent activities of Japan on the 
Asian continent; and he speaks with a large 
measure of authority, due to his long resi- 
dence in the Orient in both official and 
private life. 

The author frankly embraces the Japa- 
nese line of argument that Japan’s action 
in Manchuria was dictated by economic, 
social, and political necessity. ‘The conten- 
tion that Japan should have been guided 
by her obligations to the League, he coun- 
ters by advancing the theory that the 
League is a static organization designed to 
protect the status quo of the smaller na- 
tions of Europe; that they saw in Japan’s 
action a menace to their own security, and 
therefore voted unanimously against her. 
He would have it that Japan is the real pro- 
tagonist of order, safety, and progress in 
the Far East, and that it is really the 
' League, and not Japan, that is on trial be- 
fore the world. 

This argument entails the usual criticism 
of China and of the powerlessness, the in- 
sincerity, and the duplicity of the Chinese 
Government. There follows a description 
of Communist agitation in Japan and how 
it drove the people into the arms of the 
conservative elements. We are assured, 
however, though it does not appear on what 
authority, that “Japan has no desire to en- 
croach upon Russian territory.” The au- 
thor adds, “If Russia can be held in check 
by peaceful means, Japan has no desire to 
‘fight her.” 

We have seen no more able presentation 
of the Japanese case. The latter half of 
the volume describes some of the outstand- 
ing features of Japan’s cultural heritage. 

l H. K. Norton 

New York City 


. Woovneap, H. G. W. (Ed.). The China 
Year Book 1933. Pp. xvi, 786. Shang- 
hai: The North China Daily News and 
Herald, Ltd., 1938. $12.50. 

This volume continues a series which goes 
back to 1912. From the beginning it has 
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been tinder the able editorship of Mr. H. G. 
W. Woodhead, formerly of Tientsin and 
now of Shanghai. The volumes of this 
series are the most valuable single source of 
information about China under the repub- 
lic available to the Western World. With- 
out this series no library can pretend to be 
equipped to deal with current events in 
China and the Far East; with this series, a 
substantial beginning has been made. 

The current number is similar to the ear- 
lier ones in this respect, that it contains 
more than one has any good reason to ex- 
pect in a year book. It offers the reader a 
whole collection of documents some of 
Which are hard to find elsewhere, and it 
contains information much of which is sim- 
ply not to be found elsewhere. Where else 
is one to look for a record of the recent 
meetings of the Kuomintang, for a com- 
plete list of cotton mills in Chima, for a 
statement of the revenues and expenditures 
of the city government of Greater Shanghai, 
for statistical information covering both 
Catholic and Protestant missions in China, 
for the financial statement of the central 
Bank of China, and for the documents 
touching the abolition of the tae! as a 
money of account in China? The China 
Year Book is not to be regarded as a mere 
summary and convenient collection of in- 
formation available elsewhere; it is for all 
practical purposes the source of much of 
the information which it presents. 

But it has the weakness of its virtues. 
If it does present much material which is 
indispensable, it does not summarize, di- 
gest, and compare as perhaps it ought. 
There is an absence of index numbers, of 
percentages, and other convenient devices 
for measuring growth and change. There 
are, for example, no price statistics or price 
indices. There is little effort to provide 
totals which may be subjected to year-to- 
year comparison. If any improvement were 
to be suggested here, it would be the selec- 
tion of certain fields for which to make 
general comparisons in an introductory or 
concluding chapter. I appreciate fully how 
difficult it has been to give the world as 
much as Mr. Woodhead has been able to 
bring together, but I find myself unable to 
put the book down without wishing that 
there were a summary of significant facts. 
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The 1933 issue of The China Year Book 
contains new information on the subject 
of climate. The chapter on labor is unusu- 
ally complete. The subjects of currency, 
finance, and communications have been 
dealt with in such a way as to give new or 
more complete information. There is an 
excellent chapter on the Sino-Japanese dis- 
pute. And the student is urged not to over- 
look the brief preface in which Mr. Wood- 
head brings down to the date of printing 
his account of important events. 

Looking back over the whole array of 
volumes—and the Year Book for 1933 is 
' the fifteenth—one who knows something of 
the course of events in China feels that Mr. 
Woodhead is to be congratulated and 
thanked for having achieved the carrying 
on of this series without interruption. The 
current number places more information at 
the disposal of its reader than does any 
other current publication on China. 

C. F. REMER 

University of Michigan 


Vinacxs, Harop M. A History of the 
Far East in Modern Times. Rev. ed. 
Pp. xv, 503. New York: F. S. Crofts & 
Company, 1938. $6.00. 


Four chapteys of the original 1928 edi- 
tion of this book have been rewritten, in 
spite of the old titling of Chapter XX in 
the Contents, bringing the narrative of 
nineteenth-century China, Japan, and 
Korea, up to 1938. The author’s analysis 
of early American reactions in Asia should 
profit by use of H. F. MacNair’s essay in 
Survey of American Foreign Relations, 
1930, not to speak of MacNair’s revision of 
Morse’s history, unfortunately omitted 
from the reading lists appended to each 
chapter. So also with certain economic 
monographs. 

The larger and smaller chronological zig- 
zags of the volume illustrate the difficulty 
the author finds generally in tying the 
strands of the story together into a real 
integration. Adding the three chapters on 
cultural progress to his political narrative 
still fails to provide us a perspective over 
the logical and interrelated réles of these 
aspects. That may be the penalty we 
must pay for some years for desiring in one 
volume all the facts and opinions the 
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author offers us; a thoroughgoing, inte- 
grated analysis of modern trends is as 
sorely needed as a really penetrating analy- 
sis of the old cultures of the Far East. 
Still; Mr. Vinacke’s volume is at present 
useful to the student for perspective, for 
reference, and for bibliography. 
Maurice T. Price 
University of Chicago 


TANNENBAUM, Frank. Peace by Revolu- 
tion. Pp. 317. New York: Columbia 
University Press, 1933. $3.50. 


The main emphasis of this volume is 
upon the period since 1910, but a third of 
it deals with the four centuries of Mexican 
history that preceded. It includes a his- 
torical discussion of race, religion, and 
politics, but these serve as a background 
for a more extensive treatment of the land, 
labor, and educational policies of the epoch 
since 1910, which is known in Mexico as 
“The Revolution.” The church problem 
is discussed with fine understanding and 
without prejudice. The program of the 
Revolution is set forth with deepest sym- 
pathy. 

The whole work is written with kindly 
appreciation for the Mexican masses and 
in excellent style. The drawings of the 
artist are effective. Tannenbaum has at- 
tempted to present a synthesis. He has 
subordinated details and endeavored to 
give unity and meaning to Mexican his- 
tory. Perhaps his story is too simple, but 
he would probably be the first to admit 
this, since he appears to have a full realiza- 
tion of the complexity of the subject. He 
confronted a choice between over-simpli- 
fication and confusion, and he preferred the 
simplicity of a central theme. He con- 
tends that Mexican. national history re- 
veals a general trend and that this trend 
has been in the direction of “ undoing” the 
Spanish Conquest and ejecting the ele- 
ments of culture imposed by the Conquest 
and three centuries of colonial rule. 

The author’s viewpoint is correct and 
illuminating, if not followed too narrowly. 
The tendency has been to reject the ancient 
aristocracy and the ancient exploiters, to 
abolish special privileges, and to reverse 
the former disposifion to repress and de- 
fame the Indians and the mixed breeds. 
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It is unlikely, however, that every element 
of Spanish culture will be wprooted, or 
even that the most radical of the Mexican 
reformers will desire to eradicate every- 
thing Hispanic. The Spanish language, 
Spanish place names, Spanish churches and 
public buildings will be retained. Spanish 
saints, endowed with some of the attributes 
of the native deities, will not be cast out 
of the temples. The Catholic religion, na- 
tionalized and somewhat diluted with 
native cults, will probably endure, and an 
effort will be made to restore the adminis- 
trative unity of the Spanish period. The 
renunciation will be eclectic. A complete 
return to the pre-Conquest mode of living 
would mean a return to oppression, inter- 
necine war, chaos; the resumption of bloody 
human sacrifices and degrading supersti- 
tions, and the total rejection of modern 
science and technology. 

The slogan of Indianismo signifies only 
that the Indian will be respected and given 
both to develop his talents and to partici- 
pate in the government of his village and 
his nation. He will surely be indoctrinated 
with nationalism and taught some of the 
ways of a more complex civilization, but 
there will be a disposition not to impose 
foreign culture traits too rapidly and ruth- 
lessly, to grant him the privilege of rejec- 
tion and adaptation, to treat him as a 
human being with a mind and a spirit of 
his own. The Indian will be dealt with 
patiently, gently, and respectfully, if the 
reformers do not abandon their ideals and 
lose their enthusiasm, and 2f the pressure 
of the external world does not prove too 
powerful. 

Tannenbaum appears to write with the 
idealism and the fire of a French philos- 
opber of the eighteenth century. The 
tender respect for the personality of the 
weak and untutored which he envisions 
may require the overthrow of the capital- 
istic system, and it might not prevail even 
if that system were overthrown. But he 
would probably admit this also. Among 
the many valuable books whicl#t have been 
written about Mexico during the last two 
decades, his volume will doubtless assume 
a high rank. ° 
“ J. Frev Rrepy 


Duke University 
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MacCorkxiz, Stuart ALEXANDER. Ameri- 
can Policy of Recognition toward Mex- 
ico, Pp. xii, 120. Baltimore: Johns 
Hopkins Press, 1933. $1.00. 


The author of this study confines him- 
self strictly to that portion of our relations 
with Mexico which deals with the recog- 
nition of governments. His purpose is to 
determine whether the United States has 
followed towards Mexico what might be 
called a policy of recognition, and, if so, 
how such a policy conforms to our general 
recognition policy. After a careful and 
well-documented presentation of the evi- 
dence, he concludes that the rapidity with ` 
which Mexican governments have changed 
has made a consistent policy of recognition 
a difficult matter. Im any event, we have 
followed strictly neither the de facto rule 
nor the rule of legitimacy. The latter, _ 
however, has been the dominant emphasis, 
even from the beginning in 1822. We have 
asked for evidence of the stability of the 
new government, usually in the form of 
some sort of expression of popular ap- 
proval; and we have asked for a recognition 
of international obligations, coupled with 
an ability to perform them. 

Any apparent change in our funda- 
mental policy has been duegto the shift of 
emphasis from the first to the second of 
these points as our own material interests 
in Mexico have increased. 

H. K. Norron 

New York City 


Crawrorp, Davi Liyincston. Paradox 
in Hawat. Pp. iv, 259. Boston: The 
Stratford Company, 1933. $2.00. 


This book by the President of the Uni- 
versity of Hawaii should be of interest to 
two groups of readers. To those whose 
factual knowledge of this United States 
territory has been obtained largely from 
steamship company advertisements and 
newspaper accounts of the spectacular 
Massie murder trial, it is recommended as 
a readable source of authentic information. 
Although primarily not a history of the 
territory, the first half of the book con- 
stitutes an interestingly written story of 
how this primitive island kingdom devel- 
oped into what is present-day Hawaii. 
The social scientist, however, will be chiefly 
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interested in the author’s analysis of the 
problem which has resulted from the simul- 
taneous introduction into this island 
domain of two basic concepts of American 
civilization: capitalistic industrialism and 
universal democratic education. 

Because the chief industries of the terri- 
tory, sugar and pineapple, found it more 
profitable (from the capitalistic view- 
point) to organize themselves on the plan- 
tation basis, which necessitated the impor- 
tation of cheap foreign labor, Hawai now 
has one of the most heterogeneous popula- 
tions in the world. And because the 
territory included the children of these 
foreign laborers in its program of universal 
education, it finds itself with an ever grow- 
ing number of young people educated to 
the degree that they are not willing to 
accept the only type of employment that 
is available. As a solution to the problem, 
the author proposes a system of “New 
Era Schools” in which the present high 
school would be largely replaced by con- 
tinuation schools, thus providing for a 
gradual tapering off of the educational 
process, combined with a gradual induc- 
tion of youth into industry. Free higher 
education, including college preparatory 
work in the high school, would be limited 
to a relativel¥ small group who were able 
to profit from such training, and for whom 
preferred positions might be found. 

Whether or not one agrees with the 
author’s belief that a similar conflict be- 
tween education and industry will develop 
in the nation as a whole, his suggestions 
for reorganizing secondary education are 
worthy of serious consideration. If and 
when such a conflict occurs, it is likely that 
education rather than industry will be 
subject to the greater alteration. 

E. LoweLL KELLY 

Connecticut State College 


Wirte, Cart. A History of Canada. 
Pp. 443. New York: F. S. Crofts & 
Company, 1933. $6.00. 

It is gratifying to see Mr. Wittke’s book 
in another edition already. The author 
has used the reprinting to make some ad- 
ditions and some subtractions, both of 
which operations increase its value. The 
series to which it originally belonged ap- 
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parently having quietly expired, the two 
editorial introductions which occupied 
fourteen valuable pages have now been 
eliminated, and in their place there has 
been added a new concluding chapter deal- 
ing with the events of the last five years. 
The chapter on Canada and the Empire 
has been revised and lengthened and small 
changes and corrections have been made 
throughout the text, in particular in re- 
spect to the points to which attention was 
called in the Canadian Historical Review 
of December 1928. The bibliographies in- 
corporate some but not all of the Important 
new publications. 

It is interesting to note that Professor 
Wittke is not so sure now as he was before 
of the importance of Canada’s rôle as inter- 
preter between Great Britain and the 
United States; an uncertainty which the 
present reviewer, from his acquaintance 
with the depth of American unconcern for 
what lies north of the border, can quite 
appreciate. Mr. Wittke regards Canada 
as a virtually sovereign state, though he 
seems to accept the view that she would be 
at least passively at war if Great Britain 
were. Most Canadians would agree, but 
many would contend that the converse is 
now equally true, and that if Canada chose 
to be at war, so would Britain be also. 

The new chapter, from its nature, can- 
not be more than an outline of current 
events, and while the information given is 
useful and free from serious mistakes of 
commission, it hardly lends itself to his- 
torical analysis. The assault that the 
present government has made upon the 
powers of parliament, for example, can for 
the moment only be noted—not evaluated. 
The wisdom of attempting to write the 
history of a country down to the day be- 
fore the book is published is dubious. 

The book stands, as it did in its first 
edition, a useful and able contribution to 
Canadian historiography. 

A. R. M. Lower 

Wesley Gollege 


e 
SULLIVAN, Mark. Our Times: Vol. V, 
“Over Here.” New York: Charles Scrib- 
ner’s Sons, 1933. $3.75. 
Mark .Sullivan,* who has aspired to be 
the Horace Walpole of our day, is gradu- 
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ally bringing his gossipy depiction of 
America during the present century closer 
to the contemporary scene. I regret to 
have to say that as he makes progress he 
loses steam. 

The present volume portrays a charac- 
teristic potpourri of clippings, cartoons, 
photographs, and other minutiz, pinned 
together with that breezy journalistic com- 
ment at which Mr. Sullivan is particularly 
adept, the behavior and attitude of the 
home sector during the World War. It is 
not a task for which the author is well 
fitted. His talents are reportorial rather 
than interpretive; and there is something 
essentially sophomoric about his attempts 
to sit in judgment on the reactions of the 
American people and to philosophize over 
the sequence of events which brought on 
‘the conflict, brought us into it, and 
brought about the feverish aftermath 
which we still endure. 

Sullivan is no economist, no sociologist, 
no metaphysician. He has neither the 
technical nor the mental equipment needed 
to survey objectively this grandiose trag- 
edy. He is only a supreme newspaper 
man, and this simply is not adequate for 
the Herculean goal he has set for himself. 
When he confines his efforts to those func- 
tions of which he is actually master, and 
gathers those trivia out of which he knows 
so well how to confect a true and signifi- 
cant picture, he is somewhat more suc- 
cessful. But even here his work 1s at a 
disadvantage compared with his poignant 
and memorable forays into the turn of the 
century. He is getting closer to the pres- 
ent time, when his readers are either too 
young to be concerning themselves about 
reminiscence or too old to look upon fifteen 
short years ago as the starry recollections 
of youth. Nor is there any glamour im- 
plicit in the events which he resurrects. 
As we read, we feel, alas, like the dog 
dragged back to the scene of his misbe- 
havior; and that is no mood in which to 
absorb history. s 

Mr. Sullivan’s skill and industry in as- 
sembling his material in nowise diminish 
through the years. He simply suffers by 
reason of the fact that it is no’ longer 
suffused with the romante of fleeting time; 
and that events have grown too serious to 
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respond to a technique essentially jejune 
and frolicsome. . 
ALPHONSE B. MILLER 
Philadelphia 


Keyser, Erica. Die Geschichtswissen- 
schaft: Aufbau und Aufgaben. Pp. iv, 
248, Munich and Berlin: R. Olden- 
bourg, 1931. Paper, M. 9; Linen, M. 
10.80. 


It is high time that some adequately 
equipped scholar wrote a handbook on 
historical method. Graduate students in 
history are perpetually enjoined to read 
Bernheim’s treatise, but nobody has seen 
fit to translate it, and it is many years out 
of date. Indeed, one may suspect that 
the references and learned footnotes it has 
deposited in the literature are not all jus- 
tified. 

In spite of this obvious need, however, 
Keyser’s monograph on historical science is : 
not to be recommended. The opening 
chapter beats the Devil around the bush in 
an attempt to reconcile historical objectiv- 
ity with practical utility in national affairs, 
and at the end we are no wiser than when 
we began. What merit the book possesses 
lies in the discussion of the various con- 
crete subdivisions of history, and not in its 
methodological penetration. This proviso 
made, we may say that the chapters on 
cartography, historical museums, chrono- 
logical history, the use of sources, and 
folklore are of considerable value. 
Whether they are of sufficient worth to 
justify another book is an open question. 

Howard BECKER 

Smith College 


Baner, Rares Epward. An American 
Colossus: The Singular Career of Alex- 
ander Hamilton. Pp. 318. Boston: 
Lothrop, Lee & Shepard Company, 1933. 
$3.00. 


To be worth while, a biography must 
contribute something fresh and significant, 
from the research or else from the inter- 
pretive standpoint, to our understanding 
of its hero. I greatly fear that the author, 
in this study of Alexander Hamilton, has 
managed neither. 

The most interesting fact in Hamilton’s 
early life was his astounding precocity. 
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Mr. Bailey has collected the data in evi- 
dence, but he has not been able to 
dramatize them. Consequently Hamil- 
ton’s achievements before he reached 
manhood do not seem the miracles to the 
present reader which they were to his own 
generation. Hamilton’s war experiences 
are rather perfunctorily related, the mtense 
quality of his quarrel with Washington 
being missed entirely. 

But it is when we come to his later career, 
that first molding of the fiscal policy of the 
young Nation which has actually given 
direction to our social and economic think- 
ing down to the present day, that we are 
forced to the conclusion that the present 
biographer has literally nothing to tell us. 
No novice hoping to familiarize himself 
with this very important figure in our 
affairs would even realize this importance. 
The treatment, both factually and editori- 
ally, is inadequate. The bald outline of 
Hamilton’s career is there, but it is infused 
with neither new material nor informative 
craftsmanship. 

Axpuonse B. MILLER 

Philadelphia 


Anprews, Coartes M. Our Earliest Colo- 
nial Settlements. Pp. viii, 179. New 
York: New York University Press, 1933. 
$2.50. 


In. these six lectures, given on the Anson 
G. Phelps Lectureship on Early American 
History at New York University, the dean 
of American colonial historians again ad- 
dresses himself to the thesis that the early 
development of American institutions and 
ways of life must be studied from the van- 
tage ground of that English society out of 
which they emerged in all their curious 
variety. “Little that took place in Amer- 
ica in the seventeenth century,” he insists, 
“can be construed as American in any 
proper sense of the word.” (Preface, p. 
v.) With ripe scholarship he reviews the 
striking diversities of English colonial 
origins—in the abortive attempts of Ral- 
eigh at Roanoke, and in the successful 
plantation of Virginia (“a normal English 
colony”), of Massachusetts, Rhode Island, 
Connecticut, and Maryland. These differ- 
ences in original impulse and pattern are 
presented as the main determinants of the 
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evolution of the three types of English 
colonies. 

If specialists find little novelty in these 
ideas, it is partly because Professor An- 
drews himself has already so strongly in- 
fluenced our views that it will never be 
possible hereafter to write colonial history 
in a parochial spirit. But the book is 
designed for another audience, and I know 
of no better brief introduction to English 
institutional beginnings in America. 

One feeble protest must be entered. It 
is a little curious, surely, to find the author 
on more than one page displaying certain 
impatience with other approaches to his- 
tory which depend more largely upon un- 
official documents. In such a reference as 
that to “personal narratives unsupported 
by official or other authentic evidence” 
(p. 5), and soon after in the identification 
of “official records” and “authoritative 
record” (p. 6), Professor Andrews seems to 
be confusing concepts which have been 
clearly differentiated by writers on his- 
torical method. 

Verner W. CRANE 

University of Michigan 


Forsman, Grant. Advancing the Fron- 
tier. Pp. 363. Norman, Oklahoma: 
University of Oklahoma Press, 1933. 
$4.00. 


This is a volume so carefully written that 
the reader is virtually able to live over the 
events of a century ago which laid the 
foundation for what is now Oklahoma. 

Unlike most historians, Mr. Foreman 
not only is very familiar with the condi- 
tions of the Indians (those who were forced 
to “emigrate” from the East, and the 
prairie bands with whom they came into 
contact) but he presents the Indian fairly. 
He shows from well-authenticated sources 
that the immigrant Cherokees, Choctaws, 
Chickasaws, Creeks, Delawares, and Semi- 
noles, instead of being wild savages, were 
peace-loving, intelligent, and industrious, 
with a high*degree of culture. He names 
successful merchants, farmers, and mem- 
bers of the learned professions; Sequoyah, 
who invented the Cherokee alphabet, 
whigh came to be used universally by the 
Five Civilized Trtbes, and Black Beaver 
“who spoke fluently English, Spanish and 
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French, and eight separate Indian Lan- 
guages,” 

There are interesting chapters on Indian 
Customs; the attempt to form an Indian 
Confederacy; and an Indian International 
Council, to which thirty-six tribes were in- 
vited to discuss a treaty of peace and 
mutual help. Mr. Foreman condemns the 
blunders and “ignoble artifice employed by 
the Government” in effecting the removal 
of Indians from their ancestral homes. 

M. K. Syiurren 

Indian Rights Association 


Mason, ALrrpueus Tuomas. Brandeis: 
Lawyer and Judge in the Modern State. 
Pp. vi, 203. Princeton: Princeton Uni- 
versity Press, 1933. $2.00. * 


À fair statement of the objectives of this 
book is found in the Preface: “This book 
considers chiefly the public-welfare activi- 
ties, the idealogy and constitutional prin- 
ciples of Mr. Justice Brandeis. No formal 
biography is attempted.” The key to the 
point of view of the author in his analysis 
of the judicial opinions of Justice Brandeis 
is found on p. 86 where he says: “In our 
generation no man has come to the Su- 
preme Court so versed in problems pecul- 
iarly our own as Louis D. Brandeis.” His 
judgment as to the Justice’s own point of 
departure is that “the pivotal point in the 
Brandeisian analysis of our economic and 
social ills is the power of the business cor- 
poration in our modern life” (p. 42). 

Justice Brandeis came to the Supreme 
Court with no experience whatever as a 
public official, if we except occasional serv- 
ice as special government counsel. His 
experience at the bar, however, was of such 
a character as to make him familiar as are 
few judges with corporate practices and 
business ethics. To years of close contact 
with the doings of bankers and promoters 
were added extraordinary ability to master 
the intricacies of corporate finance, and a 
passion for individual rights which he saw 
being crushed under the weight of what. 
Mr. Mason calls corporate aggregates. 
These contacts produced the judge able 
brilliantly to illustrate the ancient maxim, 
ex facto jus oritur, by examples drawn 
from the living stuff of the world, about us, 
though by no means deaf to the claims of 
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tradition. They also enabled him clearly 
to see a quarter of a century ago the first 
signs of the passing of the feeling of trustee- 
ship which’ has of late marked many of 
those in high places in American business. 

Two thirds of Mr. Mason’s book are de- 
voted to the period before Mr. Justice 
Brandeis’ appointment to the bench. 
These pages constitute an appropriate 
background for the analysis of his judicial 
opinions which occupies the remainder of 
the book. Here are found complete dis- 
cussions of the opinions which deal with 
the legal status of trade unionism, the 
stable rate base and the rate of return in 
railway and public utility cases, and the 
attempt of the states to protect the indi- 
vidual entrepreneur against the competi- 
tion of large-scale business. The emphasis 
throughout is on the “social realism” of 
Justice Brandeis and his belief in the worth 
of the individual. While not written with 
the brilliance which characterizes some of 
the recent commentaries on Justice Bran- 
deis, this book is a thorough and solid 
performance. It is fully documented and 
there is an adequate index. 

Lane W. LANCASTER 
University of Nebraska 


Conen, Morris R. Law and the Social 
Order. Pp.369. New York: Harcourt, 
Brace & Company, 1933. $5.00. 


The collected essays of Morris R. Cohen 
which are presented in this profound and 
stimulating volume have all been previ- 
ously presented over a period of nearly a 
quarter of a century by the author as 
papers or reviews in The New Republic, 
Harvard Law Review, Cornell Law Quar- 
terly, American Law School Review, Co- 
lumbia Law Review, The Journal of 
Philosophy, and other philosophical and 
legal publications. 

Professor Cohen brings to his discussions 
of the law and of representative personal- 
ities in the field of jurisprudence the 
scholarship and the insight which have 
characterized his work as a legal philoso- 
pher, and the powerful advocacy of social 
betterment which has distinguished his 
work as a valiant fighter against the 
“citadel of legal unreason.” 

The essays afford much evidence of the 
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author’s command of scientific data and 
methodology. They are penetrating and 
illuminating, provocative and stimulating. 
The author has the power of lucid expres- 
sion and a flair for forceful figures. 

The essays fall into four groups. The 
first group deals with criticisms of what 
the author calls the social scene; the sec- 
ond, with law and the social order; the 
third, with law and reason; and the fourth, 
with significant personalities in contempo- 
rary legal philosophy, including Roscoe 
Pound, John Chapman Gray, Jerome 
Frank, Oliver Wendell Holmes, Fourtolon, 
Rudolf von Jhering, Joseph Kohler, Hugo 
Krabbe, del Vecchio, Herbert Fishe, 
Duguit, and Harold Laski. His critical 
appraisals of Elihu Root and Herbert 
Hoover and others are caustic and pene- 
trating. 

The present reviewer has neither space 
nor the scholarship necessary to appraise 
critically the significance of Professor 
Cohen’s contributions to legal philosophy. 
Mr. Cohen uses a philosophical approach 
to the law, and the methods of science in 
dealing with legal philosophy, and illumi- 
nates his delving into these fields of knowl- 
edge with pungent satire and delicate 
irony. 

We can doeno better than follow the 
author’s own device in discussing former 
Justice Holmes’ Collected Legal Papers, in 
which he states: “But the wise reader will 
turn to the book itself for a concrete reali- 
zation of the author’s contention that to 
think great thoughts one must have a 
heroic soul.” 

G. Luoryp Witson 

University of Pennsylvania 


Wersoren, Henry. Insanity as a Defense 
in Criminal Law. Pp. 448. New York: 
The Commonwealth Fund, 1933. $3.75. 


In 1928 the Legal Research Committee 
of the Commonwealth Fund made a grant 
to the faculty of the University of Chicago 
Law School to enable it to undertake a 
study of the law governing insanity as a 
defense to crime. The law faculty secured 
the services of Mr. Henry Weihofen, now 
‘instructor in law at the University of 
Colorado, to do the work of gathering and 
preparing the material. While members of 
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the law faculty gave counsel and assistance 
to Mr. Weihofen, the work seems to have 
been prepared upon his own responsibility. 

The book is not a textbook on the sub- 
ject of the insanity defense, but is a careful 
collection and classification of the cases 
and laws dealing with that topic, arranged 
in the form of a convenient manual. The 
author interjects very few ideas of his own, 
and has purposely confined to the very 
minimum his criticism of the materials 
which he has found. He does have a con- 
cluding chapter dealing with “suggested 
reforms,” but there is little of originality 
to be found therein, most of the statements 
being taken from Glueck’s Mental Disorder 
and the Criminal Law and articles by 
Overholser, White, Keedy, Briggs, and 
others, which have appeared in the 
Journal of Criminal Law and Criminology 
and other accessible publications. The 
author, however, distinctly states that it 
was his purpose to collect existing materi- 
als in order to state what is the law in any 
given jurisdiction, and it was not his pur- 
pose to propose a “cure-all for the law’s 
deficiencies.” Thus, the book is a distinct 
departure from the usual method of pre- 
paring studies in the criminal law. Not 
only does Mr. Weihofen list all the Ameri- 
can and the leading English cases, but there 
are listed the jurisdictions which at the 
present time seem to follow each particular 
rule. In addition, the author makes an 
excellent digest of the various statutes, 
classifying them by states. And this is 
what makes the work valuable. Although 
it is not a book to read, it certainly is a 
mine of reference material which is con- 
veniently arranged and seems to be thor- 
oughly reliable. The order of subjects is 
as follows: The Legal Tests of Irresponsi- 
bility, The Burden of Proof, Witnesses and 
Their Testimony, Pleading and Procedure, 
and Present Insanity at the Time of Crim- 
inal Proceedings. Then, after the sum- 
mary chapter mentioned above, there 
follows a twenty-page classified bibliog- 
raphy and tables of the cases and statutes. 

About a year ago the reviewer was as- 
signed a committee task which involved 
the study of the state laws governing a 
poiht in the insanity field. The labor ex- 
pended was excessive when compared to 
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the information which was gleaned from a 
mass of poorly indexed compiled laws and 
unindexed session laws. Mr. Weihofen’s 
book would have given all the information 
desired, nicely summarized or digested. 
Covering the broad field of the insanity 
defense, this study should be a great time 
and labor saver for those interested in this 
subject. Many of us will be thankful for 
the careful work of the author who has 
made it unnecessary to wade through the 
cases and laws, at least up to 1933. 

As to the author’s accuracy it is difficult 
to make a statement, because his notes are 
so voluminous. However, considerable 
attention was paid to his citations from 
those jurisdictions in which the reviewer 
felt some degree of familiarity, and all of 
them seemed to be in order. A test was 
made in looking up a number of citations, 
and invariably they were correct. In fact, 
all references seem to be remarkably de- 
tailed and accurate. It is believed that, 
hereafter, when legal scholars have occa- 
sion to study some topic in the insanity 
field, they may start with Mr. Weihofen’s 
book with confidence. 

As reading matter, of course, it is rather 
dry. We hope that Mr. Weihofen, having 
gathered the material and having classified 
it, will now continue his study and present 
his constructive ideas which must have 
come to him in his labors. Surely he now 
has the basis for an authoritative treat- 
ment of needed reforms. 

The Commonwealth Fund should be 
congratulated for having made this book 
possible. Similar studies in the field of 
criminal law administration covering bail, 
the grand jury, the expert witness, crim- 
inal appeals, and probation—yjust to men- 
tion a few topics which come to mind— 
might well be made using the same plan. 
We need more really useful reference books 
such as this one. 

Newman F. BAKER 

Chicago 


CHADBOURN, J. H. Lynching and the 
Law. Pp. xi, 221. Chapel Hill: Uni- 
versity of North Carolina Press, 1933. 
$2.00. 

The actual legislatioņ on the subjeft is 
collected in this book and its effects are 
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appraised in the light of experience, pro- 
posed legislation is considered, opinions are 
gathered by a questionnaire to judges, 
lawyers, and legislators especially compe- 
tent to advise on the subject, and a model 
statute is presented. Prior investigation 
had shown that most lynchings took place 
in a rural Southern county characterized 
in general by social and economic deca- 
dence where there was emotional and 
recreational starvation. This deseription 
does not fit a lynching such as recently 
occurred in San Jose, California. This 
suggests a disquieting fear as to whether 
our more prosperous communities, fed up 
ag they have been on excitement and mock 
entertainment, now crave the stimulation 
of participation in a real tragedy. Is it a 
sort of community degeneracy of the kind 
typified by Loeb and Leopold? Certainly 
the claim of judicial inefficiency in San 
Jose, as elsewhere in the country for the 
most part (page 9), is merely an attempted 
rationalization to excuse an act really mo- 
tivated by a desire to commit a murder 
without responsibility, a passion for an 
exciting spectacle, a sadistic pleasure in 
death and mutilation, and the contagion of 
the mob spirit. 

But it may be asked, What more law is 
needed? Lynching is always murder. 
The answer is that the law is one method 
of social control, and many direct and in- 
direct devices, preventive and punitive, 
may be utilized to make the control more 
effective; e.g., a statutory definition of 
lynching as a foundation for the other 
legislation, city and county liability, auto- 
matic removal of officers where lynching 
takes place, liability on their official bonds, 
directed verdicts where the facts are clear, 
prosecution by information, prosecution by 
the attorney general, rewards, change of 
place of trial in cases giving rise to or grow- 
ing out of lynchings, immunity statutes 
for witnesses, additional power in the gov- 
ernor to call out the troops, disqualification 
of lynchers for citizenship, a test oath, an 
injunction to stimulate preventive activity 
on the part of officers and to avoid jury 
trial by contempt proceedings, and a 
Federal statute if Constitutional. The 
foregoing seems sufficient to show that this 
is a timely and valuable book for civic 
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bodies and legislators contemplating action 
on the subject of lynching. 
A. M. Kipp 
University of California 


Wricut, Quincy (Ed.). Public Opinion 
and World Politics. Pp. xiii, 238. Chi- 
cago: The University of Chicago Press, 
1933. $3.00. 


This volume consists of the series of 
addresses delivered on the Harris Founda- 
tion at the University of Chicago in 1938. 
With the exception of two American uni- 
versity professors, the authors are foreign 
journalists whose careers are briefly out- 
lined by the Editor in his Foreword. Johr 
W. Dafoe discusses public opinion as a 
factor in government; Jules Auguste Sauer- 
wein, under the heading of “The Molders 
of Public Opinion,” discusses public opin- 
jon in the economic world, public opinion 
and political organizations, and public 
opinion and the spiritual forces. As as- 
pects of “The Methods of Political Propa- 
ganda,” Edgar Stern-Rubarth considers 
the history and development of political 
propaganda, slogans, and symbols as 
creators of public opinion, and the “holy 
mission” of journalism. Most significant, 
perhaps, of these chapters is the one on 
slogans and sythbols, although all of them 
will interest American students of public 
opinion for at least two reasons: (1) be- 
cause most of the illustrative material is 
drawn from European sources—much of it 
from the period of the World War; (2) be- 
cause of the evidence that European stu- 
dents and publicists have made no greater 
progress than our own in reducing their 
observations on public opinion to definite 
and tangible terms. The subject matter is 
unfortunately of such a character that it is 
dificult for any one to be definite and 
specific in his statements without appear- 
ing to be dogmatic, and without being in 
many cases actually inaccurate. 

The concluding chapters by American 
scholars include a description of World 
War propaganda by Ralph H. Lutz who 
has had access to the valuable materials in 
the Hoover War Library, and a discussion 
of the strategy of revolutionary and war 
propaganda by Harold D. Lasswell. The 
first of these gives the best brief statement 
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of the methods and techniques by which 
opinion was regimented in war time, that 
has come to the attention of the present 
reviewer; the second gives a really signifi- 
cant analysis of the strategy of revolution- 
ary propaganda, 

An appendix preserves in full the pro- 
gram of the Institute at which these lec- 
tures were presented, as well as the names 
of those persons (outside of Chicago) who 
attended. A serviceable index is included. 
The book is well and attractively’ printed, 
although a number of evidences of care- 
Jessness in proof reading were noted.: 

W. Brooxe GRAVES 
Temple University 


JOHNSON, Crauprus O. Government in 
the United States. Pp. 696. New York: 
Thomas Y. Crowell, 1933. $4.00. 


This book is.organized according to the 
executive, legislative, judicial arrangement, 
rather than the traditional historical and 
geographical arrangement. In this respect 
it is similar to a book by Haines and Haines 
on principles of government, but it lacks 
the scope and breadth of point of view of 
the Haines volume. The jurisdictional 
arrangement of materials of American gov- 
ernment is preserved within the general 
outline, so that except for a different order 
of chapter headings, this book is just the 
same as a great number of descriptive 
volumes ori the subject. 

One advantage of this book is its time- 
liness. However, this is also a disadvan- 
tage, because, as in the case of other books 
like it, it will soon be out of date. Many 
of the recent changes in American govern- 
ment are discussed briefly by Mr. Johnson. 
The banking acts, the transportation acts, 
the Norris-LaGuardia act, the prohibition 
repeal, and the acts creating the NRA, the 
AAA, the PWA, and other independent 
commissions are all taken up in their 
proper connections. However, the general 
significance of these changes is not fully 
pointed out. e 

While thig book does not present a fresh 
and striking point of view, such as is found 
in Brogan’s recent work on the American 
‘political system, it is well written and effec- 
tively organized. The bibliographies at the 
end of each chapter are useful. While one 


190 


might expect to find the social composition 
and the economic background of American 
government well discussed by the author of 
an admirable biography on a Chicago 
mayor, such is not the case, nor is there any 
discussion in this volume of American pub- 
lic opinion and the ways in which it is 
recorded. 
Harop F. GOsNELL 
University of Chicago 


Moss, Warner. Political Parties in the 
Irish Free State. Pp. 233. New York: 
Columbia University Press, 1933. $3.00. 


Mr. Moss opens his monograph with a 
generalization that “the nineteenth-cen- 
tury notion of the parliamentarian or re- 
publican state must be replaced by the 
twentieth-century concept of the party 
state” (p. 5). Unfortunately, he fails to 
differentiate between the party state as it 
exists in Italy, Germany, and Russia and 
the parliamentary state dominated by par- 
ties—the type which he declares obsolete 
but which forms the subject of his book. 
His conclusion—that a party seeking social 
change must go much farther in dominat- 
ing national life—is already being demon- 
strated by Mr. De Valera, but this again is 
not by the multi-party methods which Mr. 
Moss confidently predicts. 

This obscurity of vision apparently arises 
from premature publication of an incom- 
plete study, which commences too late 
(1927) and lacks fundamental background 
in history and economics. Mr. Moss dis- 
misses too lightly the revolutionary move- 
ment and fails to appreciate the political 
importance of long-established habits of 
violence. Despite an obvious effort to be 
fair, he has no sympathy with or under- 
standing of conservatism; to him men are 
“enticed” into Cumann na nGaedhal and 
“pose” as champions of the Church, Even 
one of the virtues of revolution—the un- 
usual and probably temporary honesty of 
Trish politics—is not attributed to its cause. 
Fortunately his historical .introduction, 
which repeats the national myth of “an 
elaborate civilization” in medieval Ireland 
and other doubtful legends, is relatively 
unimportant, though its inadequacy leaves 
unconsidered the outsfanding Celtic “Irish 
contribution to politics in England and 
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America as well as in Ireland; namely, the 
development on the basis of an ancient 
tribal communism of an increasing pres- 
sure for paternalistic government. 

Apart from its setting, Mr. Moss’s work 
is a dispassionate and creditable study of 
the three Irish parties, Cumann na nGaed- 
hal, Fianna Fail, and Labor, from 1927 to 
1932. Its best contribution is a psycho- 
logical study of some of the bases of the 
party, reénforced by biographical sketches 
of party leaders and quotations from the 
party programs. ‘The heart of the book is 
a detailed analysis of party machinery, 
over-documented and somewhat repeti- 
gious, with chapters on Party Organization, 
Candidates and Campaigns, and the three 
elections, 1927—1932, supplemented by dia- 
grams and election statistics. There is no 
bibliography, but the preface states the 
authorities to be private conversations, the 
Irish press, and party reports, especially 
those of the Labor Party. 

Wurm F. ADAMS 

University of California 

at Los Angeles 


Wuaus, Joan. The Parkamentary Powers 
of English Government Departments. 
(Harvard Studies in Administrative Law, 
4.) Pp.205. Cambridge: Harvard Uni- 
versity Press, 1933. $3.50. 


Delegated legislation is a comparatively 
recent phenomenon in England. Broadly 
speaking, it must be considered similar in 
principle to the prerogative power of the 
Crown, which since the flight of James H 
has been so greatly curtailed. As the au- 
thor says,“ . . . because Parliament is su- 
preme and uncontrolled by the dead hand 
of a written constitution, it has been able 
to restore to the executive many of those 
powers which in 1688 seemed to have gone 
forever.” 

The present study is concerned with the 
growth of these delegated powers during 
the Nineteenth and Twentieth centuries. 
The chapter entitled “The Growth of Dele- 
gated Legislation” traces this tendency, 
and the chapter entitled “Delegated Legis- 
lation Today” reviews the present status 
of these delegated powers. Next is dis- 
cussed the question: How far does a pro- 
vision that the rules shall have effect as if 
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enacted in the act exclude review? This 
question is presented from the point of 
view of the courts and according to the in- 
ternal evidence of the statutes, and the de- 
tails of this delegated legislation are thor- 
oughly considered. Private bill legislation 
by a department is treated at length, as is 
the departmental power to modify an act of 
Parliament. 

The problem discussed in this study is 
one of the most difficult in current politics. 
What might have been presented in a 
purely didactic and factual summary has 
been given vitality by a critical and his- 
torical point of view. The treatment, 
though concise, is nevertheless excellent im 
arrangement and accuracy. It is suf- 
ciently detailed, and, moreover, eminently 
readable. The eritical and historical con- 
tent is given for the purpose of orientation, 
the subject matter being by necessity 
largely factual. No prophecies are ven- 
tured. 

Dealing as the author does with pro- 
cedure, which to him is symbolic of power, 
he unfolds the difference in point of view 
between the law and politics. The law, 
reaching back to an abstract idea, of liberty 
as conceived in the seventeenth century 
and stated in the Bill of Rights, places a 
detaining hand on the eagerness of the 
administrative services to fashion things 
anew. The author shows in this study “to 
what extent the departments have replaced 
Parliament as the sole creator of new 
rights”: he also shows that although Par- 
liament is uncontrolled by “the dead hand 
of a written constitution” and may freely 
delegate power, nevertheless in reviewing 
such statutes the courts are reactionary. 
Concerning the legal point of view, he says: 
“Armed with a dictionary, the Court im- 
partially construes the words, and since 
words have little meaning apart from an 
environment in which they are used, the 
Court, compulsorily ignorant of their true 
environment, must place them against the 
background of the Common Law, and re- 
place the assumptions of 1931 by the as- 
sumptions of Lord Coke.” 

The appendix contains a classified list of 
statutes under discussion and a bibliogra- 
phy of literature on the subject. There is 
a useful index. The postscript, written 
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since the completion of the study, is a dis- 
cussion of the report of the Donoughmore 
Committee presented by the Lord Chancel- 
lor to Parliament in April 1932, which 
treats of powers of Ministers of the Crown 
by way of delegated legislation. 
Frepericx W. KruLraAN 
Dana College 


Tuvursnwaro, Riıcuarb. Economics in 
Primitive Communities. Pp. xiv, 309. 
London: Oxford University Press, 1932. 
$7.50. 


In this book Professor Thurnwald, un- 
doubtedly the leader of German ethnologi- 
cal thought at the present time, makes a 
contribution of great value to our knowl- 
edge of economic life. It is no mere casual 
collection of descriptive studies, but a well- 
integrated treatment of the topic in which 
the sociological orientation is clearly 
marked. 

It is not to be expected, however, that 
this book will find favor with ethnogra- 
phers of the type of Paul Radin, for Thurn- 
wald is much more concerned with the re- 
current regularities to be found in economic 
behavior than he is with the minute de- 
scription of some inconsequential commu- 
nity. The reviewer says this in full 
cognizance of the fact that Thurnwald 
himself is an ethnographer of the first rank, 
whose study of the Banaro is an acknowl- 
edged classic. Nevertheless, present tend- 
encies in American ethnology make it 
necessary to stress the value of studies that, 
like the one under review, do not lose them- 
selves in the particular and the unique. 
Those who say that “ethnology is history 
or it is nothing” will find little to interest 
them here, but let us devoutly hope that 
these sloganeers will exercise an influence 
in American ethnology that is in inverse 
ratio to their vociferousness. 

But perhaps it would be well to give 
some indication of what the book is about. 
First of all, it deals with the conditions of 
primitive economics, 1.e., population and its 
means of ingrease, the food question, tech- 
nical skill, and so on. Second, in spite of 
the misguided clamor of those who sniff 
out-moded evolutionary doctrine in every 
attempt at typological classification, the 
author has made a commendable effort to 
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isolate types of economic life,’ namely: 
homogeneous communities of men as hunt- 
ers and trappers; women as collectors; 
homogeneous communities of hunters, trap- 
pers, and agriculturists; graded societies of 
hunters, trappers, agriculturists, and arti- 
sans; herdsmen; and so forth. The current 
formlessness of ethnographic presentation 
in the United States might be greatly alle- 
viated by a judicious application of Thurn- 
wald’s principles. Third, he deals with 
such forms of economie activity as handi- 
craft, barter, ownership and property, slav- 
ery, partnership and collectivism, and a 
number of other related topics. The con- 
cluding chapter, entitled The Spirit of 
Primitive Economics, is an exceedingly con- 
cise and readable summary of the whole 
book; in fact it is one of the most cogent 
epitomes of what we now know about pre- 
literate economics with which the reviewer 
is familiar. 

The bibliography, although not exhaus- 
tive, is adequate and well selected. Men- 
tion should also be made of the excellent 
diagrams to be found at the end of the text 
proper; they clarify and interpret a number 
of fairly abstract points. The only draw- 
back of the book is its high cost; if an 
abridged edition on cheaper paper could be 
brought out by some venturesome pub- 
lisher, it seems certain that it would well 
repay the risk. 

Howarp BECKER 

Smith College 


Cuarrer, Epmunp B. The Protestant 
Churches and the Industrial Crisis. Pp. 
xvi, 244. New York: The Macmillan 
Company, 1933. $2.00. 


“About four years ago a group of the 
younger men in the Christian ministry be- 
gan meeting together to discuss how best 
they could make their religion apply to the 
problems actually faced by the men and 
women of this day and generation.” Thus 
begins the author’s introduction to this vol- 
ume. ‘Their discussions led this group to 
the conclusion that “those who proclaim 
the Christian faith must declare that mes- 
sage, or they would do better to keep silent 
in this day of industrial crisis.” This book 
is “an attempt to give voice to that mes- 
sage” as understood by the group. 
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Of the twelve chapters, probably the 
most important is the ninth, “The Duty of 
the Church in the Industrial Crisis.” In 
this chapter we are told that the churches 
have the right and the duty to demand of 
the economic system that it provide “the 
necessaries and comforts of life for all,” 
security against the harsher experiences of 
life such as unemployment, sickness, and 
old age, safe and healthful working condi- 
tions, and the maximum possible liberty for 
the individual in both the economic and the 
non-economic relations of life. Moreover, 
the churches should keep before the people 
“the old ideal of equality,” the dangers in- 
herent in the present gross inequalities of 
fortune, and the necessity for fellowship 
and brotherhood among the different eco- 
nomic classes. ‘They should also supply “a 
technique of social change which will not be 
as costly as violence,” create “an atmos- 
phere of goodwill by showing men the folly 
of race and class and national prejudice,” 
and make “the individual more socially 
minded.” It is not easy to see how any 
reasonable believer could deny to religion 
any of these tasks and functions. On the 
other hand, the chapter entitled “The Drag 
of the Profit Motive” is unconvincing in 
both of its main theses. Necessary and 
adequate economic reform fequires not the 
elimination but only the curbing of the 
profit motive. The motives which the au- 
thor would substitute, namely, the desire 
for social approval, the joy of work and 
achievement, and the desire to serve one’s 
fellows, have never appealed to more than a 
small minority of the world’s workers, nor 
is it likely that this proportion can be 
greatly increased by education. The as- 
sumption that the profit motive can and 
must be rooted out of the hearts of men not 
only lacks an empirical basis but is deceiv- 
ing many sincere reformers. It is greatly 
reducing their potential usefulness and ex- 
posing them to ultimate disillusionment. 

Joun A, RYAN 

National Catholic Welfare Conference 


Berpvrarv, Nicaouas. Christianity and 
Class War. Pp. 128. London: Sheed 
and Ward, 1933. $1.50. l 
The author, a Christian socialist, pleads 

with Christians to face the reality of the 
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class struggle and put forth their best ef- 
forts to spiritualize the conflict. It is not 
the business of the Church to propose the 
technique and methods of the class war, 
but it is her duty to emphasize human 
values and the sacredness of personality, 
and to preach against hatred. Mr. Berd- 
yaev thinks that Christians should side 
with the workers, since they are the victims 
of injustice. The proletariat will eventu- 
ally win, but if the new world order is to be 
truly spiritual, this class which will control 


the new society must be taught the vital _ 


principles of Christianity. 
Ray H. ABRAMS 
University of Pennsylvania š 


ABRAMS, Ray H. Preachers Present Arms. 
Pp. xix, 297. New York: Round Table 
Press, 1933. $2.50. 


The literature on war and the symbol 
specialists has been definitely enriched by 
this painstaking record of how the Ameri- 
can clergy anointed war with words. Those 
who are bound to the masses for income 
and deference respond to variations in 
popular mood and compete in its intensi- 
fication. Intellectuals and semi-intellec- 
tuals burgeon in profusion in our literate 
culture and come into their own in collec- 
tive crises. As Abrams judiciously allows, 
the record for the symbol-slingers who 
were clergymen is no doubt typical for all 
those who live from the public. 

After alluding briefly but pointedly to 
the part played by the clergy in the Revo- 
lutionary, the Civil, and the Spanish- 
American Wars, the present book reviews 
the utterances of preachers at the begin- 
ning of the World War in Europe, in the 
days of our “neutrality,” as we mobilized 


for war, and as we continued the war. The 


story is told without unnecessary rough- 
ness, except in so far as telling the story at 
all is harrowing to the sensibilities of the 
gentlemen in question and the community 
at large. 

For those who have some special interest 
in seeing how symbols normally connected 
with peace can be rearranged for war, the 
Abrams volume is a stout anthology and a 
handy thesaurus. “We must help in the 
bayoneting of a normally decent German 
soldier in order to free him from a tyranny 
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which he at present accepts as his chosen 
form of government. We must keep the 
flag and the Cross together, for they are 
both working for the same ends.” (This is 
contrasted with the instructions to young 
officers: “ We’ve got to teach these men to 
be mean, they must look mean, act mean 

. we've got to put the spirit of kill in 
our men, and so put the fear of Christ in 
the Germans.”) 

The book has some new facts about the 
behavior of the “irreconcilables.” After 
combing the country, Dr. Abrams found 
seventy preachers ‘who remained pacifists 
even though there was a war. Other names 
were collected but could not be verified. 

The concluding chapter offers some sane 
comments on the nature of the culture 
which creates clergy who act as American 
clergymen did. 

Harotp D. Lassweiu 

University of Chicago 


Waca, Joacum. Einführung in die Reli- 
gionssoziologie. Pp. xvi, 98. Tübingen: 
J. B. C. Mohr (Paul Siebach), 1931. 
M.A. 


It is refreshing to read a book on the soci- 
ology of religion that does not immediately 
lead us into the cloud-capped regions of ul- 
timate values. After all, the sociology of 
religion should be like other sociology, i.e. 
it should eschew value-judgments and re- 
main on a strictly empirical basis. The 
only function of the sociologist is to deter- 
mine the ways in which social structures 
affect ideologies and vice versa. Anything 
beyond this is of the Devil. 

The opening chapter is a precise exposi- 
tion of the nature of the sociology of reli- 
gion and its place in the brotherhood of the 
social sciences. Following this, Wach sets 
forth his basic concepts and indicates their 
relation to each other. Although not so 
rigidly systematic as one might wish, he 
succeeds in making his conceptual frame of 
reference fairly clear. In succeeding chap- 
ters he analyzes the influence of religion 
upon the gocial order as a whole and upon 
various subordinate groupings, but does 
not neglect to trace the reverse sequence, 
namely, the influence of the social order 
and its component. units on religion. 

The appendix is perhaps the most im- 
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portant part of the book, for it deals with 
Max Weber as a student of the sociology of 
religion. We have had altogether too 
much discussion of Weber’s work on the 
relation of Calvinism to capitalism, and 
far too little of his extended analysis of the 
major world religions. This is in part due 
to the fact that Weber has been used as a 
stalking horse by the institutional econo- 
mists; the larger sociological implications 
of his work have been lost sight of almost 
entirely. An example of this is Parson’s 
translation of The Protestant Ethic; insuf- 
ficient stress is laid on the fact that Weber’s 
analysis of Protestantism is after all only a 
fragment of his vastly larger work dealing 
with religions as diverse as those found in 
China, India, the Mohammedan world, and 
ancient Israel. More studies like the one 
under review, if only they could be made 
available in English, would help to correct 
this misconception of the scope of Weber’s 
work. This is not to say that Wach is an 
uncritical follower in the footsteps of the 
master; although he remains true in all 
essentials to Weber’s method, he has no 
illusions concerning its shortcomings in 
various points of major and minor detail. 

When the section on the Sociology of 
Religion at the annual meetings of the 
American Sociological Society ceases to 
bring forth piddling papers on the number 
of church members in Podunk, and con- 
cerns itself with fundamental issues, we 
may look for something worthy of standing 
by the side of Wach’s little brochure. But 
not until then. 

Howard BECKER 
Smith College 


Tuomas, Dororny Swaine, Aurica M. 
Loomis, and Rura E. Arrineron. Ob- 
servational Studies of Social Behavior. 
Pp. xxi, 271. New Haven, Conn.: Insti- 
tute of Human Relations, Yale Univer- 
sity, 1933. $2.50. 


This report deals with a particular stage 
in a specific program. Accordsng to the in- 
vestigators the aim of the inquiyy has been 
directed toward obtaining “some. simple 
statistical indices of the kind, amount, o 
range and degree of variation of social ac- 
tivity of individuals in ¿normal situations 
of differing degrees of structuralization ” 


Tue ANNALS or THE AMERICAN ACADEMY 


(school, work, and recreation groups, and 
so forth). 

Part I presents the program of observa- 
tional studies, in which the attempt is made 
to develop “simple” indices of social inter- 
action and to define individual and group 
behavior in terms of these indices. 

Part IT represents more rigid tests of the 
capabilities and the deficiencies of the ob- 
server's use of the techniques. For instance, 
the results of the observation of characters 
in moving picture films are described and 
analyzed to-throw light upon the degree of 
reliability of the specific techniques em- 
ployed, the gross errors of observation, the 
hiased errors of individual observers, the 
influence upon reliability of the specific 
situation observed, and finally the deficien- 
cies of the records of ordinarily observed 
behavior as compared with records more 
nearly approximately “true” behavior. 

The investigators have chosen the 
method of direct observation of individuals 
and groups and have attempted to derive 
differentiating indices of social behavior 
wholly in terms of the observational rec- 
ords of some of its overt aspects. 

Table VII affords a concrete illustration 
of methods and results. It presents the 
“Pearsonian coefficients of correlation þe- 
tween the mean number of Mtervals of Be- 
havior per Child for 16 Odd-numbered Five 
Minute Samples and Mean Number of In- 
tervals of Behavior per Child for 16 Even- 
numbered Five Minute Samples.” If these 
are the simple statistical yardsticks that 
the investigators set out to discover, one 
can only await with bated breath the more 
complicated indices that may be evolved 
later. 

After reading the more than 200 pages of 
text, and after looking over the tables (31 
in number), (charts 14), and figures (17), 
this reviewer is reminded of one of his fa- 
vorite plays—The Tavern—which was con- 
stantly raising the question, “ What’s all 
the shooting for?” 

In fairness to the authors it should be 
immediately pointed out that this report, 
which is the first of two volumes, has been 
put out to elicit comment and criticism. 
However, one is a bit disturbed to learn that 
the second tome will deal not with the es- 
sential meaning of the data collected but 
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rather with its reliability, and will consider 
particularly the differential factor of an 
observer’s self-consistency. It will also 
present the “results obtained by a method 
of recording where one of the variables (the 
timing error) has been more completely 
controlled through mechanical aids.” One 
can only hope that, in addition, the authors 
will elaborate on the probable significance 
of their data. 

The problem of giving the reader clues to 
the processes of the investigator’s mind is 
undoubtedly a difficult and serious matter 
in any technical report. Rather than affect 
the reader’s judgment by influences outside 
of the facts themselves, it is often better to 
present bare data. But the investigator 
who publishes bare data usually places too 
much hope in the reader; he hopes that the 
reader will analyze the data for himself. 
As a matter of fact, analysis by the investi- 
gator himself is peculiarly valuable; prob- 
ably no one else will again live m such close 
proximity to the material and be so fully 
cognizant of its relative worth and ques- 
tionability. An arrow pointing directions 
at a crossroad is of inestimable value to a 
traveler, and is seldom misleading to a sur- 
veyor or a cartographer. 

C. Lorurr Fry 

University of Rochester 


Keittoce, W. N. and L. A. The Ape and 
_ the Child. Pp. xiv, 341. New York and 


London: Whittlesey House, McGraw- . 


Hill Book Company, Ine., 1933. $3.00. 


Originality in research problems is suf- 
ficiently rare to deserve a hearty welcome 
when it appears. It has appeared in the 
project outlined in this book. The work 
is offered as a contribution to the literature 
on heredity and environment, and seems to 
show the remarkable potentiality for devel- 
opment of a chimpanzee providing that the 
milieu provides a sufficiently warm coer- 
cion. The idea is that a human child and a 
baby chimpanzee were subjected for a 
period of nine months to environmental in- 
fluences as nearly identical as the experi- 
menters could make them, and the advance- 
ment of the two then observed, measured, 
and compared. At the initiation of the 
experiment the child was 10 months old 
and ape 714. 
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What would seem to the reviewer to be a 
taxing and confining research project has 
been handled with exceptional honesty, ob- 
jectivity, and pains, and the result is a docu- 
ment which has its own inner stamp of 
reliability. 

The orientation is psychological, and 
great care is taken to observe and record 
minutely the behavior of the subjects in 
formal as well as informal situations. 
Good use is made of comparative testing 
techniques, and special fields of excellence 
for each of the two subjects are indicated. 
Photographs and diagrams are used in the 
book and prove to be valuable in helping 
the reader to get hold of the material. 

In general, the book shows admirably 
the way in which the milieu operates selec- 
tively on the capacities of individuals, iso- 
lating some for encouragement and special 
patterning. The ape is of course more 
mature in physical respects than the child, 
and early surpasses it in some types of per- 
formance. The most interesting thing 
about the ape to this reader was its “ greater 
susceptibility to motivating influences” re- 
ported on p. 274. It also appears (p. 83) 
that the ape does not go “naturally” for 
trees, except in so far as they offer, in com- 
mon with other objects, opportunities for 
acrobatics. 

The book is of course defined (and lim- 
ited) by the concepts of the experimenters. 
The idea of “stimulus and reaction” is the 
polar orientation, and they have selected of 
course the best field for its application, i.e., 
the behavior of very young persons. These 
concepts tend to block the vision for 
autonomous motivation in the young sub- 
jects, if any there be. Somehow or other, 
too, the book fails to leave a central im- 
pression about the subjects—the writer 
cannot say just how, but there is a curious 
segmental effect and one feels oneself at the 
end pressing toward statements and im- 
pressions which would consummate the 
experience. This does not happen, and 
perhaps one has no right to ask that it 
should. Af any rate the reading of the ma- 
terial is a valuable experience, and one is 
glad to have it in one’s background for 
future reference. 

i ° JonN DOLLARD 

Yale Institute of Human Relations 
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Hennie, Ricard. Geopolitik. Die Lehre 
vom Staat als Lebewesen. Pp. viii, 396. 
Leipzig and Berlin: B. G. Teubner, 
1981. Linen, RM 16.20. 


Hassincer, Hueo. Geographische Grund- 
lagen der Geschichte. Pp. xii, 331. 
Freiburg im Breisgau: Herder & Com- 
pany, 1931. (American Branch, St. 
Louis.) $2.75. 

The power of new words is immense. A 
few years ago Kjellén coined the word 
“geopolitics” and wrote a book, entitled 
The State as a Form ef Organic Life, that 
perpetrated all the old organismic delu- 
sions behind the smoke screen of a ponder- 
ous set of neologisms. ‘The evil that men 
do lives after them, and in Kjellén’s case it 
took the form of a whole school of geopoli- 
tics equipped with abundant enthusiasm 
and moral fervor. 

Hennig’s treatise is the latest monstrosity 
to plague Kjellén’s memory. It is a sorry 
comment on contemporary thought in Ger- 
many that this wholly mediocre effort to 
justify a new brand of Pan-Germanism is 
now in its second edition. Whatever is 
good in the volume is to be found in 
Ratzel’s Political Geography and kindred 
treatises, and the rest might have been 
written by Dr. Goebbels. 

Utterances like this may lead the reader 
to the conclusion that the reviewer does not 
like the book. That may well be. At the 
same time, it is worthy of the attention of 
human ecologists, for it carries out, how- 
ever inadequately, some of the ideas latent 
in the concepts of dominance, invasion, and 
succession. Moreover, it abounds in excel- 
lent maps and diagrams, and for this reason 
alone should be on the reference sheli—if 
better volumes are not available. 

When we turn to Hassinger’s treatise, 
Geographical Foundations of History, we 
are no longer confronted by geography in 
the tow of nationalism, but by a work con- 
forming to the highest standards of disin- 
terested science. The book covers the same 
general topics as Semple’s Influences of 
Geographic Environment, but 4t is marked 
by much more restraint and knowledge of 
the monographic work of the historians. 


Moreover, it has extensive international’ 


bibliographies and an excellent index, and 
is well bound. Unfortunately, the maps 
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are not so abundant as they should be. 
Apart from this one drawback, however, 
no serious objection can be taken to any . 
aspect. 

It should go without saying that libraries 
with limited funds (should one say “all 
libraries”?) will have to choose between 
these treatises, and certainly there can be 
no doubt as to which they should choose. 
Howard BECKER 
Smith College i 


Dusuin, Lovis I., and Bessw BunzeL. To 
Be or Not To Be: A Study of Suicide. 
Pp. 448. New York: Harrison Smith 

* and Robert Haas, 1933. $3.50. 


Although the title may seem to indicate 
that this volume was written mainly for 
popular consumption, it contains much 
valuable material for the social scientist. 
One of its unique characteristics is the 
many phases of the suicide problem which 
it attempts to cover. In fact, it represents 
perhaps the most comprehensive study of 
its kind in the English language. Herein 
lies much of its merit as well as its short- 
comings. 

The treatment of the subjett matter is 
organized under seven main sections with a 
total of twenty-four chapters. Approxi- 
mately one third of the i Ra is devoted 
to a conventional and not overly discrimi- 
nating statistical analysis of suicide from 
the points of view of extent, trends, age, 
sex, race, nationality, religion, war, season, 
economic conditions, and methods of self- 
destruction. The data on which this analy- 
sis is based were taken from various pub- 
lished sources, both primary and secondary, 
and from the records of the Metropolitan 
Life Insurance Company. 

A section on the “Historical Back- 
ground” discusses the relationship of sui- 
cide to certain attitudes and culture 
patterns prevalent among primitive peo- 
ples, Orientals, Jews, Christians, Greeks, 
and Romans, and in contemporary society. 

Two chapters are devoted to the subject 
of suicide as it pertains to law and in- 
surance. 

The section on the “Psychology of Sui- 
cide” is of especial interest to the social 
scientists, since it is concerned with such 
questions as psychological mechanisms, mo- 
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tives of suicide, and mental diseases as a 
factor in suicide. In their interpretations 
the authors manifest a decided, if not too 
critical, penchant for the psychoanalytic 
(see especially Chapter XXI). 

The last two chapters in this volume are 
devoted to the problem of control, with 
particular emphasis on mental hygiene. 

In addition to the wide sweep of topics 
covered, there are valuable statistical ap- 
pendices, a detailed index, and a bibliog- 
raphy of over two hundred items. It is 
apparent, however, that a few really im- 
portant studies have been omitted from the 
bibliography. 

This book is a useful contribution to the 
literature on suicide, and should receive the 
careful attention of those interested in 
the general field of social pathology. 

Cavin F. Scamp 

University of Minnesota 


Brown, Lawrence Guy. Immigration. 
Pp. xu, 419. New York: Longmans, 
Green and Company, 1933. $3.00. 


Although immigration into the United 
States has virtually ceased, books on the 
subject continue to appear. This is as it 
should be; immigration has constituted a 
major aspect of American life, and it is to 
be expected that interest in it will continue 
to exist and to express itself. 

Mr. Brown’s book is not confined to the 
ordinary discussion of the quantitative, his- 
torical, and economic aspects of immigra- 
tion; nor does it deal in any large measure 
with the restriction controversy. It con- 
sists rather of a well-balanced and objective 
treatment of immigration as an aspect of 
culture in the United States: the immi- 
grant is seen (in his true light) as a carrier 
of culture, and is related to the whole proc- 
ess of cultural development in the United 
States, and migration is related to culture 
in terms of fundamental sociological con- 
cepts. 

The volume contains fairly adequate bib- 
liographies, and it is a piece of beautiful 
bookmaking. Its shortcomings are: its 
title does not fit the subject matter; it 
omits or slurs over many items of impor- 
tance, such as the deportation movement, 
the contributions of the immigrant to the 
various aspects of American life, and so 
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forth; it fails to mention several important 
books, such as Wilcox and Ferenczi, Inter- 
national Migrations; Crocker, Japanese 
Population Problem; Eaton, Immigrant 
Gifts to American Life; Ichihasi, Japanese 
in the United States; Adams, Ireland and 
Irish Emigration; and some important im- 
migrant biographies and autobiographies; 
and, finally, it introduces the pedantic de- 
vice of “written assignments” and “ ques- 
tions ”—but for this last the author is not 
responsible. 

AJl in all, howeyer, this is the first 
broadly systematic attempt—so far as this 
reviewer knows—made in this country, or 
perhaps anywhere else, to treat the immi- 
grant as an agent of culture contact, con- 
flict, and interaction in the United States. 

CONSTANTINE PANUNZIO 

University of California 

at Los Angeles 
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Introduction 


HE statement of Adam Smith 
which appears in the first of the 
following articles expresses succinctly 
the reason for the existence of this vol- 
ume. “Consumption,” he said, “is the 
sole end and purpose of all production; 


. . . the interest of the producer ought ` 


to be attended to only so far as it may 
be necessary for promoting that of the 
consumer. ... But under the mer- 
cantile system the interest of the con- 
sumer is almost constantly sacrificed 
to that of the producer; and it seems to 
consider production, and not consump- 
tion, as the ultimate end and object of 
all industry and commerce.” This 
stricture on mercantilism retains its 
validity within the Second Industrial 
Revolution and the present NRA 
period. 

Only in recent years have there been 
any extensive studies of the ultimate 
consumer as*such. A university li- 
brary may contain 600,000 books, with 
ten directly classified under “con- 
sumer.” Of these ten, seven or eight 
will have been written by advertising 
men or marketing agents interested in 
the consumer only as a potential cus- 
tomer. The consumer himself, seen 
narrowly as a person attempting to 
exchange a limited income for a max- 
imum of the end goods and services of 
the industrial world, is seldom consid- 
ered. In this volume on the other 
hand he has been investigated largely 
from that point of view. Space has 
not been available to balance to any 
extent this predominant consumer 
outlook with contrasting ones; rather 
there is here offered a symposium 
which may enable the consumer—in 
the most general sense every one—to 
compare his interests as consumer 


( 
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with his interests as producer and as a 
member of society. 


It seems desirable to mention here 
certain relevant topics which have 
been omitted but which a well- 
rounded sympoaitfm should include. 
They cannot be treated in detail, and 
are noted simply to add to the compre- 
hensiveness of the review. 


PERSONAL SERVICES 


An appreciable portion of the con- 
sumer’s dollar goes to physicians, law- 
yers, barbers, plumbers, automobile 
mechanics, pharmacists, tailors, and 
others supplying personal services. 

Medical service is the only one of 
these that has been studied intensively. 
To judge any plan “for protection of 
consumers,’ the Committee on the 
Costs of Medical Care! set up six 
criteria, one of which is: “The basic 
plan should include provisions for as- 
sisting and guiding patients in the se- 
lection of competent practitioners and 
suitable facilities for medical care.” 
At present, the consumer’s choice of a 
physician may be based on hearsay, 
tradition, or accident, with little or no 
means available for determining his 
qualifications. The Committee fur- 
ther “was forced to recommend, as the 
only ultimate solution for the great 
majority of consumers, group practice 
of medicine and group payment of 
medical services.” The Committee 
also expressed the opinion that “much 
of the $125,000,000 [spent annually for 
the service’ of naturopaths, faith heal- 
ers, and similar groups] and virtually 


* Quotations in this paragraph are from an 
article by William T. ‘Foster, a member of the 
Committee, in the Atlantic Monthly, Jan. 1933. 
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all of the $360,000,000 [spen= fcr patent 
medicines] are wasted.” 


STANDARDS 


Excerpts from the repzrt of the 
Committee on Consumer S.andards of 
the Consumers’ Advisory Enazd of the 
NRA (December 1, 1933) sre given in 
several of the articles; th following 
quotations are supplied he-= for com- 
pleteness and because th=y express 
views differing frofmesome which ap- 
pear elsewhere in the volun. 


Reasons for Action: 


1. Conditions of modern incustry neces- 
sitate the use of quality standa-is for goods 
bought at retail. Therecovery program ac- 
cordingly calls for the developrent and use 
of standards for consumer gc-ds: (a) to 
make effective the codes of fur competi- 
tion; (b) to help increase and sp-ead pur- 
chasing power; (c) to raise stardards of 
living by reducing costs of m_nufacturing 
and retailing and eliminating west2s.in buy- 
ing; (d) to assist toward the =tadilization 
of industry. 

2, There is at present an almost total 
lack of adequate consumer stendards, and 
consumers must buy under csandtions no 
longer tolerated in governmen_ and indus- 
trial purchasing. 

3. It is essential that the -evelopment 
of consumer standards be appr-ached from 
the consumer point of view, icelnding ac- 
tual consumer buying- and us=-cenditions. 

4. Most existing testing anc standardiz- 
ing agencies, both public and private, have, 
by the nature of their work, tk= producer’s 
approach; those with a consurr=r view lack 
funds or are engaged in scatte=d work. 

5. The Federal Governmen. should as- 
sume responsibility for devdoping con- 
sumer standards because of (a` the need as 
part of the emergency program; (b) the 
magnitude of the task; (c) the absence of 
private consumer agencies witl*funds com- 
parable to those which business can spend 
on producer standards; and (d the appro- 
priateness of government aid t= consumers 
in view of its past and present <<tensive as- 
sistance to business. 


: 


It is recommended: That a Consumer 
Standards Board be set up jointly by the 
Consumers’ Advisory Board of NRA and 
Consumers’ Counsel of AAA, responsible to 
them and financed through them, and au- 
thorized to take all necessary steps, includ- 
ing coöperation with agencies inside and 
outside the Federal Government, for the de- 
velopment and promulgation of consumer 
standards; ... 

Importance of Having Consumer Stand- 
ards Developed by an Agency with the 
Consumer Point of View: Satisfactory con- 
sumer standards must be built upon analy- 
sis of commodities in their final forms in 
‘which they are purchased over-the-counter 
at retail; this analysis must be in terms of 
actual consumer use-conditions; and the 
standards must be presented in terms of 
specifications and grades determined in the 
hght of such use-conditions and usable by 
non-technical purchasers at retail. 

This need is not met either by current 
standards for the producers’ and intermedi- 
ate consumers’ goods or by Commercial 
Standards. The former do not cover com- 
modities in the form in which they are sold 
over-the-counter at retail. The latter, “pre- 
pared or selected” according to Dr. Burgess, 
late director of the Bureau of Standards, 
“by the industry’s own leaders,” represent 
not primarily consumer needs but what in- 
dustry and trade is able to agree to within 
the exigent conditions of current competi- 
tive practice. As such the latter are able 
to move only part-way in the direction 
of consumer needs, their specifications and 
grades are customarily drawn from the com- 
mercial point of view and their nomencla- 
tures are often misleading to the purchaser 
at retail. They are drafted primarily with 
an eye to the competitive conditions of pro- 
ducers and distributors. 

The competitive situation which indus- 
try and retailing face is such as to render it 
difficult, if not impossible, for the maker or 
seller of a commodity to exercise much ini- 
tiative in elevating standards far beyond 
current competitive practices. Consumers 
cannot, therefore, reasonably look at pres- 
ent to industry, or to agencies whose ap- 
proach has been traditionally, and by the 
nature of their work, that of the producer 
or distributor, for the development of stand- 
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ards which will encourage in any forthright 
fashion efficient and informed retail buying. 


Another excerpt of interest is from 
the Consumers’ Advisory Board’s re- 
port of the hearing on standards for 
consumers’ goods in the canning in- 
dustry: 


Evidence was presented at the hearing to 
the effect that: 


1. Canners at present pack fruit and veg- 
etables according to accepted quality grades. 
They sell to dealers and they borrow from 
the banks on the basis of grades. 

2, At present the absence of identifying 
labels hides the true quality of goods sealed 
in cans from buyers, resulting in competi- 
tion between grades at prices not always 
bearing a relationship to quality. 

8. The Dominion of Canada requires 
identifying labels by grades. American 
shippers into Canada must comply.’ 

-4. Some producers and distributors in 
this country already use grade labels. The 


2 On this point Karl Hauck testified that “the 
Meat and Canned Foods Act requires that the 
standard of quality must be declared on the 
labels of all canned or evaporated fruits, vege- 
tables, ete. Mgreover, canned products which 
enter Canada must bear accurate labels as to 
quality. 

“There are canners in the United States who 
also operate canning factories in Canada. They 
are not labeling the grades on the products 
canned in their American plants, but they are 
doing so in their Canadian plants and if it can 
be done in one plant, it can be done in all 
plants.” 

Dr. Wells A. Sherman of the Bureau of Agri- 
cultural Economics testified as follows: “I re- 
member well when a fertilizer manufacturer told 
us they could not put the analysis of their 
goods on the bags and be held responsible, but 
they are all doing it; and the innumerable kinds 
of mixed foods which are prepared for live 
stock, calf foods, laying mashes for the fowls, 
they are now sold with guarantees as to just 
what they contain. 

“Tt does seem just a little strange that we 
can do this for our soil and we can do it for our 
animals and we can do it with reference to the 
seeds which we plant, but we hesitate to under- 
take it when we come to dealing with the 
canned goods which must be purchased, sight 
unseen for human consumption.” 
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Federal Government purchases supplies on 
standard specification. 


DEMAND ê 


It is the stock defense of business 
that “we only give the consumer what 
he demands.” To cite but one typi- 
cal instance, Cherington stresses the 
point that “the causal forces in the 
development of the productive activi- 
ties are the wants and habits of the 
buying public.” 4, In his preface he 
says that it is the customer who ulti- 
mately decides what shall and what 
shall not be. Actually, this defense is 
only partially justified. Deliberate 
obsolescence, the speeding up of styl- 
ing in all kinds of goods from auto- 
mobiles. to clothing and furniture, 
advertising devices calculated to put 
“allure” into silk stockings or snob 
prestige behind a product—all these 
things reveal the long and adroit 
fingers of the producer tampering with 
what the consumer “wants.” As 
Veblen points out in his Absentee 
Ownership (p. 306) : 


The production of customers by sales- 
publicity is evidently the same thing as a 
production of systematized illusions, organ- 
ized into serviceable “action patterns ”— 
serviceable, that is, for the use of the seller 
on whose account and for whose profit the 
customer is being produced. It follows, 
therefore, that the technicians in charge of 
this work . . . are by way of being experts 
and experimenters in applied psychology, 
with a workmanlike bent in the direction 
of what may be called creative psychiatry. 
Their day’s work will necessarily run on 
the creative guidance of habit and bias, by 
recourse to shock effects, tropismatic re- 
actions, animal orientation, forced move- 
ments, fixation of ideas, verbal intoxication. 
It is a trading on that range of human in- 
firmities which blossom in devout observ- 
ances and bear fruit in the psychopathic 
wards. 


3 All except the last paragraph of this section 
has been written bye Robert S. Lynd. 
* The Wool Industry, p. 188. 
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What actually happens 5 that the 
' producer, bent on “making” sales, has 
sedulously connived with susceptible 
human nature in building up felkways 
called “style,” “this years model,” 
“modern,” and similar terms. In this 
breakneck process of find ng things 
newer than the new which he has de- 
liberately helped to whip up, he must 
at many points guess what this “cre- 
atively psyched” public will plump for; 
and he then blandly washes his hands 
of all responsibility for the 2gg he has 
fertilized if not actually hatened. One 
has only to read the uneasy queries in 
current clothing and autombi-e trade 
journals as to whether styling has not 
been “carried too far,” to gimpse the 
manufacturer in his shirt skeves, dis- 
trusting the baby he has :ired—and 
perhaps damned. 

The theory of retailing is changing 
to the “purchasing agent” triecry, and 
the metamorphosis is the re:ailer’s an- 
swer to the criticism of the preceding 
paragraphs. But that the change has 
occurred or will occur on ar apprecia- 
ble scale is doubtful; a purchasing 
agent does not buy a supply of a given 
good, advertise that gooc in com- 
mendatory terms to the execuzives of 
his company, and await orders from 
them. Rather the reverse—tie pur- 
chasing agent receives orders, then 
purchases. He knows his “demand” 
exactly, in advance. To apply this 
procedure to retailing or manufactur- 
ing requires the development of a 
method by which the ultinate con- 
sumer’s desires shall contro. tke offer- 
ing of goods rather than be sheped by 
the offerings. 


Boycorts > 


The boycott (roughly anafozous to 
the strike) would probab y be the 
most powerful direct weapon of con- 
sumers for improving, their pcsitidns, 
but for the almost comple-e absence 
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of consumer organization in the United 
States. It has been very little used, 
and then chiefly in connection with la- 
bor fights, political questions, and the 
like. President Roosevelt has said, 
“We would save and encourage the 
slowly growing impulse among con- 
sumers to enter the industrial market 
place equipped with sufficient organ- 
ization to insist upon fair prices and 
honest sales.” It seems probable that 
if and when the organization of con- 
sumers materializes, boycott will be- 
come important as a potential if not 
an actual tool. A priori, there is no 
reason to consider it as any more anti- 
social than a strike or the joint action 
of industrialists for their own gain. 

Virtually all consumer action that 
involves deliberate group change of 
goods or services used, or of manufac- 
turers or distributors supplying them, 
is boycott under the broadest interpre- 
tation of the word. A discussion in 
the Consumers’ Guide £ of the Stand- 
ard Container Acts of 1916 and 1928 
and the 1913 “net weight” amend- 
ment to the Food and Brugs Act of 
1906 reaches this conclusion: 


Then there is always your last defense. 
You can refuse to buy from storekeepers 
who are not honest. If their weights and 
measures are not dependable, if they do not 
give you itemized sales checks as proof of 
the purchase, you can use this final weapon. 
And it is a powerful one. 


ë Including not only fixing of prices and 
similar actions but also such overt measures 
as occurred in New York City recently when 
20,000 cleaning and dyeing retail shops closed 
indefinitely in order to force the NRA to com- 
pel other establishments to increase prices. 

€ Vol. 1, No. 12, p. 5, Feb. 23, 1934. The Con- 
sumers’ Guide is issued by the Consumers’ Coun- 
sel of the AAA “to aid consumers in understand- 
ing changes in prices and costs of food and farm 
commodities, and in making wise, economical 
purchases.” It is interesting to compare this 
purpose with that of the Consumers Service 
Division of the New York City Department of 
Markets deseribed by Mrs. Gannon on p. 144. - 
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INTRODUCTION 


This is a simple illustration of how 


remedies sought in organized or group » 


consumer action gravitate to boycott. 


LABOR AS CONSUMER 


Labor, when organized, is concerned 
primarily with its income. A union 
does not look upon itself as a group 
of consumers; that is, it 1s not con- 
cerned with the spending of money in- 
come. Numerous recent discussions 
have suggested however that labor 
might increase its real income by con- 
cerning itself with the consuming as 
well as the producing interests of its 
group. This is worthy of far more 
comment than can be made here; the 
importance of the idea lies in the sub- 
stantial backing some commentators 
have believed organized labor could 
give to consumer projects, particularly 
those under the NRA which suffer be- 
cause of the great lack of consumer 
organization. 

On the other side of the question it 
may be noted that a fundamental con- 
flict is involved, similar to that of the 
average person who is anxious to in- 
crease his money income but reluctant 
to increase his outgo. Moreover, or- 


ganized labor represents less than a - 


majority even of labor, and conse- 
quently a far less proportion of con- 
sumers. Hence there will always be a 
stimulus to use its organization for 
improving the relative position of its 
_ members, rather than that of consum- 
ers as a whole. The report of the 
Consumers’ Advisory Board on “Sug- 
gestions for Code Revision” (March 
5, 1934) concludes: 


[The NRA] has served and is necessarily 
serving to promote further organization of 
industry by industry. It has given and is 
giving much impetus to the organization of 
labor. Inherent in this development is the 
chance that as each separately organized 
industry seeks to promote its own interests, 
the broad interest of the community of 
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business men and workers in a proper bal- 
ance among industries will be obscured; and 
the further chance that the interests of con- 
sumers who are not eligible to enter a trade 
association or labor group will be sacrificed 
for lack of organized defense, In this con- 
nection we are necessarily mindful of such 
facts as those disclosed by the development 
of cartels in Germany where, notably in the 
case of the coal cartel, employers united in 
a monopoly with their workers to exploit 
the consuming public, which necessarily em- 
braced a vast prepopderance of people who 
could secure no $ains from the success of 
the workers and employers in this industry. 


CODE ADMINISTRATION 


The following is inserted to give a 
picture of the extent of anticipated 
consumer participation in future code 
administration. It is taken from the 
report of the Consumers’ Advisory 
Board (March 5, 1934). 


As the NRA moves from the phase of 
code writing to the phase of code adminis- 
tration, the question of securing adequate 
protection for the consuming public be- 
comes crucial. 

To assure a good chance that there will 
be such protection of the consumers’ inter- 
ests, we feel that there are certain very 
definite requirements in the administrative 
set-up which have not yet been met. One 
is the provision of adequate financial re- 
sources for the consumers’ advisers to the 
administrative members of Code Authori- 
ties. Such advisers, whose appointment is 
suggested in the “Information for Code 
Authorities,” prepared by the NRA Code 
Authority Organization Committee, are ap- 
parently to be given no positive power. 
The disadvantages of such an arrangement, 
however, seem to us of far less importance 
than that no provision has been made to 
see that they are well enough paid to secure 
the most competent service possible. 

Though éheir duties are to be purely ad- 
visory under the present plan, and although 
their access to information bearing upon 
the operations of the Code Authorities is to 
be limited, we feel that if adequate funds 
are provided to secure capable and forth- 
right people for these positions they will 
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serve in a very important degree zo safe- 
guard and promote the consumes’ interest. 
These advisers, if they do ther jeb well, 
must be equipped to work contnuously in 
studying the industries to which they are 
assigned and should have full access to the 
operations of the Code Authorites. In the 
zase of the more important codes they 
should have the services of assistants. The 
vrovision of funds for these zomsumers’ 
advisers is vital to the attainment of a 
>alanced administration of th- Mational 
Industrial Recovery ct in che public 
-nterest. 

It seems desirable in the int2rests of a 
well-balanced administration to provide for 
a large degree of detachment fran business 
interests in the personnel of Administration 
~epresentatives on code authorifies. If, as 
-s at present provided, at least one edminis- 
srative representative is “to have a back- 
zround of experience in the industzy or in 
an allied industry, but without present in- 
terest therein or embarrassing -cornection 
<herewith,” and if on most Coce authori- 
ties there is to be only one Administration 
representative, this representative, how- 
aver carefully chosen, must, in the nature 
of the case, be one whose experzence is like 
that of the businéss members cf the Code 
Authority. In accordance witn the pro- 
vision for short-term appoinfmeats not 
exceeding one year, there is £ likelihood 
that he will have difficulty in taking full 
account of all of the interests nvolved in 
the NRA. Moreover, if any continuous 
application of administrative policy is to 
be developed toward a given industry it 
will be handicapped by the rap.d turnover 
in the Administration represeatatives on 
Code Authorities. 
set-up has obvious advantages in provid- 
ing technical business competence, but it 
emphasizes the need of well-firaneed con- 
sumer advisory service to the Administra- 
tion representatives on the Cole Authori- 
ties. 
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TARIFFS ° 


Dr. Mordecai Ezekiel, eccnomic ad- 
viser to the Secretary of Agriculture, 
has summarized the consumer's stake 
in tariff policy: 


Such an admin- strative 
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Consumers are vitally affected by our 
tariff policies. High tariffs mean that 
many articles will be produced in this 
country at high prices which could be im- 
ported from other countries at much lower 
prices. They mean we will produce prod- 
ucts that we are so poorly fitted to produce 
that even though we have to sell them at 
high prices, the workers engaged in pro- 
ducing them will not be receiving any more 
income than if they were producing articles 
for export. Monopolies develop behind 
tariff walls. In the past, such monopo- 
lies have generally kept for themselves 
the benefits of reduced costs of produc- 
tion and have prevented improved meth- 
ods from raising wages or reducing 
prices. High tariffs in the future may 
mean that such vested interests will be pro- 
tected in continuing such an exploitative 
measure. 

Consumers pay the cost of tariffs. Prices 
are higher; incomes are raised little if 
at all, High tariffs and economic nation- 
alism mean that the people of the coun- 
try as a whole are less well off than they 
would be in codperating more with other 
countrics. 

Consumers, therefore, should take an 
active part in the argument. which is now 
going forward as to whether we should 
continue to follow our previous nationalis- 
tic course. Unfortunately, consumers are 
generally passive. ‘They pay much less at- 
tention to what things cost them than to 
their incomes. Unless consumers are will- 
ing to defend their rights and interests in 
this field much more vigorously than in the 
past, it is quite probable that our national- 
istic economic policy will continue to be 
dominated by the private interests of indi- 
vidual industries, instead of by the welfare 
of the people as a whole. (Consumer’s 
Guide, Vol. 1, No. 12, p. 2, Feb. 23, 1934.) 


It is a pleasure to acknowledge the 
freely given coöperation and criticism 
of Robert S. Lynd and Frederick J. 
Schlink, who were extremely helpful to 
the editor when he planned this vol- 
ume. 

J. G. BRAINERD. 
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The Consumer Becomes a ‘‘ Problem’’ 


By Rossrt S. LYND 


E BUSY humans have an amaz- 

ing tolerance for our cultural 
hair shirts. But hair shirts have a 
capacity for accumulating and shelter- 
ing other little difficulties that crawl 
and bite—and by and by we begin to 
scratch; we have a problem demanding 
action. There have always been con- 
sumer problems. One has only to*go 
back to medieval guild regulations, 
e.g., that cloth should be of the same 
goodness at the center as at the edges, 
to see how old is the struggle for qual- 
ity standards; or to the sumptuary 
legislation of the fourteenth and later 
centuries to see how old is Veblen’s 
“conspicuous consumption” as a com- 
plicating social factor; or to Samuel 
Johnson’s strictures on the art of ad- 
vertising in the Idler to realize that 
“magnificence of promises” in the 
public prints is not a modern innova- 
tion; or to Defoe’s The Complete Eng- 
lish Tradesman to discover the wiles of 
the merchants of two centuries ago “to 
set off their goods to the eye of the 
ignorant buyer” as though “by wash- 
ing over a brass shilling to make it pass 
for sterling.” And yet, only within re- 
cent decades has consumption emerged 
into the belated maturity of a “social 
problem.” 

To discover the coincidence of fac- 
tors Involved in the final emergence of 
an institutional way of behaving into 
the overt status of a social problem, we 
must look to a ragged array of ante- 
cedents. Men balance and teeter and 
bolster up their disabilities good- 
naturedly as inevitable and “in the 
nature of things,” until the imbalance 
of the given institutional structure be- 
comes so great as to force attention to 
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its fundamental unsoundness. This is 
precisely what has happened in the 
case of the needs of the consumer in 
our business economy.run primarily 
for profit. 


a 
Propuctrion «HE Summum Bonum 


In the medieval handicraft econ- 
omy, production tended to be a local- 
ized affair dominated by neighborhood 
use-needs. The cobbler made not 
shoes in general, but a specific pair of 
shoes for the feet of a man who lived 
two cottages along the street from 
him. The common things of daily life 
partook but little of the impersonality 
of modern mass production for nation- 
wide markets, commodities were 
scarce, and production did not press 
like an avalanche upon consumption. 
By the last half of the eighteenth cen- 
tury, however, production had so far 
passed from a thing dominated by use 
into a thing operated for its own ends, 
that Adam Smith was something of a 
Jeremiah when he remonstrated: 


Consumption is the sole end and purpose 
of all production; and the interest of the 
producer ought to be attended to only so 
far as it may be necessary for promoting 
that of the consumer. The maxim is so 
perfectly self-evident that it would be ab- 
surd to attempt to prove it. But in the 
mercantile system, the interest of the con- 
sumer is almost constantly sacrificed to that 
of the producer; and it seems to consider 
production, and not consumption, as the ul- 
timate eng and object of all industry and 
commerce. 


The tide of the expanding industrial 
and commercial life of the end of the 
eighteenth century was running too 
fast for Smith’s protest to cause even a 
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ripple. Fortified by the Pro-estant 
əmphasis upon the goodness of mind- 
ing one’s own business in pious 
zoncentration upon one’s priate stew- 
ardship, and by the comforteble eight- 
senth-century reliance upon the Order 
of Nature, the productive processes of 
the world swept busily forward, hand 
:n hand with a rising nationa ism. 

It was no mere accident that the 
science of economics arose £s ‘ politi- 
cal economy.” The life of the state 
appeared to depend on industry and 
zrade, and public as well as private 
welfare seemed to wait upor tke sub- 
-ugation.of man’s oldest enemy, scar- 
city, through the fostering o7 national 
productive capacity. It wes in this 
weather of opinion that the imiricate 
system of rationalizations thet kecame 
the classical economics d=veloped. 
Married to an eighteenth-century psy- 
chological tradition that viswed hu- 
man nature as rational and able to 
take care of itself, and develcping in a 
world of opinion which set greaz store 
upon laissez faire, the classical ration- 
alizations of the wealth o: rations 
found it easy to turn their backs on the 
eccentricities of consumer behavior 
and to concentrate upon suck. abstrac- 
tions as cost, rent, credit, exclange, 
and distribution. 

As Keynes points out in his brilliant 
little essay on The End o° Laissez 
Faire, the whole unstable structure of 
a laissez faire society was actually 
bolstered and revitalized by the sub- 
sequent coming of the theory of evolu- 
tion; for if Adam Smith, Bertham, 
Ricardo, and Mill taught men that 
laissez faire had made English indus- 
trialism triumphant, Darwin provided 
én even sounder base for tae whole 
structure by his astonishing demon- 
stration that laissez faire hac actually 


mademan. With a few notable 2xcep- . 


tions like Veblen—wlto was a critic 
end no system-builder—ecoromcic sci- 
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ence has, in the main, continued its 
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preoccupation with variants of the .!.° 


traditional abstractions, right down’ 


to the warring manifestoes of rival 
schools over such “fundamentals” as 
the gold standard in these present 
troubled years. And the consumer 
continues to be the man few econo- 
mists know. 


Tae Consumer FORGOTTEN 


Small wonder, therefore, that in this 
twentieth century, still so deeply 
sghooled in the tradition of more and 
more production as the cure for pov- 
erty and scarcity, with a fascinating 
new technology duplicating on a 
grander scale the productive advances 
that hypnotized the England of a cen- 
tury before, and with million-dollar 
business frontiers beckoning to any 
one with enterprise enough to grasp 
them, the consumer should have re- 
mained the forgotten man in our na- 
tional thought down to the 1920’s. 

To be sure, certain earlier moves en- 
tailed benefits to the consumer, but 
they were isolated intrusions reflect- 
ing no consistent philosophy of the 
position of the consumer. Federal 
meat inspection came in shortly before 
the turn of the century—not, however, 
as a recognition of consumer needs, but 
as a necessary step to secure entry of 
American meat into foreign ports. A 
Consumers’ League was organized in 
the nineties, but not so much to aid 
consumers as to help labor in its fight 
for tolerable working conditions. The 
Food and Drugs Act of 1906 repre- 
sented not so much a rising public 
awareness of the consumer’s increas- 
ingly disadvantageous position under 
modern business conditions, as one of 
those sporadic reform movements that 
sweep a Tammany system momen- 
tarily out of the saddle and afford 
the comfortable illusion of progress. 
Meanwhile, agriculture, labor, and 
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a, commerce, all backed by powerful and 


* articulate pressure groups, had secured 
for themselves major departments in 
the Federal administrative machinery. 


GOVERNMENT IDENTIFICATION WITH 
BUSINESS 


Under Secretary—and later Presi- 
dent—Hoover, the Department of 
Commerce rose to an overshadowing 
position in Washington. Never be- 
fore had the Nation’s business been 
so completely the business of the 
National Government. Under Mr. 
Hoover’s jealous shepherding of our 
productive resources, the lumber in- 
dustry set up a national propagandist 
committee within the Federal machin- 
ery to push its private product to con- 
sumers under Government printing 
and frank; the Bureau of Standards 
became “the agency of the Depart- 
ment of Commerce for research and 
testing for the industries”; and a warn- 
ing was passed down the line in Wash- 
ington that nothing was to be sent out 
from Government sources that cast re- 
flection in anY way on any industry. 

' Far from being a bald subornation 
of government by industry, however, 
this alliance was simply the logical ex- 
tension of an honorable formula-——that 
of the identity of consumer welfare 
with national prosperity, whereby it is 
assumed that the consumer is bound to 
go up with industry’s big balloon. Be- 
hind this formula stood centuries of 
thrifty practice. It seemed little short 
of a law of nature—rationalized by 
economic science and many of the 
deepest traditions of a proud West- 
ern culture. Historically, govern- 
ments had never had to concern them- 
selves with the special disabilities of 
the consumer and with such distinc- 
tions as those between public welfare 
and consumer welfare. The fact that 
consumers were not a class apart but 
the entire citizenry had always made 
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it easy to assume that the people’s 
elected political representatives would 
automatically care for all aspects of 
people’s needs—just as General John- 
son has asserted that special consumer 
representatives are not really needed 
under the NRA, since the President 
himself represents the consumer. 

In public practice and in such scien- 
tific fields as economies, political sci- 
ence, and sociology, this ancient prac- 
tice of the reifiçatton of institutions— 
Society, Business, the State—into en- 
tities independent of the people whose 
habits are these institutions has been a 
perennial obstruction to clear thought 
and action. It has invited preoccupa- 
tion with honorific abstractions as self- 
sustaining things m themselves: The 
individual laborer has been lost in the 
discussion of labor; the urgent eccen- 
tricities of the voter have been over- 


looked in generations of high talk 


about sovereignty—while Tammany, 
knowing better, attended to the voter 
and carried home the swag. 

And nowhere has this obfuscation 
due to preoccupation with abstracted 
entities such as “society,” “national 
welfare,” and “public good” been 
more disastrous than precisely in this 
field of consumption. If society’s wel- 
fare is placed first, there is a perfect 
justification for the General Johnsons 
who would block action by a Consum- 
ers’ Board on the ground that the latter 
represents a special group; for, they 
maintain, “society” is not consumers 
or industry or labor, but everybody. 
But this abstracted “everybody” is, 
in the hurly-burly of practical affairs, 
nobody. Only under some such false 
rationalization as the claim that 
“everybody’s” welfare is best fostered 
by the cohcentration of governmental 
attention upon general business pros- 
perity can this impossible abstraction 
be made to come alive and function; 
and then only at the cost of allowing a 
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special group, business men, to pre- 
empt the right to speak for ‘every- 
body.” 

Practical considerations în a nation 
so devoutly dedicated as ours t3 “free- 
dom and equality” and to “the good 
of society ” have deterred those in au- 
thority from making too beld a proc- 
lamation of this substitutiom o7 a very 
real special group for “soeiety.” It 
has been simpler to contine to pro- 
claim adherence to the eighteerth-cen- 
tury dream of society as a sort of self- 
balancing biological aquarium. This 
has neatly freed the Government from 
any need to study the incrzasing im- 
balance between the producing and 
consuming elements in the aquarium. 
An eighteenth-century political sys- 
tem, a twentieth-century industrial 
system, and an eighteenzh-2zentury 
conception of. the consumer’s zational 
power of choice are assumed t> main- 
tain the same old theoretically perfect 
balance in the aquarium. 

Actually, of course, the biz fish have 
in this twentieth century grown vastly 
bigger, their teeth longer ard sharper, 
and the 125,000,000 minnows are dodg- 
ing more blindly and feverishly about 
in water which is increasingly murky. 
Or to express this predicar enz in an- 
other way: It seems probakle that 
under the pressures of modern busi- 
ness development, the consumer is be- 
coming confused and illiterate as a 
buyer more rapidly than the cambined 
positive factors of education, stand- 
ardization, and so on are succeeding 
in making him literate as a buyer. 


InpustrRy CONTROLLED FOR 
ConsuMPTIVE NEEDS 


To be sure, the brilliant *edirection 
of national productive rescfrees dur- 
ing the World War, to arother end 
than unrestricted production guided 
only by the main chance “or profits, 
furnished disturbing ammunition to 
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scattered proponents of the consumer. 
Here, they argued, we had demon- 
strated on a large scale that industry 
can be controlled and operated for 
other goals than the profits of indi- 
vidual enterprise; and if this radical 
re-focus had worked successfully in 
winning a military war, why was it not 
equally applicable to the peace-time 
campaigns against the waste of na- 
tional resources and vitality in the 
confused scramble by American fam- 
ilies for a robust standard of living? 
But it was none other than Mr. 
Baruch, the guiding spirit of the great 
War Industry experiment, who recom- 
mended to President Wilson at the 
close of the war that the harness be 
taken off industry, and six months 
after the Armistice we were safely on 
our way back to business as usual. 
The sag of 1921 prompted the engineer 
in Herbert Hoover to turn back un- 
easily to war-time precedents for the 
reduction of certain of the more super- 
ficial wastes in industry. But the 
boom of the 1920’s obliterated all 
thought of any serious tampering with 
industrial enterprise. Only a few ir- 
regulars like Chase and Schlink and 
the home economists saw fit to urge 
the need for doing something about 
the consumer’s hair shirt during the 
opulent 1920’s. 

Whitehead, in his Adventures of 


Ideas, suggests the recurrent tidelike 


effect of vital new ideas. They arise 
and recede and are forgotten, arise 
again and recede and are forgotten, 
until in part by sheer force of repeti- 
tion they become less unusual, are 
even taken for granted, and we rebuild 
our institutional world to run by their 
power. So one may say that the 
World War was perhaps the first great 
wave revealing in this country the 
possibility of an economy operated for 
ends of engineered consumption rather 
than for the uncontrolled end of pro- 
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duction for individual profit. The 
present economic depression is a sec- 
ond disturbing wave moving in the 
same direction. From 1929 to 1933 
Washington attempted to ignore it— 
to view it as just an isolated, unfortu- 
nate catastrophe. By one of the 
ironies of history, it was none other 
than the man who had suggested that 
the harness be taken off industry at 
the end of 1918 who came forward in 
1933 to suggest to another President 
that the harness be put on again. 

As this is written, we hang precari- 
ously uncertain as to whether the 
recurrent idea has been accepted— 
whether it is as yet sufficiently natural 
and received as a matter of course that 
industry shall be permanently driven 
towards the needs of effective con- 
sumption, to mean an end of the earlier 
idea of government-sponsored, un- 
limited production directed only to 
private profit. 


OFFICIAL RECOGNITION OF THE 
CONSUMER 


The Recévery Administration is 
significant for our purposes here in 
that it represents virtually the first 
official recognition in Washington of 
the existence of a private consumer 
problem “affected,” as the lawyers 
say, “with public interest.” For the 
first time, a body of consumer repre- 
sentatives sit in on the planning of our 
economy to try to see that our national 
administrative thinking includes the 
peculiar problems of the consumer. 

To be sure, the establishment of the 
Consumers’ Advisory Board of the 
NRA was something of an after- 
thought, and its status is far more 
tenuous and uncertain than that of 
either the powerful industrial or labor 
group. So far as official Washington 
is concerned, the interest in the con- 
sumer is still overwhelmingly in terms 
of the consumer as an adjunct to big- 
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ger and better production—the old, 
deeply grooved line of thinking. 
And yet, together with the Consum- 
ers’ Counsel of the AAA, the Consum- 
ers’ Advisory Board does represent a 
new idea that may become momentous 
in our conception as to whose goal-line 
Washington is playing for. 

Throughout the zooming 1920's 
there was a slowly growing undercur- 
rent of official concern as to the im- 
ability of consymrs to perform their 
official duty of continuing to absorb 
the output of industry. This growing 
failure of the two sides of the age-old 
equation to match up in the mystical 
equilibrium of the classical economists 
was somewhat disguised by the leaning 
of the present on the future through 
installment and other types of con- 
sumer credit, but the startling fact of 
disequilibrium was none the less pa- 
tently there. If thé establishment of 
consumer representatives under the 
NRA and the AAA involves some de- 
gree of recognition of this growing 
shadow of the 1920’s, it is nevertheless 
true that this modicum of interest in 
the consumer is still primarily confined 
to bringing him into the picture in 
order to see how he can be made to 
play his traditional rôle in the indus- 
trial game. And yet one should not 
minimize the fact that producers are 
actually beginning to peer over the 
front of the counter at the little fellow 
in the hair shirt. 


Tue BUYER'S PERPLEXITY 


The keener of these producer- 
minded observers are beginning to 
perceive, as have certain of the ana- 
lysts in our advertising agencies and 
business schools in recent years, a de- 
cidedly perplexed little fellow across 
the counter. He stands there con- 
fronted with vastly more choices than 
any previous generation of consumers 
had to make. There are'350,000 pos- 
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sible choices in a store like Macy’s; and 
in a single city the size of Milwaukee 
the consumer must choose from among 
some 250 kinds of toothbrvsh2s, 100 
xinds of washing machines, 160 kinds 
of fountain pens, 50 kinds of mctor oil, 
and so on through the loag list of 
things he must buy. In this age of 
advanced fabrication he has lest the 
Dld thumb-and-finger famuliarities 
with silk, calico, and flour which his 
zrandfather had. ‘Bhe rival makes of 
vacuum cleaners and electri> washing 
machines are harder to appraise than 
were the brooms and the washboards 
of two generations ago. Synihezic ma- 
terials like rayon, and slick processes 
like the artificial weighting o* si_k with 
tin, are less readily judged than were 
the silks of an earlier day. Szieace has 
‘liscovered hosts of new and perplexing 
necessities for health and welfare— 
vitamins, intestinal flora, u.tre-violet 
-amps, and posture furniture ard edu- 
2ational playthings for the crildren. 
Over the counter and out cf the loud 
speaker descend upon the comsumer 
she most devastatingly aimed Larrage 
of advertising and merchandising that 
any generation of consumers has ever 
had to face. His purchasing is fur- 
ther complicated by such new pro- 
ducers’ devices as “deliberat= absoles- 
zence”—an invention of the Devil to 
yutmode his bathroom, furniture, 
automobile, or clothing by artificially 
anlistmg social opprobrium before the 
article in question is worn out. He 
stands there alone—a man bare- 
nanded, against the accumulated mo- 


mentum of 43,000,000 horse power and 
their army of salesmen, advertising 
men, and other jockeys. Heknows he 
buys wastefully in terms of time, en- 
ergy, and money, that his desires and 
insecurities are exploited continually, 
that even his Government withholds 
from him vitally important informa- 
tion by which both it and industry 
save millions of dollars annually in 
their purchasing; but he needs an over- 
coat, or his wife a dress, and he must 
somehow get on with the cluttered 
business of living, so he pays down his 
mioney and hopes the purchase will 
turn out allright. . 

A story is told of an old darky con- 
fronted by a notice on the door of his 
bank that it had failed. A neighbor, 
by way of being helpful, explained, 
“It’s closed, Henry. You know, it’s 
bust.” “Yas, I knows it is,” he re- 
plied, “but this is the first time I ever 
had a bank bust right squar in mah 
face!’ The problem of consumption, 
as no mere passing phase of the busi- 
ness cycle but as a permanent aspect of 
our production-focused economy, has 
at last “bust right squar in the face” 
of the United States. The consumer 
has at last become a national “prob- 
lem”—and scandal. We may fail to 
accept the recurrent idea of an econ- 
omy controlled for consumption ends. 
We may brush it aside as we brushed 
it aside in 1919. But the problem is 
here to stay, and the tide will bear the 
idea back again and again until it too 
will be here to stay as a new common- 
place in a changing world. 
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The Consumer and the New Deal 


By GARDINER C. MEANS 


HE Consumers’ Advisory Board, 
A The Consumers’ Counsel—these 
_are names which point to a new devel- 
opment in American economic policy 
—a development which offers tremen- 
dous opportunities for social well-be- 
ing. Whether these opportunities will 
be realized and developed to the full 
or will be allowed to lapse is a matter 
of crucial importance to every mem- 
ber of the community. It may well 
be the key that will open the way to a 
truly American solution of the problem 
which is leading other countries in the 
direction of either fascism or commu- 
nism. : 

To understand the full import of 
this development, to see the scope of 
the opportunity and the dangers in- 
volved. in allowing it to lapse, it is 
necessary to go deeply into the char- 
acter of our economic institutions, the 
changes whech have taken place in 
them, and, in particular, the changed 
position of the consumer in relation to 
the economic process. 

In the minds of the classical theo- 
rists, the consumer has been regarded 
as some one who in large measure de- 
termined the course of economic ac- 
tivity through his purchasing here or 
there, through his buying or refraining 
from buying. Indeed the primary 
justification for a system of laissez 
faire has been the assertion that if each 
individual were allowed to produce 
and sell freely in the market in the 
interests of his own profit, the net re- 
sult would be a system which ap- 
proached the ideal from the point of 
view of the consumer. It seems un- 
likely that such socially minded men 
as Mill or Marshall could have lent 
their support to a system which they 
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did not believe would protect and meet 
the needs of the consumer. The great 
advantage of the classical thesis was 
the perfect and reasonable service 
which it promised the consumer. In- 
deed, in many cases the consumer has 
been deified as thé arbiter of economic 
policy, since the loss of his patronage 
was supposed to be so immediately 
effective in causing price readjust- 
ments, 

Undoubtedly in the days of small 
enterprise there was much validity in 
this picture. The consumer was in 
the position to shift his trade from one 
competitor to another offering the 
same article, was in the position to 
come face to face with the seller and 
bargain with him on relatively equal 
terms, was in the position to know per- 
haps as much as the seller with respect 
to the qualities of the article offered 
for sale. The consumer could exercise 
a very real control over production and 
over the prices at which exchanges 
were actually made. So long as the 
organization of economic activity was 
brought about primarily through the 


‘market place, the consumer was in a 


position to carry his share in control- 
ling the economie process. 


CHANGE FROM MARKET TO 
ADMINISTRATIVE COÖRDINATION 


But during the last hundred and 
fifty years a slow though vital change 
in the basic character of economic or- 
ganization has occurred. Gradually, 
through fhe factory system, the co- 
ordinatidn of economic activity has 
been shifted more and more from 
the market place to administration. 
Whenever individuals or small enter- 
prises Operating independently have 
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>een replaced by a single larzer enter- 
Drise, the market has to the corre- 
sponding extent been replaced by ad- 
ministration; though betweem separate 
enterprises, economic cocrdination 
continues to be accomplished through 
zhe market. In the factory, the eco- 
nomic activities of hundreds or thou- 
sands of persons have been coördi- 
nated under the managemen- of a 
single executive or adm nistrator. 
This means that, as the factory system 
of organization has come to dominate 
the country, a significant pert of eco- 
nomic codrdination has been trans- 
ferred from the market to administra- 
tion. 

With the development o: the cor- 
poration as an instrument fo~ facilitat- 
ing the administration of 2nterprise 
and for the aggregation cf capital, 
the size of enterprise has zortinued 
to grow and the shift from market 
to administrative coérdinaticn has 
been carried to tremendous lengths. 
At the end of 1931, two hundred great 
enterprises controlled over 55 per cent 
of the wealth of all nonfinenc al cor- 
porations, and these few enterprises 
were codrdinating the economic activi- 
ties of millions of workers. In 1929 
the work of over 400,000 perscns was 
coérdinated within the single enter- 


prise of the American Telephcne and - 


Telegraph Company. Consider how 
different the economic zorditions 
would have been if each of f hese 400,- 
000 persons had produced independ- 
ently, and their productiv2 ectivity 
had been codrdinated thrcugh their 
buying and selling in the market. 
The development of gr2at enter- 
prises has meant the displacement of 
countless numbers of small ehtarprises 
which were the dominant type of en- 


1 At the end of 1929 the 200 larzest corpora- 
tions (largest measured by gross assets) çon- 
trolled approximately 49 per cen” of all non- 
financial corporate wealth. 


terprise in the early days of this 
country and which constitute the 
background of so much economic theo- 
rizing. Only in the field of agriculture 
and in the professions ard in part of 
the field of retail merchandising does 
the earlier type of enterprise persist as 
the dominant type. 


ADMINISTRATIVE PRICE 
DETERMINATION 


This increasing import vance of ad- 
ministration due to the increase in size 
of individual units has been height- 
ehed by the penetration of administra- 
tion into the market place itself. Even 
though the codrdination of economic 
activity between enterprises is still 
accomplished through the market 
place, prices have to an increasing ex- 
tent become a matter of administra- 
tion rather than of bargaining. The 
retail store places a fixed price on its 
products. The great mail order 
houses report their prices in a cata- 
logue for periods of six months or more 
at a time. The price of automobiles 
is set, not by higgling and bargaining 
in the market place, but ky the admin- 
istrative action of a small body of 
officials. This means that prices, at 
least for short periods of time, are not 
determined in the market place but 
are fixed by administrative action. A 
recent unpublished study indicates 
that in the field of manufacturing, the 
fewer the number of enterprises in an 
industry, the less flexible are prices— 
the more are they determined and held 
for periods of time by administrative 
action. 

Many exaggerated cases of the ad- 
ministrative determination of prices 
are already familar. The constantly 
maintained price of steel rails, of alu- 
minum, of many types of standard 
agricultural equipment, of many 
branded or patented articles—all these 
reflect an administered price rather 
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than a price bargained in the market 
place. More extreme cases of ad- 
ministered price are public utility 
rates, railroad rates, and postal rates. 
In wide variety and with varying de- 
grees of rigidity, administered prices 
have become a common part of the 
economic pattern. 


An Unpatancrne Economic 
FACTOR 


While the concentration of an in- 
creasing part of economic activity into 
great administrative units has reduced 
both the rôle of market coördination 
and its effectiveness, the extensive in- 
troduction of administered prices has 
reduced the flexibility of the market 
place and perhaps entirely destroyed 
its effectiveness as an over-all eco- 
nomic coördinator. So habituated 
have we become to the administered 
type of pricing that we tend to forget 
that it does not represent prices which 
regularly correspond to an equating of 
supply and demand. Rather, it re- 
flects a pricing in which the amount 
sold is equated to the amount de- 
manded at the administered price, 
while in most instances the supply of- 
fered at the price is greater than is at 
any time being demanded.? This does 


* The fact that an administered price does not 
result in an equating of supply and demand is 
often lost sight of by economists who treat the 
amount not sold as corresponding to a demand 
on the part of the seller. This would seem to 
involve an error. The seller under such condi- 
tions is not a demand for the commodity at the 
price for which he is asking, but only a demand 
for the commodity at one unit less than the 
price he is asking. If he is demanding 10 cents 
a unit and will sell all he has at the price of 10 
cents, the whole amount which he holds con- 
stitutes a part of the supply at 10 cents. If he 
will not sell any at 9 cents, we may regard him 
as having a demand for the unsold units at 9 
cents but not at 10 cents. This makes the 
price of 10 cents determinate but does not mean 
that the amount offered at that price and the 
amount demanded at that price are equated. 

For example, we must say either: 


A 
b 


not mean that an administered price 


-cannot be so set as to bring an approxi- 


mate equating of supply and demand 
over a period of time, but rather that 
it does not bring an equating such as 
is assumed in the perfect balancing of 
supply and demand in traditional 
theory. 

The imperfect equating of supply 
and demand opens up the way for seri- 
ous basic maladjustments in produc- 
tion, growing, ovft of any discrepancy 
between the administered price and 
the price necessary to equate supply 
and demand. This results from the 
tendency under administered prices to 
meet changes in demand not by 
changes in price but by changes in 
production. For instance, when a de- 
cline in demand occurs, an adminis- 
tered price may be held while produc- 
tion is reduced, with a dropping of 
workers which in turn results in a re- 
duction in workers’ income and a 
further decline in demand. Such mal- 
adjustments tend to act as a seriously 
unbalancing factor in the economy, 
and would seem to contribute to the 
fluctuations in business activity. Ad- 
ministered prices introduce rigidities 
which appear to prevent the market 
place from acting as an effective co- 
ordinator of economic activity. This 
means that all the interests concerned 
in economic activity—-workers, own- 
ers, managers, and consumers—suffer 
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from a poorly functioning 2scaonomic 
raachine. . 

When we examine the act..al func- 
tioning of the economic macaine, we 
may well be appalled at the xide dis- 
crepancy between the reality and the 
cescription of what should happen un- 
cer a condition of laissez fame. We 
may properly ask whether ttz failure 
cf the economic machine to Zunction 
In such a way as adequately to serve 
the community is not perhay= in part 
kecause the market cannot 7unction 
adequately as a coördinator = long as 
a major part of economic cod:dination 
is accomplished by administrztive ac- 
tion. The shift from market place to 
administration and the loss of influ- 
ence by the consumer has mesnt an in- 
creasing control in the hancs of the 
managers of business enterpr=es. To 
a greater extent it is they wE» 2stab- 
lish price-and-production po :cy, and 
it is clear that the decisions made in 
recent years have not resulted in an 
adequate economic system, tje 2ssen- 
tial requirement of which it taat it 
shall function fully, efficiently, and 
equitably. 


TENDENCY TO CURTAIL PROL JCTION 


Why then do the price-ané-produc- 
tion policies determined so lægely by 
the managers of enterprise esalt in 
such a halting operation of u? eco- 
nomic machine? There is ~rabably 
no single reason for this faire, but 
tiere is much evidence to stow that 
as the control of price-and-przduction 
policy shifts from the market fo the 
hands of business administrators, a 
serious shift occurs in the effect of the 
profit motive on producticn. The 
first function of a business mZnager is 
mot to produce goods and serves, but 
to produce values. Since vakues can 
be created as much by producing scar- 
ety as by producing gocis the 
increased control over price-a1id-pro- 


duction policy which has come into the 
hands of business managers is used 
under certain conditions to curtail pro- 
duction and hold or raise prices, when 
a balanced economic activity requires 
the continuance of production and a 
drop In prices. 

This result of administered activity 
can be clearly seen in the different 
effects which the current depression 
has had on the farm and industrial 
groups, respectively. The individual 
farmer has little control over the prices 
of his products, since he must compete 
in the markets with a multitude of 
other sellers. At the same time the 
individual farmer has little control 
over the total volume of production 
of any particular product since a 
change in his production has a negligi- 
ble effect on the total. During the 
depression, as a result of a general de- 
cline in demand throughout nearly all 
phases of activity, the prices of the 
farmers’ products dropped precipi- 
tately, although the farmers continued 
to produce in approximately the same 
volume as before. The farm mcome 
was curtailed not by a drop in the 
effort expended by farmers, but by a 
tremendous decrease 1m the prices they 
received as a result of that effort. 

In direct contrast, the prices of in- 
dustrial products tended to drop 
vastly less, while the reduction in de- 
mand was reflected primarily in a les- 
sening of production. In this field in 
which administrative codrdination 
plays such a major role, the business 
managers exercise a vastly greater con- 
trol over price-and-production policy, 
and, unlike the farmers, are able to 
maintain profits or lessen losses for 
their respective enterprises more effec- 
tively by a limitation of production 
with corresponding unemployment 
than by a drop in price. 

The available statistics show that 
the index of income for farmers as a 
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group and that for industrial workers 
as a group fell during the depression 
in approximately the same degree. 
The decrease in the first was brought 
about primarily by a reduction m 
prices for farm products. The second 
reflected largely a contraction of em- 
ployment, and only to a very much 
smaller degree a lowered rate of wages. 
It would seem fairly safe to say that 
if industry had continued to produce 
at the rate of 1928 or 1929 and had 
sold its product for what it would 
bring, as have the farmers, the depres- 
sion would never have reached suth 
disastrous depths. 


Prick Controt Unper NRA 


A similar effect of control of price- 
and-production policy by business 
managers is seen in aggravated form 
in the events of recent months under 
the NRA. Either by Government 
permission as sanctioned through 
codes or by the adoption of unsane- 
tioned methods, industry after indus- 
try has further extended the degree of 
administratjve determination of price- 
and-production policy through the 
adoption of price-control arrange- 
ments. These have been used in all 
too many industries to raise prices to 
the point where they yield a profit 
which could be justified only on a very 
much larger volume of business. In 
case after case the price charged to the 
consumer has gone up not only more 
than the increased purchasing power 
paid out in production, but to a point 
which yields a profit on a volume of 
production representing a scarcity 
condition. Thus, prices have been in- 
creasing faster than the individual 
worker’s wages, and in a fashion to re- 
duce the volume of product which can 
be sold. Here again the emphasis 


° If this tendency to control price-and~produc- 
tion policy in the interests of profits through 
scarcity rather than profits through large vol- 
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is on profit making by restricted pro- 
duction instead of by optimum vol- 
ume. 

The widespread control of price- 
and-production policy by producers in 
industry with harmful effects on agri- 
culture has brought the demand from 
that field of activity that farmers also 
be enabled to control price-and-pro- 
duction policy; and here also the first 
impact is to create value by reducing 
production—an act which can be de- 
fended on social grounds only so long 
as it is an effort to eliminate a surplus 
or take care of a reduced export. 
Here, also, control of price-and-pro- 
duction policy solely in the interests of 
producers would work in the direction 
of scarcity. 

Where then will administrative con- 
trol over price-and-production policy 
take us? It is fair to predict that if, 
in spite of the basic aims of the New 
Deal, both industry and agriculture 
were to push to the limit the effort to 
increase income or profits through a 


ume of production carries too far, it will impede 
the process of recovery. It should be noted 
that to a certain extent, increases of price faster 
than increases in out-payments can take place 
without preventing recovery, since there are 
likely to be many cases in which no increased 
price results. Thus, if a person’s wages were 
increased 10 per cent, if the product which he 
made were increased 20 per cent in price, while 
a second product which he purchased, as, for 
instance, an actual service, or house rent, re- 
mained constant, and if his expenditure on. these 
products were of an equal amount, he would 
have had neither an increase nor a decrease in 
purchasing power. Recovery would presum- 
ably be more rapid if price increases were only 
corresponding to increased costs. It will not be 
brought to a standstill until those industries in 
which prices go up too rapidly more than bal- 
ance those*in which prices remain constant or 
increase lags rapidly than costs. 

*Tt should be noted that the reduction of 
production under the Agricultural Adjustment 
Act has so far involved only products in which . 
an*exportable or other surplus exists—cotton, 
wheat, tobacco, corn, hogs, ete. 
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restriction of production, tie New 
Teal would end in calami-y. Yet 
what is to prevent such a result? 
Eoth the Agricultural Adjustmert and 
Industrial Recovery Acts imply the 
increase of administrative conzrol over 
price-and-production policy ard a still 
further decrease in the extent zo which 
price and production are controlled by 
the market. Clearly, if these powers 
ave exercised primarily in the int2rests 
o? immediate mcomewr profit making, 
they will defeat the experiment by sta- 
bilizing low production and a lower 
standard of living than this country 
is able to accept. Only as :hey are 
used to induce income and profit mak- 
ing through production of goods or 
services to the optimum, can they 
really serve to bring the New Deal. 
I: is at this point that the co1sumer’s 
rôle is essential, 


Tus Consumer’s DISADVANTAGES 


From the point of view of the con- 
sumer, the shift from market to almin- 
istrative coérdination has brought a 
basic change of major imporzance. 
Not only has the market become an 
ineffective over-all codrdinator of en- 
terprise, but the shift to admanistered 
enterprise has greatly weakened the 
position of the consumer with respect 
to the functioning of enterprise. The 
concentration into great units has 
sieadily reduced the control whieh the 
consumer can exercise over enterprise 
activity through the market place. 
The consumer is faced with adminis- 
tared prices, a “take-it-or—eave-it” 
policy, and only a few selkers. No 
longer can he come face to face with 
the owner of the enterprise with which 
ke is doing business. Nor aas he a 
multitude of sellers whom he can pit 
ane against the other for his business. 
To an increasing extent he is in an un- 
` favorable bargaining position andeis 
forced to take what iS offered-at the 


price at which it is offered, or go with- 
out. . 

At the same time two developments 
made possible by the shift to large ad- 
ministered enterprises have tended 
further to weaken -the influence of the 
consumer. On the one hand he is 
faced with a barrage of information 
and commercial propaganda, not so 
much describing the: qualities of the 
product which he might buy as using 
the arts of psychology to bludgeon him 
into buying not that which he wants 
but that which the manufacturer 
would like to sell. - On the other hand, 
in a great number of cases he must buy 
commodities whose characteristics are 


little known to him, yet are well known 


to the seller or the manufacturer. Un- 
like the early settlers in this country, 
the modern consumer meets the bulk 
of his wants through purchase in the 
market place and tends to be unfa- 
miliar with the actual makings of the 
commodities he buys. Yet these com- 
modities are to an increasing extent 
made of highly fabricated materials 
about which science hag given the 
manufacturer a wealth of knowledge. 
Though the consumer is frequently 
hailed as the object of all attention, 
the effect of the shift from coördina- 
tion of activity by the market place to 
coérdination by administrative action 
within great enterprises has steadily 
reduced the direct influence of the con- 
sumer on price-and-production policy. 

This does not mean that the con- 
sumer has lost all influence over prices 
and what is produced, nor does it 
mean that the shift to administrative 
coordination and prices is altogether 
undesirable. The consumer still has 
an important share in determining the 
resultant of the price-and-production 
policy of enterprise. If producers set 
the price, consumers will in large 
measure set the volume; if producers 
set the volume, consumers will in large 
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measure set the price. Yet before the 
advent of widespread administrative 
coérdination, the producers had little 
effective power to set either the price 
or the volume of production of the in- 
dustry—a condition true in farming 
today. 


WEAKENED INFLUENCE OF 
THE CONSUMER 


The shift to administration has thus 
given enterprise the power, within 
limits, to choose between holding price 
and holding production, and has to 
this serious extent reduced the control 
formerly exercised by consumers 
through the market. This develop- 
ment leaves greater play to the too 
often shortsighted action of those in 
control of enterprise seeking immedi- 
ate profit. It leads to the disrupting 
of economic activity through the 
limitation of production, and to delay 
in the adoption of the benefits of 
scientific advance. 

To a slight extent, the consumer has 
regained a share in price determina- 
tion in the elds of railway and public 
utility. Here, both the intermediate 
and the ultimate consumer have 
brought pressure on Government to 
act in their belialf by setting up regu- 
latory commissions and otherwise sup- 
porting their interests. At best, how- 
_ ever, this is only a remote and indirect 
influence on price-and-production pol- 
icy. It remains that for the most 
part, in the great enterprises of the 
country, price-and-production policy 
are determined primarily by the con- 
trollers of enterprise, without imme- 
diately effective pressure on their deci- 
sions by consumers. Thus, the shift 
from economic activity codrdinated 
by the market to administered coördi- 
nation has steadily reduced the con- 
sumer to a mere appendage to the 
production system. 

- Weak though the consumer is—a 


e 
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newcomer in the field of administra- 
tive policy making—he would seem to 
be an essential ingredient to mamtain 
the balance as we move farther in the 
direction of administrative coördina- 
tion of economic enterprise. If policy 
is to be determined primarily by per- 
sons who seek to produce not things 
but immediate values, the continuance 
of a scarcity economy—the stabiliza- 
tion of the depression—seems almost 
inevitable. Onlyeas policy is deter- 
mined in the ifterest of the consumer 
will the potentialities of our economy 
be realized. 


OPPOSING BUT COMPLEMENTARY 
VIEWPOINTS 


The first step in advancing the con- 
sumer interest is a recognition of the 
difference between the consumer point’ 
of view and the producer point of 
view. It has been the tradition 
among both economists and business 
men to describe the economic process 
as one of production. Almost in- 
variably the producer point of view is 
adopted—-the point of view which 
looks down the stream of goods and 
describes consumption as the last step 
where the goods go over the Niagara 
Falls into the maw of the consumer. 
Actually, there is Just as great logical 
justification for describing the whole 
economic process as one of consump- 
tion. We consume raw materials, we 
consume labor, and each step in the 
process is a step in the consumption 
of available resources. Here the point 
of view adopted is at the lower end of 
the stream of goods, looking upstream. 
Goods move toward the observer, not 
away from him. 

These*two opposing points of view 
do not «hange the character of the 
economic process, but they do cast 
into the foreground different aspects 
ine that process and make for quite ` 
different empHases. To the person 
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habitually adopting the producer 
point of view, the economic process, 
starting in as a process of producing 
goods quickly, shifts to one cf pro- 
ducing values, and this in turn may 


.&dopt the form of producing scarcity 


instead of goods. The persoa kabitu- 
elly adopting the consumer pcint of 
view will never be misled tc produce 
scarcity of goods.5 

To the producer-minded, the cur- 
tailment of productgon, limitation of 
hours, and lifting of prites cen eppear 
to be a satisfactory. solution to a 
specific problem. To the consumer- 
minded, the first question to be an- 
swered is, “ Will the effect of tke pro- 
cram be to make people abie to eat 
more or live better?” To thə pro- 


.ducer-minded, the first thought in an 


industrial program is, “How cen the 
existing producing instruments be 
made to return values?” Tc the con- 
sumer-minded, the first thought is, 
‘ What goods are needed for ul-imate 
consumption?” In each case tke pro- 
ducer and the consumer are at oppo- 
site ends of the same protdem, but 
because the producer can go dn to the 
sidetrack of creating value through 
scarcity, the correcting influence of the 
consumer point of view would seem to 
be essential. 

So long as the market place was an 
edequate regulator and coérc inetor of 
economic activity, the consumer point 
cf view was of secondary 1m. ortance. 
Consumer influence was ex2rt2d di- 
rectly through the market, ard the all- 
pervading producer point of view was 
made relatively harmless by the com- 
petition of producers and the frzedom 
of choice on the part of ccnsumers. 
When control over price-anG-p7oduc- 
tion policy is shifted from the inter- 

ë Tt should be noted that in condidecing the 
economic process from the producer point of 
view, cost is in the foreground. From the 
consumer point of view, utility is in tne fore- 
ground. a 
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action of producer and consumer in 
the market to the hands of adminis- 
tration, the dominance of the producer 
point of view in policy making may 
act as a Frankenstein, destroying even 
the values that producer-minded peo- 
ple would attempt to produce. Only 
as 1t is constantly kept in mind that 
the basic function of the economic 
process is the getting of goods and 
services to people, and that the pro- 
ducing of values is only an incidental 
technique for accomplishing this end, 
will the necessary balance in adminis- 
tration be obtained. 


PUBLIC INTEREST VERSUS 
ConsuMER INTEREST 


In meeting any specific situation it 
is essential to recognize that the public 
interest and the consumer interest 
are not identical. First, the public 
interest covers all spheres of human 
activity—religious, political, economic, 
social——-while the consumer interest is 
purely in the economic sphere. Sec- 
ond, the consumer’s interest is only 
one of the many interestseinvolved in 
our economy; it is the interest of buy- 
ers rather than that of owners, or 
workers, or producers, or sellers. ‘To 
confuse the public interest with the 
much more specific consumer interest 
is to lose sight of the even-handed bal- 
ance which is implicit in the term “the 
public interest.” 
` True, all persons are consumers and 
also the public; but the public interest 
embraces the whole. Even as it ap- 
plies to the economic field alone, the 
public interest calls for the protection 
of the owners of industry, the man- 
agers of industry, and the workers of 
industry as well as the consumers. 
We would never think it appropriate 
for a man placed in the position of 
protecting the public interest to act 
primarily in the interests of an owner 
against labor, or for him to act pri- 
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marily as an agent for labor against 
the owners. We would call on him to 
balance the two interests against each 
other as the case for each was argued 
before him. 

So where, for instance, the interests 
of consumers and of owners come in 
conflict, 1t is in the public interest, not 
that the decision should be rendered 
in the interest of consumers, but that 
a balance should be reached in terms 
of the economic whole. ‘Therefore, to 
place any Government official in the 
position of having to represent both 
the public interest and the consumet 
interest of the public is to make him 
both judge of all parties and prose- 
cutor for one of the parties at interest. 
Probably no single element in the 
thinking of the past year has done 
more damage to the consumer than 
this confusion. Only as it is elimi- 
nated from our thinking can the rôle of 
the consumer be clearly seen. 

What, then, is the rôle of the con- 
sumer? In attempting to envisage 
this rôle in the recovery program it is 
essential to realize that the consumer 
will get nothing for which he does not 
fight, however socially minded the 
agents of Government may be. The 
actions of Government agents are to 
an important extent, and almost in- 
evitably, a resultant of the pressures 
which impinge upon them. If there 
is no pressure on Government from 
people as consumers, there is little 
likelihood that their interests as con- 
sumers will be effectively represented. 
The existence in the Government of 
bodies representing the consumer does 
not mean that the interest of people 
as consumers will be protected, but 
rather that channels are open whereby 
the consumer can become articulate. 
Only as the consumer representatives 
are backed up by pressure from con- 
sumers can their actions exert a major 
influence on economic policy and pro- 
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vide that balance which will prevent 
administration in the direction of 
searcity. 


ORGANIZATION OF CONSUMERS 


Basic to the protection of the inter- 
est of people as consumers and the 
maintenance of balance in our econ- 
omy is the need for consumer organi- 
zation. ‘The idea of such organization 
is frequently scoffed at by those who 
fail to see that it could take two quite 
distinct forms-*-the organization of 
individuals as consumers and the or- 
ganization of consumer interest. It 
is said that nobody is a consumer be- 
cause everybody is a consumer, that 
everybody is also a producer, and that 
people will act more in their interests 
as producers; therefore, to organize 
individuals as consumers is to obtain 
a weak and ineffective type of organi- 
zation because of the diffuse character 
of the interest involved. The weak- 
ness of the consumers’ codperative 
movement in the United States is fre- 
quently cited as a reflection of the 
diffuseness of this interest. 

Such reasoning is offered to prove 
that no significant action can be or is 
likely to be taken by consumers. 
However, it completely overlooks the 
fact that the important thing is not 
to organize individuals as consumers 
but to organize the consumer interest. 
This would involve the recognition by 
existing organizations of the fact that 
consumers can no longer adequately 
influence the economic process through 
the market place; that they must exer- 
cise influence not only through the 
market place but also directly upon 
the managers of industry. The or- 
ganizationeof consumer interest would 
be accomplished as individuals used 
their influence through their existing 
organizations. While the organiza- 
tion, of individuals as consumers is im- 
portant, „the diffuseness of consumer 
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interest seems likely to make such or- 
ganization slow. Until strong con- 
sumer groups exist, perhaps as a part 
of a permanent consumer movement, 
the use of many existing organizations 
seems not only possible but essential. 

First in importance amorg such or- 
ganizations would come tkose which 
are in no way committed to the pro- 
ducer point of view—teachers’ soci- 
eties, organizations of Government 
employees, churches, women’s organi- 
zations, engineering societizs, and, of 
course, the consumer co3peratives. 
These organizations could in a clear- 
cut manner carry the banner of the 
consumer and act as channels ~hrough 
which consumer action could b2 taken. 
They are in a position not oarly to edu- 
cate their members but alto zhrough 
their representatives to exert definite 
pressure to counterbalance moves on 
the part of producer interests which 
would otherwise jeopardize the opera- 
tions of the economy. 

Second would come the organiza- 
tions which primarily appzoach eco- 
nomic problems from the producer 
point of view but which can espouse 
the cause of consumers en specific 
problems. Such are the farm organi- 
zations and labor organizat-ons whose 
activity is primarily in ‘the economic 
field, and the interests of whose mem- 
bers on specific issues are frequently 
as strong on the side of the consumer 
as on the side of the producer. Thus, 
both labor unions and farm ozganiza- 
tions can support the corsumer de- 
mand for more accurate and helpful 
information as to. the qua‘ity of the 
things which-the consumer buys. In 
no way would such action reduce 
either the wages of workers or the in- 
come of farmers. At the game time 
more competent information would 
make for the return of a larger real 
income. Here there is no comflict, be- 
tween the interests of eitter farmers 


or workers as producers and theirin- 
terest as consumers. 

Again, such organizations could 
combine in the consumer demand that 
industry should be operated in a 
fashion more responsible than that 
shown in so many cases prior to the 
depression. Here again, the interests 
of a producer group do not run counter 
to the consumer interest and objec- 
tive. On this basis they can bring 
pressure In a common cause, though 
on other specific problems that con- 
cern the consumer their interests 
would be contrary. 


Tue CONSUMERS’ OPPORTUNITY 


Here, then, is a field of immediate 
consumer activity. Through the ex- 
isting organizations and through any 
new organizations that can be de- 
veloped, the consumer point of view 
and the consumer interest in all the 
ramifications of the economie process 
need to be pressed. 

For the first time in American his- 
tory, specific bodies have been estab- 
lished as a branch of the Government 
to protect the specific consumer inter- 
est of the American public. Whether 
these bodies will prove to be only good 
window dressing or one of the most 
significant factors in the New Deal 
will largely depend on the use made 
by the community of the opportunity 
they afford. The Consumers Ad- 
visory Board and the Consumers 
Counsel—set up respectively in the 
industrial and agricultural adminis- 
trations—are explicitly given the 
function of watching over the action 
taken by the Administration in these 
fields. With a view to protecting the 
consumer interest they have come to 
be an element in the making of policy, 
a minor element it is true, but an ele- 
ment of real significance not so much 
for what it has accomplished in the 
past as for what it offers for the future. 


R 
A 


Tur CONSUMER AND THE New DEAL 17 


The community has been given chan- 
nels through which it can make effec- 
tive its pressure as consumers. If we 
are to maintain or further extend the 
element of administration in the co- 


ordination of economic activity, it is 
imperative that the channels be used 
in order that the producers of value 
should not shunt our economic ma- 
chine down the sidetrack of scarcity. 


Dr. Gardiner C. Means, Associate at Law in the 
Law School of Columbia University, is on leave of 
absence to act as Economic Adviser on Finance to 
the Secretary of Agriculture. He is also a member 
of the Consumers’ Advisory Boardinthe NRA. He 


is a co-author with Mr. Berle of “The Modgrn’Cor- 


poration and Private Property” and with Professor 
Bonbright of “The Holding Company.” 


Wastes in the Consumer’s Dollar 


By Haze. KYRK 


ASTES in the consamer’s dol- 

lar” is a catch-all phrase that 
serves those who want te condemn 
either the inefficiency of th2 economic 
system or the ignorance ani the care- 
lessness of the consumer. The “real 
value” that the consumer gets from 
his dollar is slight, say those inter- 
ested in the latter, compared with 
what he might have had by wiser ex- 
penditure of his money. ‘Lhe utilities 
he actually gets for his dollar he could 
have had for far less, say those con- 
cerned with the former, were it not 
for inefficiency, duplication monopoly 
profits, antisocial activities, and un- 
necessary costs and charges. Both of 
course are right. What the consumer 
gets for his dollar is the measure of 
the efficiency of the productive mecha- 
nism. It is the consumer wno loses 
through stupid managerren:, bun- 
gling workers, wasted stocks, unuti- 
lized capacity—all the thcusend and 
one forms of inefficiency. Again, it is 
certainly true that the cons imer could 
have vastly more health and less ill- 
ness, more beauty and less ugliness, 
more usefulness and less trimpery, 
more amusement and less boredom, by 
a different expenditure of ais dollars. 
Although all wastes of the consum- 
er’s dollar may fall into one or the 
other of these two broad groups, yet a 
more intensive analysis of -he sources 
and kinds of so-called waste E neces- 
sary if we are going to do mcre than 
decry waste in the large. Irsthe course 
of this analysis a definitba of this 
loose term “ waste” may emerze, or at 
any rate some notion of how the defi- 
nition varies as we shift cur ground 
and our standard for*judgnert. 
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Unwiste BUYING 


If the various types of waste were 
to be discussed in the order of the 
troublesome and difficult character of 
the problems involved, the first would 
surely be the wastes arising from the 
consumer’s unwise use of his dollar— 
s use for the harmful, the ugly, the 
trivial, the ostentatious. That there 
are such wastes quite independent of 
deception and fraud, every one will 
agree; in fact, put in this way, every 
one will probably agree as to their 
magnitude and that the triumphs of 
the industrial age seem far less grand 
and even doubtful when their final re- 
sults in the consumption of the people 
are contemplated. 

It is probably undesirable in this 
discussion to try to decide whether 
consumers have the wrong wants or 
whether they seek the wrong modes 
of satisfying their wants. That ques- 
tion would carry us into deep waters, 
although it has important practical 
aspects. It is essential, however, to 
note that an enumeration of wastes of 
this character means the making of 
“welfare” judgments. The problems 
involved are problems of conduct—of 
ethics so far as ends are in question, of 
science or art so far as means are the 
issue. Questions concérning “good” 
and “bad,” “ proper ” and “improper” 
uses of income are like all other prob- 
lems of goodness or badness, propriety 
or impropriety. 

This is not to say that these judg- 
ments are unimportant or that we 
should abstain from making them. 
We should not and we cannot. Rather 
we should set ourselves, as has never 
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been done, deliberately and whole- 
heartedly to the appraisal of current 
uses of income. Without any admoni- 
tions to that effect we will, of course, 
go on to the end of time applying our 
standards of what is good and bad in 
consumption to other people’s deci- 
sions. ‘The real question is, When, 
how, and to what extent shall we at- 
_ tempt to enforce our judgments upon 
others? ‘To what differences shall we 
be tolerant? Which shall we openly 
criticize or cold-shoulder? What shall 
be prohibited by law? Shall the 
schools undertake the education of 
the consumer? Shall any group be 
allowed to propagandize? For vegeta- 
rianism? For nudism? 
stinence? Shall groups or individuals 
with a financial interest in consumers’ 
choices be allowed to try to influence 
them? 

At least three practical questions of 
current interest are indicated by these 
queries: 

1. To what extent shall the consum- 
er’s use of his dollar be determined by 
statutory regulation or on a political 
basis? 

2. What shall be the character of 
the education of the consumer by the 
schools? 

3. How can adverse effects upon 
consumption habits be avoided if 
those mterested in the sale of a prod- 


uct are allowed to propagandize for. 


it use? 


Statutory regulation 


Our consumption habits are today 
regulated by law to a greater extent 
than is ordinarily realized. Most of 
this regulation is taken for granted 
and its desirability well-nigh univer- 
sally agreed upon. Controversy rages 
around such questions as prohibition, 
the censorship of books and plays, and 
the ban on contraceptives and birth- 
control information. The problem is 
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For total ab- 


broader, however, than the issues 
raised by ordinary sumptuary legis- 
lation. 

Many of those who are most zeal- 
ous in opposing such regulations and 
in upholding the consumer’s right to 
freedom of choice are proponents of a 
planned economy. But one of the ma- 
jor issues concerning the operation of 
a planned economy is what happens 
in it to the consumer’s freedom of 
choice. What stafidards will be used 
by the planners 1 in arriving at their de- 
cisions as to what shall be produced 
and how much of each good? Will 
their decisions be welfare judgments, 
and will knowledge of what makes 
for welfare be equal to the task? Or 
will consumers retain their freedom of 
choice, losing only the false stand- 
ards and the pressure from interested 
groups incidental to the present ré- 
gime? If so, how will this freedom 
of choice operate? By what mechan- 
ism will preferences be registered? 
Is freedom of choice consistent with 
planning? Or does planning mean the 
substitution of political for economic 
methods of organization? Must the 
decisions of the executive be arbi-. 
trary? These, 1t would seem, are the 
practical issues that should be raised. 

The problem is easily settled by the 
author of a recently published book- 
let called Prohibiting Poverty. ‘To the 
questions, “ What are necessaries” and 
“Who is to determine what things are 
necessary,’ she replies, “There is no 
trouble whatever in doing so. We all 
jolly well know the difference between 
the numerous things we want and the 
few things that we actually need.” 
Food, clothing, and shelter plus a few 
other things are all that are necessary. 
The relief authorities would probably 
report that they have found no such 
universal agreement as to what is nec- 
essary, not even as to what food “we 
actually need.” 
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Consumer education 


Those who have not recent y been 
in touch with discussions of tae con- 
tent and the objectives of =he school 
curriculum may not realize to what ex- 
tent the education of the corsu ner is a 
matter of concern. Even the commer- 
cial teachers in the secondary schools 
are now saying that they mast assume 
this responsibility. Home economists 
have long thoughteof it as their spe- 
cial task, without, however, thinking 
the problem through in suci a way as 
to formulate a comprehensive and sat- 
isfactory program. Teachers of other 
subjects are beginning to sce the rele- 
vancy of their material to consumption 
habits and the problems f buying. 
The great weaknesses of consumer ed- 
ucation to date have been the failure 
to include a realistic study of market 
agencies and devices in relation to the 
problem of buying, the fai ure. to an- 
alyze current standards of selection, 
and the confusion of the demccratiza- 
tion of standards with thew improve- 
ment. 


Commercial propaganda 


The third practical questiona raised 
was, What part shall business play in 
the education of the constmer? Are 
we increasing or decreasing waste 
when we allow interested groups to 
tell the consumer what he really 
needs? It is easy to see thet the prop- 
aganda of some commercial groups 
will be in harmony with the t3achings 
of the school, while others will be in 
conflict. The nutritionists believe, for 
example, that the per capita consump- 
tion of milk is too low amd that of 
sugar is too high. The efbrts of the 
National Dairy Council fit įr. beauti- 
fully with their program, but what of 
those of the Sugar Institute? Differ- 
ences in taste and in opinion a3 to fieed 
are all very well, but an iastitutional 


set-up that generates resistance in one 
part to pressures applied in another is 
scarcely a well-ordered scheme. 


PAYMENT FoR UNDESIRED Goops 
AND SERVICES 


We turn now to wastes in the con- 
sumer’s dollar of an entirely different 
kind—wastes due not to the unsound 
and perverse character of his wants, 
but to the conditions under which his 
wants are satisfied, the difficulties he 
encounters in selecting what he wants, 
and the terms upon which he can se- 
gure what he wants. Our definition 
of “waste” now changes completely; 
we no longer make welfare judgments, 
but economicjudgments. Weappraise 
not conduct, but the operation of the 
economic system. A waste is an 
unnecessary cost; it is represented by 
that part of the dollar needlessly paid. 
Further discussion therefore turns on 
the question, What is unnecessary or 
needlessly paid? 

One of the criticisms most fre- 
quently made of the terms upon which 
consumers secure their goods is that 
they are obliged to pay for qualities 
or services or accessories that they do 
not actually want. Thus, whether 
they want them or not, they must 
pay for the perfume in their soap, the 
flavor in their tooth paste, the expen- 
sive container, liberal credit and re- 
turn privileges, elaborately decorated 
salesrooms, an elegantly gowned sales 
force, an elaborate display, frequent 
delivery, and reputation created by 
advertising. They must even pay for 
the persuasion and the sales talk to- 
ward which they must for their own 
protection develop resistance. We are 
now concerned with the consumers 
who do not want these services or who 
do not want them sufficiently to pay 
what they cost. The fact that many 
who want the superfluities do so be- 
cause the sellers have led them to seek 
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and expect them is another matter. 
As a form of waste, it belongs to the 
type first discussed. 

Do we ever pay for services or for 
qualities in goods that we do not desire 
or would prefer to go without? Fre- 
quently. The fact that goods are bun- 
dles of utilities is one of the difficulties. 
Our articles of food and clothing, our 
housing, personal and household sup- 
plies, furniture and equipment, come 
on the market as bundles of those utili- 
ties that can be sold at the highest 
margin of profit—that is, of those utili- 
ties that please the majority or thé 
minority group that provides the most 
profitable market. 


Minority demand 


Under a system where what is pro- 
duced is determined by dollar vote, an 
individual buyer may often find that 
the market available to him does not 
provide the particular commodity or 
service he desires or does not provide 
it in the desired size or of the desired 
kind or quality. In that market he is 
a member of an unprofitable minority. 
Those with similar needs or tastes are 
too few in number to induce produc- 
tion, or, if they are numerous, they 
are unable or unwilling to pay the 
price that would bring the desired ar- 
ticle on the market. The smaller the 
market or the more alien the commu- 
nity, the more likely is this to be the 
case. The chances that the individ- 
ual consumer’s particular needs or de- 
sires will be met depend upon their 
uniqueness, or their similarity to those 
of others. 

Demand also goes unsatisfied when 
producers do not foresee or correctly 
estimate their chances of profit. The 
availability of goods of the kind and 
quality desired is dependent upon the 
ease with which buyers can make their 
wants known, the alertness of sellers 
to chances of profit, and their power 
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to make actual demand from the po- 
tential demand of a scattered minority 
group. 

The relation of the foregoing analy- 
sis to marketing services is not always 
fully appreciated. We know that we 
may take shoes in an undesired style 
in order to have the material or the 
size desired, or a dress in an undesired 
color in order to have the material de- 
sired. We may take a paper whose 
editorial policy weedislike, in order to 
get the benefit of the foreign news 
service. It is not often that all the 
utilities in the bundle we buy are those 
that exactly meet our particular speci- 
fications. Our purchases are compro- 
mises. 


Payment for marketing services 


There are two separate and distinct 
problems in connection with buyers of 
marketing services. 

1. Do those who demand a large 
display, a palatial establishment, “ at- 
mosphere,” and “privileges,” know 
what these satisfactions cost them? 
And, to what extent is this demand, 
as the demand for other things, the 
result of an undesirable education in 
values by the biased group which of- 
fers these services for sale? 

2. How can those who would prefer 
to pay cash, buy by sample, carry 
home their packages, forgo the return 
privilege, have plain containers and so 
forth, secure the privilege of choice, 
that is, the choice of furnishing for 
themselves or going without those 
services which they do not desire suf- 
ficiently to pay for? 

It is futile for retailers to urge, as 
some do when the high cost of retail- 
ing servicés is under discussion, that 
buyers should expedite their shopping, 
carry home small packages, and use 
the credit and return privileges cau- 
tioufsly, unless they can devise a cost 
accounting system that will give the 


29 THE ANNALS OF THE ÅMERICAN ACADEMY 


buyers who do so a financml advan- 
tage. Otherwise it costs the buyer no 
more to have an article takem from the 
merchant’s stock, charged. packed, 
delivered, then called for, resurned, 
unpacked, and credited on jis ac- 
count, than to make a cash purchase 
and carry it home himself. Et costs 
no more to buy at a rush vour on a 
tush day, taking an hour of the sales- 
person’s time after an inspection of 
fifty articles in five stores, than to buy 
at a slack time, taking’ten mirutes of 
the salesperson’s time after inspecting 
five articles. A choice wil’ be made 
only as accounting devices are worked 
out that make it practicable ta charge 
for and in proportion to services ren- 
dered. 

Another solution is the development 
of diverse types of retailing agencies— 
those that sell by sample or descrip- 
tion, and that are “self-serve” or 
“cash and carry.” Mail order buying 
automatically eliminates man” of the 
services of the type under diszussion, 
and their costs; but as long as inspec- 
tion and trying-on are necessary, its 
development is limited. Onganization 
of codperative associations is possible 
whenever consumers will taze the time 
to think through what they want and 
assume the requisite amo. nt of re- 
sponsibility for getting it. 


MISREPRESENTATICN 


~ - A third group of wastes are those 
due to fraud, deception, and “ guess- 
work” buying. The existenze cf wastes 
of this character is clearly 2 complete 
perversion of any economic system of 


which the consumer is suppos2d to be. 


the beneficiary. One has anly to dis- 
tort the situation slightly*tc see its 
absurdity. Assume that bayers came 
blindfolded to the market, <ossed their 
dollars into a basket, anc im return 
were permitted to draw ouz goods; 
or, to make it more realiscic. assume 


merely that the goods were wrapped 
or packaged. Although the buyers’ 
eyes are free, to what extent has the 
situation been improved? Or assume 
that buyers may read or hear about 
the goods, but read or hear only what 
would induce them to buy, and little 
or nothing that would help them to 
identify or compare the specific quali- 
ties they wish to seek or to avoid. 

It is amazing to realize that only 
within the last few years have those 
who presumably were analyzing the 
operation of our economy begun to 
grasp the full extent of this source of 
waste. What were the reasons for this 
oversight, aside from preoccupation 
with other problems? It was partly, 
no doubt, because they unthinkingly 
assumed that there was no difference 
between consumers as buyers and pro- 
ducers as buyers, and that inspection 
and experience were adequate means 
of identification and comparison; or 
they dismissed the matter with the 
judgment that the difficulty lay in the 
ignorance and gullibility of consumers, 
or, since women were the major buy- 
ers for consumption, that women were 
born economic imbeciles. Further, 
when discussed at all, the question 
was discussed largely as a problem of 
fraud, of wooden nutmegs and gold 
bricks. The more subtle forms of mis- 
representation and the impotence of 
the buyer without adequate labels, 
grades, and ratings were not perceived. 
Further, it is probable that this source 
of waste is largely a twentieth-century 
phenomenon. Certainly it has grown 
with increasing volume of expenditures 
and increasing variety of goods to be 
bought. It has also grown as compe- 
tition has taken the form of advertis- 
ing and salesmanship. 

Three mutually’ dependent lines of 
attack must be followed to reduce this 
type of waste: first, education of the 
buyer; second, reduction of misrepre- 
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sentation in all forms, direct and indi- 
rect; and third, provision of adequate 
information about the goods on the 
market. Be it noted that this infor- 
mation cannot be merely about eggs, 


sheets, blankets, canned peas, or mat-, 


tresses in general. It must be as 
closely associated with and pertaining 
to a specific good as its price tag. Fur- 
ther, it must be noted that the educa- 
tion of the buyer referred to here is 
not education designed to change or 
modify his tastes or his concept of 
needs, as discussed above. Rather it 
is the education that is necessary to 
enable him to get what he wants, an 
to get it at the lowest price at which 
it is available. To do that he must 
know what qualities to seek and what 
to avoid, and be acquainted with the 
devices that enable him to identify 
and compare them. 


COMPETITIVE WASTES 


The wastes in the consumer’s dol- 
lar due to fraud, misrepresentation, 
and high pressure salesmanship are 
frequently said to be part of a 
larger group of wastes inherent in the 
competitive system. Another group 
of so-called competitive wastes in- 
cludes unnecessary duplication of 
plant, equipment, and labor force, and 
the lack of efficient coérdination and 
integration of the successive steps in 
the productive process. Examples of 
wasteful duplication range from milk 
delivery men and retail grocers to shoe 
factories and coal mines with rate 
of output below the optimum, not 
through seasonal limitations but be- 
cause of overexpansion of the indus- 
try. The costs of this wasteful dupli- 
cation, this failure to utilize resources 
effectively, are of the same character 
as those of the antisocial activities of 
competitive advertising and selling, in 
that they represent to consumers a loss 
of the goods and services that an alter- 
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native or more effective use of the re- 
sources would have provided. Associ- 
ated with this type of waste is the 
overproduction of goods such as corn, 
fruit, cotton, or hogs, which it does 
not pay to market and which are there- 
fore destroyed or left to decay or spoil. 

The lack of effective codrdination 
and integration has perhaps been most 
evident in the marketing process, 
where the various steps or functions 
have been subdivided and each taken 
over by indepéndent business con- 
cerns. The cry “too many middle- 
men” has sometimes meant too many 
retailers, jobbers, and so forth—that 
is, concerns doing the same work—and 
sometimes too many specialized agen- 
cies. A good deal of the past criticism 
of the wastes in marketing was based 
upon a lack of understanding of the 
activities necessary to get goods from 
the place of initial production and the 
possession of the first producer into 
the home and the possession of the 
last buyer, and that if many of these 
costs were to be eliminated it would 
have to be by Mr. Borsodi’s plan of 
making the household a more self-suf- 
ficing unit. An integrating movement 
has been going on in marketing, both 
through the organization of grower’s 
cooperatives that have taken over 
these functions, and through a reach- 
ing back of large retailing units toward 
the first seller of the commodity. 


Planning versus nonplanning 


Whether this group of wastes are 
true costs of competition is a question 
that raises the whole issue of the rela- 
tive economic effectiveness of free en- 
terprise as over against some other 
lnstitutiond! setup, as does the ques- 
tion whetlfer the internal economies in 
a competitive order are as great as 
they would be under another system. 
By “internal economies” is meant, of 
course, the effectiveness of manage- 
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ment and performance wittin a given 
productive unit. It may be argued 
tbat by planning, duplication and 
overexpansion could be elimingted and 
the necessary integration and coördi- 
nation provided. These wastes, it is 
repeatedly said, are the- inevitable re- 
sults of laissez faire. On the other 
hand, the economic theorists say these 
are only short-run phenomena of the 
competitive system; in the Icng run, 
given the essentiab conditions of free 
enterprise, they disappear. In this 
connection it is pertinent tc ncte what 
Hansen says in discussing cyzle phe- 
nomena, that if problems are tackled 
only in terms of long-run terdencies, 
it is in effect refusing tc recognize 
them as problems at all.4 

The real issue as between planning 
and nonplanning, so far as tais type 
of waste is concerned, appears only as 
the fundamental causes are noted. If 
enterprise is truly free, the causes are 
presumably ignorance and uncertainty 
in regard to the future. Und=2r which 
institutional set-up will tkese be less 
or of less effect in the orgenization of 
production? Both can be reduced at 
a cost. Under which system will the 
costs be less and incurred the more 
readily? 


Monopouy 


A final class of wastes in the con- ` 


sumer’s dollar are those costs associ- 
ated with monopoly. Monopoly may 
be regarded as the converse of free 
competition, although a question that 
obtrudes itself upon the observer is 
whether a tendency toward nonopoly 
is not an inherent part of the system 
known as “free enterprise” It seems 
to be of the nature of free competition 
to move toward its own dinfinution or 
destruction unless there is constant in- 
terference. However that may be, the 
law of monopoly means curteilment of 
1 Business Cycle Theories, p. 64. i 


supply, plants operating below maxi- 
mum efficiency, lowered rates of con- 
sumption, and higher prices. How 
much the monopoly price will exceed 
the competitive price will depend upon 
yarious factors—the behavior of costs 
in the industry in question, and the 
elasticity of the demand for the prod- 
uct. But the loss to the consumer 
is most inadėquately indicated by 
the price difference. It is rather the 
unseen difference in efficiency and im 
rates of production that are significant. 

Few realize how widespread and 
Rervasive some degree of monopoly 
had come to be, even before the pas- 
sage of the National Industrial Re- 
covery Act. This tendency is to be 
seen not only in the formation of na- 
tional and legal monopolies and of in- 
dustrial combinations and associations 
for price fixing and quota setting, but 
also in the well-nigh universal move- 
ment on the part of sellers to take 
their goods out of price competition 
by trade-marks, brands, and related 
means. It was the consumer’s inabil- 
ity to secure, unaided, bhe needed in- 
formation about-these branded goods 
that made possible both the misrepre- 
sentation previously referred to and 
the successful maintenance of these 
quasi-monopolies. Retailing which in 
some districts and some goods shows 
a painful degree of competition also 
shows again and again monopolistic 
aspects. Location monopolies and 
prestige monopolies, successfully main- 
taining a higher price level, are not un- 
known, the one fostered by the short 
radius of the consumer’s market, the 
other by his use of price as a test of 
quality and by his perverted desire to 
be known to pay high prices. 

It is difficult to understand why the 
administrators and the public were so 
slow to see the dangers to consumers, 
of the powers given to the industrial 
groups set up under the NRA. Con- 
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Wastes IN Consumemr’s DOLLAR 


ventionally, in newspaper ‘cartoons 
and in politicians’ speeches, the one 
bogey of the consumer is the trust or 
the monopoly. Curiously enough, the 
first problem that the Consumers’ Ad- 
visory Board seemed to grasp In any 
fundamental way was the problem of 
quality standards. The Board saw an 
opportunity in the code making to re- 
duce those wastes arising from igno- 
rance and misrepresentation. But the 
NRA created a price problem as it did 
not a problem of quality standards. 
The price problem would therefore 
seem to be the one upon which thg 
Board should immediately have con- 
centrated. 

The reason for the apparent failure 
to grasp the fundamental issue from 
the consumer’s point of view is prob- 
ably that the NRA administrators, 
like consumers themselves, forgot their 
interests as consumers in their concen- 
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tration on their problems as producers 
or as. income recipients. Consumers 
tend to see their problem in the first 
instance as one of the size of their in- 
come. Without income, obviously they 
can buy nothing; with sufficient in- 
come, they will not worry unduly 
about monopoly price, curtailment of - 
supply, or any other type of waste. 
Furthermore, all the conditions under 
which the NRA was established made 
it natural for even those appointed to 
look after consumers’ interests to think 
of consumers as wage earners with 
their first stake in a wage increase, or 
as farmers with their first stake in sales 
prices. But it is only as consumers’ 
problems are conceived not as prob- 
lems of income but of price, cost of 
production, and information, that poli- 
cies for safeguarding the interests of 
consumers as such will be adequately 
formulated. 
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Foods and Drugs for the Consumer 


N THE early years of th2 irdustrial 
accident prevention movement, 
apostles of safety tried to turn hard- 
fisted plant managers into humani- 
tarians to further their ends. They 
interpreted accident statist.cs In terms 
of tragedies, telling w8eful tales of des- 
olation of homes which the _nszallation 
of machine guards costing a few dol- 
lars would have prevented. And they 
failed miserably; the plan: managers 
were hired to protect div deads, not 
lives. Only when safety engineers 
learned to sell accident pr2vention in 
terms of increased plant ef{ciency and 
larger cash profits did thez arhieve a 
measure of success. And in general 
they were successful only te the extent 
that they could convince dwners and 
managers of the profitableness of safe 
practices and devices. 

The example of the accid2nt preven- 
tion movement is significant for those 
seeking a basis for the appraisal of the 
food and drug industries, t1e >roducts 
of which directly affect tie physical 
welfare of the entire population. For 
if employers were not interested in 
preventing the maiming and killing of 
workmen in their own plants and un- 
der their very eyes, ever less could 
they, as producers, be exp2cted to 
show concern for the wefare of the 
unknown and unseen coasumers of 
their products—unless suzh concern, 
or the appearance of it could be 
counted upon to increase pro-its. 


a 
MANUFACTURERS INDIFERRENT TO 
CONSUMERS’ INTERESTS 


In terms of foods and drags, this has 
meant that good quality and whole- 
someness not inherent in a product, 
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and involving extra production costs, 
are likely to be present only if their ab- 
sence is readily detectable by the con- 
sumer. Nor does it matter whether 
the savings made result only in eco- 
nomic loss to consumers, or 1n loss of 
health or life. Indeed, the jeopardiz- 
ing of a dozen lives to save a few 

ennies is entirely normal in a profit 
economy. It was not an exceptional 
attitude that Professor Allan Freeman 
described at recent hearings on the 
Tugwell food and drugs bill when he 
told of an epidemic of botulism caused 
by ripe olives some years ago. “There 
was no coöperation whatever from 
the manufacturers. of the particular 
brand of olives which caused this epi- 
demic ... this firm had refused to 
conform to the simplest requirements 
necessary to insure the safety of their 
customers,” he said. , 

To be sure, there are Federal, state, 
and municipal food and drug laws sup- 
posed to protect both the consumer’s 
pocketbook and his health. But these 
laws are written and enforced so as to 
prevent “unnecessary ” business losses 
to the larger and more influential pro- 
ducers. Occasionally, the pressure of 
public opinion does force more or less 
effective regulation; usually, business 
can defend itself adequately by hiring 
the right lawyers and technologists. 

These things are stressed because it 
is impossible to see the food and drug 
manufacturers and their products in 
proper perspective if we regard the 
adulterations, the substitutions, and a 
multitude of other misdeeds as the 
exceptions, and believe, as the adver- 
tising men and the public relations 
counselors have led us to believe, 


Foops AND DRUGS FOR THE CONSUMER 


that every conceivable food and drug 
product (except the immediate com- 
petitor’s) is pure, healthful, of highest 
quality, prepared under transcen- 
dently sanitary conditions, and sub- 
jected to scientific controls at every 
step. 

When these claims are true, it 1s the 
exception. Ordinarily the claim alone 
will suffice, for the consumer cannot 
detect bacteria or traces of poisons or 
chemical substitutes; nor can he judge 
the truthfulness of the “health” claims 
made for a thousand foods or the cura- 
tive claims made for a hundred thoyf 
sand medicines, though he use the 
product year after year. If the prof- 
its of these industries were not built 
on a foundation of deception and dis- 
honesty, they would not today be 
waging what has all the appearances 
of a battle to the death against laws 
requiring grading and informative la- 
beling; in other words, laws requiring 
them to tell the truth about their 
products. 

Mazar 


@ 

A high-spot survey of foods may 
well begin with meat, for this should 
be the most satisfactory of foods from 
the point of view of care taken to pro- 
tect consumers. The munificent sum 
of three cents per capita is spent by 
_ the Federal Government to control the 
meat supply, as compared with a total 
of only one cent per person for all 
other foods. Furthermore, Govern- 
ment inspectors are posted at all 
slaughterhouses engaged in interstate 
commerce, to pass on every carcass. 
A careful study of meat inspection 
was made by the National Civil Serv- 
ice Reform League in 1925. The find- 
ings of this conservative body, which 
apply with even greater force today, 
point unmistakably to the conclusion 
that Government control can become 
little more than a mask to deceive 
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consumers, when business interests 
dominate the control agency. A brief 
quotation will show the nature of the 
League’s findings: 


The trusting confidence of the American 
public in the efficiency of laws was never 
more clearly shown nor more grossly be- 
trayed than in the matter of food mspec- 
tion. We have enacted “pure food” laws 
and ordinances, therefore, presumably we 
have “pure food.” But between the law 
and the “pure fool” hes a most important 
factor—the human element charged with 
the interpretation and the administration 
of these laws and ordinances. This element 
—given great powers of discretion; power 
to make “rules and regulations” to an ex- 
tent practically nullifying the intent of the 
law; subject to overwhelming commercial 
and political pressure—is the weak link in 
the chain, and practically the end of the ef- 
fect of the law... . 

Avarice and the pressure of competi- 
tion are weighed in the balance with the 
evil of selling diseased, spoiled, verminous 
and adulterated food disguised as and 
sometimes labeled wholesome, with the re- 
sult almost invariably m favor of the for- 
mer, ... 

The United States Department of Agri- 
culture is permitted to make and enforce 
regulations which to a considerable extent 
nullify the intent of the Meat Inspection 
Act, presuming that it was to eliminate dis- 
eased meat. 


So great are the potential losses 
which would follow honest, thorough 
inspection and the consequent whole- 
sale condemnation of seriously diseased 
carcasses, it can be taken for granted 
that as long as the packing industry is 
in private hands, ways will be found to 
circumvent control. Nor is it neces- 
sary to do it in trifling ways, such as 
are reflectéd, for example, in a small 
fine recently imposed on Armour and 
Company for using a meat stamp in- 
tended for use by Government inspect- 
ors énly. 

If Federal: meat inspection is bad, 
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state inspection, where it 2xists, is in 
most cases worse. According to re- 
ports from reliable sources, many car- 
casses so obviously diseased that they 
are not likely to be passed sy even 
the most lenient Federal irspector are 
held within the safe bounds >f intra- 
state commerce to be purckased as 
wholesome meat by unwa7y zonsum- 
ers. About a third of all meet sold is 
subjected to no inspection whetsoever, 
and if consumers knew how fcul much 
of it is, meat consumption would de- 
cline sharply.* 

Although sanitation in the handling 
of meat has improved greatly, per- 
fection is still a long way cff, particu- 
larly in the final stages of distribution 
through markets and testaurants. 
The reclamation of putrid meats with 
chemicals which restore fre:-h color and 
odor is still widely prac-iced. The 
Massachusetts Department oi Health 
reported the finding of sulphuz dioxide 
in 15 out of 26 samples cf hamburg 
steak examined during che second 
quarter of 1933. 


MuK 


Next to meat, the food srbject to 
the greatest degree of control in prep- 
aration for the market—at least, so the 
public is led to believe—is nilk. Here 
there is only state and in some cases 
municipal regulation, ho-verer, and 
with few exceptions the name “regu- 
lation” is scarcely deserved. Milk 
control boards are almost universally 
in the hands of producers and distrib- 
utors of milk, which orcdinerily has 
meant control of competition im the 
interests of the large prcduzers and 
distributors; not control o% quality in 
the interests of public heakh. 


1 For a summary of the changes in food con- 
sumption habits jr the last 25 yzars, see O. E. 
Baker, “Char, ‘n .. . Consumption of Our 
Farm Products,” Tue Annats, Vol. CXLIT, 
p. 119, March 1929. — EDITOR. 
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Though milk is easily contaminated 
at every stage from milking to deliv- 
ery to the consumer, at no stage is 
reasonable sanitation maintained in 
most areas. Usually, little or no ef- 
fort is made to assure freedom from 
disease (even such diseases as tuber- 
culosis or syphilis) in milkers and other 
workers, and sanitary conditions are 
frequently of the worst. Filthy dirt 
floors, unclean containers, and the 
presence of all kinds of domestic ani- 
mals in dairies, are common. 

There is some difference of opinion 
\s to how completely milk is rendered 
safe by Pasteurization under proper 
conditions. Pasteurization certainly 
does net remove dirt; nor, as carried 
out in isolated and infrequently in- 
spected plants, can it be counted on 
uniformly to reduce bacterial content 
to a wholly safe point. And even the 
best of Pasteurization, while affording 
protection against organisms previ- 
ously in the milk, will not afford the 
slightest protection against organisms 
from human or other animal sources 
after Pasteurization. 

The general absence of even an ap- 
proach to the perfect sanitation which 
should obtain in every milk plant is 
indicated by the reports of inspections 
made by the Board of Health of Indi- 
ana-—a typical milk state. During the 
month of October 1932, for example, 
415 dairies were inspected and rated 
for sanitary condition. The table of 
ratings shows an unbroken blank in 
the “excellent” column, not one dairy 
meriting this rating. Only ten, or less 
than 4 per cent, could be rated even 
good. One might expect that a dairy 
so unclean that it could be rated only 
fair would be put out of business. 
But 136 were placed in this classifica- 
tion, and there is no indication that 
any of them suffered any penalty or 
were even subjected to further inspec- 
tion. Worse still, we find the largest 
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group of dairies, 186, in the “poor” 
column, with 86 actually rated bad. 
Of 109 Pasteurized milk plants, only 
6 were considered good, 43 were fair, 
52 poor, and 8 bad. 

It is generally agreed that raw milk 
presents far too great a hazard for 
consumption: by infants or any one 
else unless it is produced under ideal 
conditions. Yet the report shows that 
of 12 raw milk plants, 4 were fair, 
6 poor, 1 bad, and only 1 could be 
classified as good. 

Although again there are exceptions, 
the milk supply of small towns is b£- 
lieved to be generally impure and un- 
wholesome. Many cities have their 
own milk regulation, and in.some of 
these the milk is probably of fairly 
good quality. The regulations of some 
states and municipalities provide for 
the grading of milk on the basis of 
bacterial count and the sanitary rating 
of the dairies. Despite the large price 
differential between grades A and B, 
it is known that with some companies, 
including at least one of the largest, 
both grades*come out of the same 
dairies and the same vats. 

In connection with the supplies both 
of meat and of milk, the report of the 
Massachusetts Department of Health 
for 1930 is noteworthy. It conveyed 
the cheering information that nearly a 
million persons in the State were ex- 
posed to milk from potentially tuber- 
culous cattle; and according to recent 
reports from New York State Agricul- 
tural Commissioner Charles H. Bald- 
win, probably 250,000 of New York’s 
cattle, most of them in areas where 
dairying is the major industry, are 
tuberculous. 

It will probably be asked why all of 
us who eat meat and drink milk are 
not in our graves. Many thousands 
do go to their graves each year be- 
cause of. diseases traced to contami- 
nated meat and milk. That the num- 


ber is not greater is due not to the 
meat packers and the dairymen, but 
rather to the normal resistance to 
disease of the human organism. To 
revert to our parallel of the lack of safe- 
guards in manufacturing plants, un- 
guarded machines cannot be justified 
because a plant at all times has its-full 
quota of live workmen. The casualty 
Insurance actuary knows that a cer- 
tain number of those workmen are 
likely to be killed or injured each year. 


Froirs AND VEGETABLES 


Despite what has been said, there is 
no doubt that the safety of meat and 
milk reaching the ultimate consumer 
has improved to some extent during 
the quarter-century since the enact- 
ment of the first Federal food and drug 
legislation and many state control 
laws. When we turn to the considera- 
tion of the fruit and vegetable market, 
however, we find that the opposite is 
true. Consumers have been led to de- 
mand unblemished produce; and in 
order to protect fruits and vegetables 
from the ravages of insects, increasing 
quantities of lead arsenate and other 
insecticides, poisonous to man as well 
as to insects, are being used. Al- 
though insecticide residues can be re- 
moved with an inexpensive chemical 
wash, a dozen different fruits and 
vegetables reach the consumer’s table 
bearing residues, mainly of arsenic and 
lead, in amounts sufficient to consti- 
tute a serious hazard. 

The Federal Food and Drug Ad- 
ministration, empowered by law to ban 
added poisons, is devoting a large part 
of its total appropriation to the insecti- 
cide problem; but it would take several 
times the Administration’s entire ap- 
propriatién and a far. greater free- 
dom from commercial and political 
considerations to safeguard the public 
adequately i in this one field. Further- 
more, a great deal of produce does not 
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enter interstate commierce, and is thus 
subject only to almost corr pletely in- 
effective state control. Lespite the 
efforts of growers and formerly of 
Government agents to mitinaize the 
seriousness of the situation, there have 
been many deaths from th= eating of 
produce carrying heavy residues of 
poisonous insecticides, and mere than 
a hundred persons were poisoned, some 
of them probably fatally, i in California 
during the past several mo its. 

The consumer’s chief corcern, how- 
ever, is not that he will be Leeled over 
by the arsenic residue on a single ap- 
ple or head of lettuce, bat that he 
will store up in his body sufficient 
amounts of arsenic and lead from the 
lead arsenate residues reraining on 
apples, pears, lettuce, cabbage, celery, 
broccoli, and many other fruits and 
vegetables, ultimately to do serious 
damage. Arsenic, in the quantities 
which might easily be ingested with 
foodstuffs, has been found to cause 
eczema in both children end adults, 
patch baldness, and abnoriral vigmen- 
tation of the skin. Arseni has been 
known to cause cancer, anc tke possi- 


bility that arsenic residues Ere con- . 


tributing to the rising cancer death 
rate certainly cannot be igmored. The 
effects of lead, even where acute poi- 
soning does not occur, are frequently 
serious, sometimes leading to obscure 
nervous ailments difficult of dtagnosis. 


EXPERT STATEMENTS re POISONING 
HAZARD 


Although the head of the Food and 
Drug Administration once stated that 
no residues of lead would be permitted 
on foodstuffs because of the great haz- 
ard of this cumulative poison, and de- 
spite a warning from a Department of 
Agriculture technologist that s certain 
exceedingly small amount of lead i in- 
gested daily would -ultimetely cause 
chronic lead poisoning, the Adminis- 


tration has legalized a lead residue of 
.019 grains of lead per pound of food- 
stuff—-an amount over twelve times as 
much per pound as would be required 
to cause chronic poisoning if the 
Government’s own technologist is cor- 
rect. It is a sad commentary on our 
consumer protective agencies that in 
deference to politicians, and without 
public protest, control officials sen- 
tence great masses of the population 
to the risk of serious poisoning, while 
their colleagues blandly deliver techni- 
cal papers in which they tell of the 
azard. For example: 


. . traces of poison continuously con- 
sumed may manifest results only after a 
period of years; first evidence of poisoning 
from extremely small daily doses of lead 
have appeared as long as a decade or more 
after the beginning of the exposure? 


Lead and arsenic are cumulative poisons, 
that is, they store up in the system, and 
untoward results may not be noticed until 
there has been an accumulation of a sufi- 
cient quantity to cause some serious mani- 
festation. In the meantime there may 
have been insidious unde®mining of the 
health of the individual’ 


“When insect pests or disease threat- 
ens the destruction of live stock or 
crops, the Department of Agriculture 
is ready (quite properly) to come to 
the aid of the farmers. But since the 
Government has succeeded in keeping 
the public ignorant of the danger of 
mass poisoning, and there is therefore 
no likelihood of curtailed purchases of 
fruits and vegetables, the Government 
is not undertaking the removal of 


® Crawford, C. W., Chief, Office of Interstate 
Supervision, Food and Drug Administration. 
“Technical Problems m Food and Drug Law 
Enforcement,” Law and Contemporary Prob- 
lems, Dec. 1933. 

? Wharton, W. R. M., Chief, Eastern District, 
Food and Drug Administration. Address before 
meeting of The Pennsylvania Horticultural Soci- 
ety, August 7, 1933. 
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spray residues, leaving it to be done 
sporadically and imperfectly by the 
growers themselves. The Department 
of Agriculture could solve the residue 
removal problem in the space of a few 
months; but it will not unless consum- 
ers generally learn that to avoid poi- 
soning they must forgo a part of their 
vitamin supply for a while (a really 
_ quite safe process) and do without 
those fruits and vegetables on which 
poisonous sprays are used. 


BAKERY PRODUCTS 


As we turn to the products of bakgr- 
ies, the picture, unfortunately, does 
not grow brighter. If fruits and vege- 
tables are often poisoned, at least they 
are often good. Quality alone consid- 
ered, a good job is done in the grading 
of many products, and in the proper 
seasons it is often possible for the 
consumer with enough money in his 
pocket to buy intrinsic goodness. But 
a pocketful of money will usually be 
of no avail to him if he seeks good 
bakery products, for low quality has 
become standard. Materials of the 
lowest grades are used by practically 
all bakeries. Dried and frozen eggs 
often in more or less advanced stages 
of decomposition, butter often con- 
taminated with filth such that no gro- 
cer would dare to sell it, indigestible 
shortening materials intended to make 
the products withstand the ravages 
of time and temperature, the worst 
grades of fruits and of flavorings: 
such are the constituents of a very 
large part of bakery production. Fur- 
thermore, bleached flour is universally 
used for white bread, and it is not un- 
likely that the continued ingestion of 
the infinitesimal residues of the poi- 
sonous chemicals of the bleaches may 
be injurious. — 

The low estate of commercial bak- 
ing is the normal result of the declin- 
ing competition of home baking, the 
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lack of regulation, and the ignorance 
of consumers concerning the ingredi- 
ents of their breads and pies and cakes. 
If enforced state regulations should 
ever require complete and definitive 
statement of ingredients on a label at- 
tached to every bakery product, an as- 
tounding change for the better would 
result. 


CANNED Goops 


In comparison “vith other branches 
of the food industry, canning presents 
a somewhat brighter picture. One of 
the angels of this industry is a micro- 
scopic organism, Bacillus botulinus. 
Most of the poisons introduced into 
our food supply act slowly and indefi- 
nitely, and their results can seldom be 
traced to the source. There is there- 
fore no particular compulsion upon 
producers to eliminate them. Not so 
botulinus, an organism associated in 
the public mind with improperly proc- 
essed canned foods. So deadly is this 
organism, and so great the fear of the 
canners that outbreaks of botulism 
will frighten consumers away from 
anything sold in tins, that the canning 
industry has found it advisable to im- 
prove processing and technical con- 
trol. Another angel of the industry, at 
least of the fruit and vegetable part of 
it, is the competition of fresh products. 
In the effort to win consumers away 
from fresh fruits and vegetables—and 
their vitamins—the canners have fur- 
ther improved their processes to con- 
serve vitamins; but even more, they 
have improved their claims for the ad- 
vantages of canned products until no 
claim is too wild or absurd. 

As to the genuine improvement of 
quality òf product, that is another 
story. The product of the large, na- 
tionally advertising fruit and vegeta- 
ble canners is for the most part of 
mediocre quality; and this must be so, 
since the scale of their output does 
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not permit them to select from the 
best. This has not, of ccurse, pre- 
vented each company from c.aimmg 
supreme quality for its outout. The 
companies have naturally resisted ef- 
forts to have all cans carry & grade 
mark indicating the qualicy of the 
contents. Imagine the effect on Del 
Monte advertising and prices, for ex- 
ample, of B and C grade merks on 
Del Monte cans. 

Despite the advances in 2rccessing 
techniques, there is still beiag canned 
a tremendous amount of food rnfit for 
human consumption. This is so al- 
most invariably where the iiszarding 
of bad product would involve large 
losses; for example, in the camming of 
fish and of berries. Shipments of de- 
composed and worm-infestei fish, run- 
ning to as high as four milion cans, 
have been seized by food inspestors. 

Many products, such as th2 soups 
of some companies, and preserves, sold 
without abounding claims, ¢ re of good 
quality and fair price. Some peckaged 
foods are potentially harmfaul, includ- 
ing many for which the mcst vocifer- 
ous claims are made; such, fcr example, 
as the various bran products. For 
bran is an intestinal irritant imjurious 
to many persons. 


Pacxacep Foops 


Some packaged foods are :leverly 
misrepresented: the syrups for exam- 
ple, which purchasers are led to be- 
lieve are chiefly maple syrup, but 
which turn out to be alm-st wholly 
cane syrup; and the procezs zheeses, 
advertised in such a way as to give 
the impression that they are real 
cheese. In buying packazec foods, 
such as prunes and rice, the ‘purchaser 
pays an absurdly large avfoint for 
packaging, advertising, and 2xtra prof- 
its; and frequently the uapackaged 
equivalent is available at fair price 
and good quality. Coffees have been 
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improved by vacuum packing, but the 
advertised claims of special superb 
qualities are only words. There are 
variations between coffee brands, but 
some brands vary so rapidly that no 
consumer can keep up with them. 

Special health claims made for pack- 
aged foods are almost without excep- 
tion pure nonsense. Most breakfast 
foods are in this class, together with 
such alleged sleep-inducing concoc- 
tions as Ovaltine. A deplorable new 
trend among the normally opportu- 
nistic health-food makersistheaddition 
Ao vitamin D to their products. 

e body’s tolerance for vitamin D is 
limited, and excessive amounts are de- 
cidedly hazardous, in at least one case 
having caused death. If the present 
trend continues and ramifies through 
breads (some of which already have 
it), milk, and other foods, the hazard 
may at some not too distant date þe- 
come acute. 

Despite the views of a thousand 
clans of faddists and quacks, it is still 
true that one should hesitate before 
replacing natural foods with processed 
products of more or less unknown com- 
position. The incidence of technology 
on food manufacturing, while bringing 
some important advantages, has re- 
sulted in a flood of super-refinements 
that have eliminated valuable vitamin 
and mineral constituents from many 
foods, and in the development of a 
host of ingenious substitutes and adul- 
terants, some of which can be detected 
only with difficulty even by the food 
technologist. Almost invariably these 
are put into use without any effort to 
determine their safety to consumers. 

The possibilities opened up to purely 
profit-motivated producers may be 
grasped from two examples: the first, 
a chemical called sodium glutamate, a 
minute quantity of which imparts as 
much meat flavor to a food prepara- 


tion as a large chunk of meat; the 
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second, a chemical butter flavor so 
powerful that in concentrations of one 
part in fifty million it imparts full but- 
ter flavor to a butterless substance. 


STANDARD DRUGS 


It is perhaps proper that we enter 
on the drug industry by way of the 
United States Pharmacopceia. The 
control of foods is seriously hampered 
by the lack of legal standards, but in 
the Pharmacopceia and its companion, 
the National Formulary, we have great 
volumes of legally enforceable stand- 
ards for drugs of all sorts, from the 
most necessary in the Pharmacopéla 
to the most worthless in the Formu- 
lary. Unfortunately the merit of the 
standards even in the Pharmaco- 
peeia, that holy of holies of the indus- 
try, must be open to serious doubts, 
because of large representation of 
powerful commercial interests in the 
committee charged with the periodic 
revision of these standards. 

The quality of the drugs used in pre- 
scriptions and of the standard, non- 
proprietary, preparations covered by 
the Pharmacopceia can be judged from 
analyses made by some of the state 
health departments. These would in- 
dicate about 75 per cent conformance 
to standard. Many of the variations 
are trivial, and on the whole, the rat- 
ing of the drugs would appear to be 
good. Some of the most vital drugs, 
however, are subject to rapid deterio- 
ration, and their purity and potency 
can be checked only with considerable 
difficulty. These are rarely covered 
by the state surveys, but such studies 
as have been made show serious de- 
partures from the standards. It is for- 
tunate for physicians’ patients that 
their lives rarely depend upon the pre- 
cise composition of prescriptions. In 
one check of prescriptions made in the 
District of Columbia, 67 out of 100 
were filled unsatisfactorily. 


Proprietary MEDICINES 


The tender concern of our legislators 
for business interests is nowhere better 
demonstrated than in the continued 
sanction of secret proprietary medi- 
cines which may legally contain almost 
any kind of poison, and for which any 
claims under the sun may legally be 
made in advertisements. While many 
other countries and even the Philip- 
pines require a statement of formula 
on all medicine labels, we continue to 
protect the scientific discoveries of 
the quacks, whatever the cost in 
terms of public welfare. Certainly 
most proprietary medicines are worth- 
less. While formule remain secret, 
while the most dangerous ingredients 
can be used legally, and claims go 
uncensored, probably no proprietary 
medicine can be safely used by any 
one. ‘The law does require the dec- 
laration of a few ingredients such as 
alcohol, morphine, and acetanilide, but 
the injurious nature of some of these 
is not known to consumers, and the 
labels are not required to bear any 
warning beyond the mere name. 

This situation is unfortunate, for 
few can afford medical attention for 
every minor ailment, and the avail- 
ability of known palliatives sold hon- 
estly and at reasonable price for 
what they are would be a decided 
advantage. 

Many proprietaries sold in drug 
stores as obesity cures, complexion 
aids, and general aids for the “system” 
are simply cathartics; to take them 
constantly as advised by the adver- 
tisement writers is to invite serious 
intestinal ailments. 

Of the host of cathartics and laxa- 
tives seld for what they are, none 
can be taken regularly with im- 
punity. There is a growing body of . 
medical opinion opposed to the con- 
tinual -use of Jaxatives because they 
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are irritating and habit-forming. It 
is felt, furthermore, that laxatives are 
seldom necessary, the suppcsed ill ef- 
fects of constipation being largely of 
neurasthenic origin, the nevrasthenia 
deriving in no small part from zhe ad- 
vertising hysteria about corstization. 

Mouth washes and antis2ptics are 
important among the drug purchases 
of many families. ‘The mouth washes 
are without exception either worthless 
or of little or no more valie than a 
simple ‘solution of taBle salt or bi- 
carbonate of soda. Most ent septics 
are of negligible value in comparison 
with the claims made for them, and 
-probably not so effective as tke care- 
ful cleansing of a wound with soap 
and water. 


Tooru Pasres AND COSMETICS 


Tooth pastes are in about tke same 
class. The amount of mon2=y wasted 
on tooth pastes each year, E spent on 
research, might make dental caries a 
thing of the past. The wncerlying 
causes of tooth decay are not cer- 
tainly known. What is certair is that 
all the cleaning in the word will not 
prevent decay. Mechanical cleaning 
with a toothbrush may b2 cf some 
value, but no paste will do mcre than 
ordinary precipitated chalk brearbon- 
ate of soda, or a salt solution. 

Since cosmetics were so.d n drug 
stores even before the variety-chop era 
of the drug-store business they too 
should be covered in thas survey. 
Soaps will do none of the mervelous 


things claimed for them, but will only 
cleanse; and the chedper toilet soaps 
tend to be better than the most ex- 
pensive. Cold creams, in general, are 
sufficiently pure and quite harmless, 
though greatly overpriced if one is un- 
willing .to pay for the magic they 
will not do. Rouges and lipsticks 
are usually but not always harm- 
less, irritating dyes occasionally being 
used. 

All hair dyes with the exception of 
pure henna contain poisons, and most 
of them should be banned. Their 
Nety for a particular person can be 
détermined only by sensitivity tests. 
Next to hair dyes, perhaps the most 
dangerous class of cosmetics is the skin 
bleaches, which may contain ammoni- 
ated mercury, a harmful irritant. 

It has been possible in this small 
space only to sample the limitless 
fields of foods and drugs; but the sam- 
ples are typical, not exceptional. And 
it should be evident that our profit 
economy gives the consumer of foods 
and drugs not the slightest assurance 
of either good quality or safety. 

Although new food and drug legis- 
lation is being prepared in Washing- 
ton as this is written, it seems most 
unlikely that the powerful food, drug, 
advertising, and publishing interests, 
which seem to have the situation well 
in hand, will permit Congress even to 
consider a contro] measure that would 
do any appreciable good in eliminating 
serious and pressing hazards to the 
great body of consumers. 


Mr. Arthur Kallet is an engineer, and ts apie! 
of Consumer? Research, Inc., Washington, N. J 
He is co-author with Frederick J. Schlink of € 100,- - 
000,000 Guirsa Pigs,” and author of magazine 


articles. m 


Clothing and Household Goods for the Consumer 


By Pave Berry Mack 


HE prevailing scarcity of informa- 
tive labeling which confronts the 
consumer trying to buy clothing, 
household textiles, or furniture intelli- 
gently with reference to serviceability 
is due neither to a lack of demand for 
such information on the part of the 
consumer nor to a dearth of the tech- 
‘ nical data needed to establish a 
while, practical consumer standargs. 
Consumers have made conscientious 
efforts, both individually and as mem- 
bers of organized groups, to enlist 
manufacturers and sellers of these 
commodities in plans for standardiza- 
tion and correct labeling, but to little 
avail. Manufacturers and retailers of 
these goods frequently use specifica- 
tions in making, selling, and buying 
them;? but the information which they 
possess concerning the composition 
and the probable durability of these 
various kinds of merchandise is rarely 
passed beyond the last seller. The 
ultimate buyer, therefore, with few ex- 
ceptions, gets a prize package when- 
ever purchasing personal or household 
textile goods or household furniture. 


Errorts TOWARD 
TEXTILE STANDARDIZATION 


One of the earliest efforts toward the 
development of consumer standards 
for textile commodities was made by 
the American Home Economics Asso- 
clation, which for more than twenty 
years has actively worked toward the 
standardization of textile fabrics and 
clothing. In 1919 a Textile Stand- 
ardization Sub-Committee was estab- 


1See John C. Shover, “Standardization in the 
Textile Industry,” Tue Annars, Vol. 137, p. 168, 
May 1928.—-Eprror. 
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lished to secure the coöperation of 
associations of manufacturers, retail- 
ers, and other groups which handle 
textile fabrics, the purpose being: 


To determine minimum standards of 
wear for certain of the staple fabrics which 
enter largely inte the wardrobe of the fam- 
ily of average means, and later to place on 
the market fabrics which meet and surpass 
these standards, the fabrics to be identified 
in such a fashion that the consumer de- 
siring to get the best value for the money 
can recognize them at sight or call for them 
by name. 


Extensive wearing tests of weighted 
and unweighted silks were carried on; 
conferences between consumers, man- 
ufacturers, and sellers of textile fabrics 
were held; and efforts to standardize 
textile testing methods were made, the 
latter with the coöperation of the Na- 
tional Research Council and the Bu- 
reau of Standards. 

An annual textile standardization 
fellowship established in 1925 by the 
Textile Section of the American Home 
Economics Association encouraged re- 
search which has contributed informa- 
tion of value in the textile standardiza- 
tion movement. 

Other agencies which have also con- 
tributed information of value in the 
movement are: The American Stand- 
ards Association, which has served as 
a center under the auspices of which 
manufacturers, sellers, refreshers, and 
consumers have met for conferences on 
the possibilities of voluntary standard- 
ization of various textile commodities; 
Consumers’ Research, Incorporated, 
which has made numerous analyses of 
fabrics on the market and thus has 
focused attention upon the need for 
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standards and labels in this ReKd; The 
Textile Division of the Eur3au of 
Standards, which has develcped relia- 
dle test methods for determ_nmg the 
strength and other properties not only 
of new fabrics but also of fabrics after 
being subjected to accelerazec aging 
tests; and the universities, co teges, and 
technical schools in which fzndamen- 
tal researches have been con=ucéed on 
the properties of many fbezs and 
k ) 


fabrics. 
* 


SHEETS AND SHEETIES 


Bed sheets and sheeting were the 
first textile articles upon which definite 
attempts toward standardiztion and 
correct labeling were made. In 1927, 
a conference on sheeting sizz simplifi- 
cation held under the ausptes of the 
Bureau of Standards revealed taat 129 
different sizes of sheets were on the 
market, whereas only three sizes are 
necessary for all needs. Te confer- 
ence resulted in the voluntary agree- 
ment of a large number of manufac- 
turers to manufacture fewe? sizes of 
sheets according to definite = ze specif- 
cations. This has materially reduced 
the number of widths of sheets and 
sheeting on the market anz thereby 
has simplified the purchase cf these 
articles. The lengths of made-up 
sheets are far from standardized, how- 
ever, and the consumer mey 3e con- 
fused because size labels, f present, 
give the torn and not the hemmed 
length of the sheet. 

An attempt to standardiz= the qual- 
ity of sheets and sheeting we. kegun in 
1928 by the American E=gmeering 
Standards Committee (now~he Amer- 
ican Standards Associatioz1) at the 
instigation of the American Eome Eco- 
nomics Association. Sheetirg was 
chosen as the fabric on whic to make 
an initial effort toward stanc ardization 
because it is used in every Acusehold 
and because it represents a textile 
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material in which durability and not 
fashion or style is of primary con- 
sideration. 

After much technical work the series 
of sheeting conferences was concluded 
in the early summer of 1929, when it 
was recommended that sheeting be 
divided into three definitely specified 
weight classes. It was voted to re- 
quest manufacturers and sellers, in 
addition to labeling these fabrics as to 
their proper weight class, to use labels 
on which were stated the percentage 
of material other than cotton, the 
styength and thread count in both di- 
rections, and whether the fabric was a 
first or a second. l 

Although members of the manufac- 
turing group in sufficient number as to 
be representative were present at the 
conferences and took active part in 
the deliberations, manufacturers have 
failed to accept the recommendations 
of the conference, obviously preferring 
not to have their goods known for what 
they actually are. 


BLANKETS M 


Blankets are valuable to the con- 
sumer only in so far as they have 
warmth and durability. The con- 
sumer finds it impossible, nevertheless, 
to obtain factual information concern- 
ing such points as a blanket’s heat 
retentivity, breaking strength, and re- 
sistance to abrasion before and after 
laundering, without the heavy expense 
of laboratory tests. This is true in 
spite of the fact that such tests canbe 
made with a considerable degree of 
accuracy and without much expense if 
carried on by the manufacturer. 

Some information can be obtained 
by the user of blankets as to their ap- 
proximate wool content, provided that 
blankets carrying Department of Com- 
merce labels are purchased. These 
labels, drawn up by voluntary agree- 
ment as a result of conferences held in 
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1932 under the auspices of the Bureau 
of Standards, identify goods thus: 
Blankets containing 98 per cent wool 
or more are labeled “all wool”; those 
with 25 to 98 per cent state the guar- 
anteed minimum wool content if the 
word “wool” is used on the label; those 
containing between 5 and 25 per cent 
wool are labeled “part wool, not less 
than 5 per cent wool.” 

Although these seem to be extremely 
loose specifications, they are an ad- 
vance over the old method of labeling, 
which required only that a blanket 
labeled “part wool” should cont 
some wool. Of twenty samples” of 
“part wool” blankets submitted to a 
testing laboratory for analysis, the 
great majority possessed less than 1 
per cent of wool. In the conferences 
previously mentioned, which were 
called primarily as a result of pressure 
from retail and consumer groups, a 
representative of the National Retail 
Dry Goods Association stated that 
more than 75 per cent of the blankets 
labeled as “part wool” actually con- 
tained less than 10 per cent of wool, 
and many of these had less than 1 per 
cent of wool. The term simply gave 
the consumer an impression of wool 
content which did not exist. 

Because the wool content of a blan- 
ket is associated with its warmth, the 
labeling of blankets as to their approxi- 
mate wool content is a step in advance. 
However, the labeling agreement is a 
voluntary one, and many blankets are 
placed on the market under the old, 
highly misleading “part wool” label- 
ing system. Furthermore, two blan- 
kets of the same wool content may be 
entirely different in warmth and dura- 
bility because they differ in the type 
of wool and the construction of the 
fabric, which are important factors to 
the consumer. After all, that in which 
the consumer is primarily interested 
is the performance of a blanket under 
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actual conditions of use, rather than 
its composition. 


WEIGHTED AND UNWEIGHTED SILKS 


The practice of weighting silk is the 
greatest abuse of a textile fiber that 
has ever occurred in history. The 
practice was introduced in a small way 
more than three fourths of a century 
ago, and has achieved an unbelievably 
widespread use since the introduction 
of the synthetic fabrics, which can be 
sold more cheaply than pure silk of the 
same weight. 

Pure silk is the strongest of the tex- 
tile fabrics and has many valuable 
characteristics not possessed by any 
other natural or artificial textile fiber. 
If it is subjected to the weighting proc- 
ess, however, it becomes the most un- 
reliable of all fabrics, because its 
strength rapidly decreases and may 
reach zero after being worn but a few 
times. The weighting process con- 
sists of immersing the fabric during the 
finishing treatments in various mineral 
baths from which the silk fiber takes 
up large quantities of the mineral sub- 
stance; this process causes it to appear 
to be of better grade than the amount 
of silk present would warrant. Tin 
salts are most commonly used in silk 
weighting, although zinc, iron, and 
aluminum compounds are used to a 
small extent, and lead compounds have 
recently come to be employed to an 
alarming degree. 

In a study carried out three years 
ago by the author and a colleague,? 
fifty ready-made silk dresses ranging 
in price from $2.98 to $59.50 were pur- 
chased, the selections being based on 
visual inspection and sales informa- 
tion, with a view to obtaining the best 

e 

* Winning, Freda Gerwin, and Pauline Beery 
Mack, “Fifty Silk Dress Study” (paper in prep- 
aration); Pauline Beery Mack and Geraldine E. 
Cook, “How Silk Dresses Wear,” Journal of 
Home Economics, Vol. 23, p. 938, Oct. 1931. 


88 THE ANN.LS OF THE AMERICAN ACADEMY 


possible value for the money in each 
case. The fabrics in the drsses were 
given an immediate laboratzcry analy- 
sis to determine percentage df weight- 
ing, .bbreaking strength in both direc- 
tions, thread counts, and othr physical 
properties. 

These tests showed that sales infor- 
mation concerning the weignting con- 
tent of the fabrics was 2orrect in 
approximately 3 per cent of the cases, 
and that by far the‘mosgt of the fabrics, 
regardless of the prices paid, were 
weighted 50 per cent or more counting 
the weight of the fabric as sold as 100 


per cent. The tests showad further 


that most of the fabrics whem new were 
excessively weak in the cre3s~vise di- 
rection, because of the poor construc- 
tion of silk fabrics manufac-ured with 
a view to augmenting their weight by 
the mineral weighting process, and be- 
cause of the weakening effect of the 
weighting process itself. Carefully 
controlled aging tests mad= an these 
fifty dresses showed that or_y the few 
which were made of unwe:shted silk 
fabrics possessed any worth-while 
durability when exposed to zir, indoor 
daylight, perspiration, launc2r-ng, and 
dry cleaning tests. 

Dissatisfaction with silks -hich split 
easily, and a desire for metaods of 
judging silks on the basis of durability, 
have been voiced for many years; but 
a reliable method for secognizing 
weighting—the one factor most re- 
sponsible for the short weaainz life of 
silk—has not yet been pro-ided. 

In the fifty-silk-dress study cited, 
the purchasers asked store -lerks how 
one could tell whether or nct silk was 
weighted. The answer almost invari- 
ably given was that any one should be 
able to tell weighting by locirg at the 
cloth and feeling of it. To test the 
accuracy of this assertion, ¢ stidy was 
conducted in which one humdzed ton- 
sumers were asked to judg2 by sight 


and touch the approximate weighting 
content and the probable durability of 
sixty-nine silk fabrics of similar crépe 
weaves. 

All those participating in the study 
were acquainted with the weighting 
process, and many of them were teach- 
ers or students of home economics or 
textile chemistry. In addition, before 
taking the test, the participants were 
given special instruction as to the 
amounts of weighting possible in this 
type of fabric, and were shown fabrics 
having different amounts of weighting 

ssed on the examination sheet as 
none, low, medium, high, and very 
high percentages. 

With one of the fabrics, none of the 
persons who took the test gave the 
correct rating. The highest number 
of correct ratings for any one fabric 
was 57 per cent of the participants, 
and the average number was 38 
per cent, 


Conferences of the silk trade 


In 1929, when the American Home 
Economics Association suggested that 
the American Standards Association 
move toward standardizing silk, the 
manufacturers and sellers declined be- 
cause they were already holding con- 
ferences among themselves under the 
chairmanship of a member of the Bet- 
ter Business Bureau. When their at- 
tention was called to the absence of 
consumer representation in these 
conferences, two organizations—the 
American Home Economics and Con- 
sumers’ Research—were invited to 
send representatives. After the latter 
began to attend, it became evident 
that the meetings had been inaugu- 
rated for the benefit of the manufac- 
turing and selling groups in the hope 
of reducing unfair trade practices 
among themselves, but with no 
thought of giving the consumer any 


information about silk. 
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A few of the representatives of the 
trade groups admitted that the only 
way to accomplish results for the trade 
was by labeling silk articles correctly. 
The greater part of the time was spent, 
however, in arguments intended to 
convince the consumer representatives 
that weighting itself did no damage 
to silk if properly applied; that the 
weighting problem was so complicated 
that no information given to the pub- 
lic would be of any real value; that 
methods of analysis were so crude that 
it was impossible to label silk correctly 
as to its weighting content; that Mfo 
method had been or probably could be 
devised which would indicate in ad- 
vance of retail sale how a fabrie would 
perform under actual wearing condi- 
tions; and that the public had no inter- 
est in the durability of silk, anyway, 
style being the only consideration of 
popular interest. 

Before the series of conferences had 
come to a close, it was shown by test 
that definite chemical damage is done 
to silk during the weighting process; 
and shortly efter, it was proved experi- 
mentally that such damage is inde- 
pendent of the method of weighting 
used or of the manufacturer applying 
it; that chemical damage results in a 
weakened fabric; that the damage is in 
proportion to the amount of weighting 
present, other factors being equal; that 
air, sunlight, and perspiration are 
agencies which cause weighted silk to 
lose strength rapidly; and that silk 
commercially weighted with tin salts 
to the extent of 50 per cent of the total 
weight (the degree of weighting pres- 
ent on most of the silk fabrics on the 
market) could be expected to have no 
strength whatever after hanging in in- 
door daylight in a dwelling house for 
six months. 

The Bureau of Standards also made 
two notable contributions to the prob- 
lem, first by developing an accurate 
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quantitative procedure for the deter- 
mination of weighting percentage, and 
second by developing an accelerated 
aging test which gives in a few hours 
the performance of silk through many 
months of wear. 

In spite of this progress in the ac- 
cumulation of technical data on the 
silk weighting problem—data sufficient 
to enable silk to be labeled in simple, 
accurate terms on the basis of its dura- 
bility—the Silk ASsociation of America 
discontinued ‘calling the conferences 
before any plan for giving information 
to the consumer could be drawn up. 


Buyers want quality 


An answer to the contention of the 
silk trade that consumers are not inter- 
ested in anything except the style fea- 
tures of silk fabrics was found in a 
study of one Hundred discarded silk 
dresses which were collected from 
women of various financial status re- 
siding in communities of different 
sizes. The following reasons were 
given for having discarded the dresses: 
66 were discarded solely because the 
fabric was no longer wearable (55 be- 
cause of splitting, the remainder be- 
cause of fading or shrinking) ; 25 were 
discarded because the fabric was no 
longer wearable, together with other 
reasons; 7 were discarded solely be- 
cause they were out of style; and 2 
were discarded solely because the gar- 
ment fitted poorly. 

In collecting the dresses the investi- 
gator learned that most of the women 
interviewed were displeased if the silk 
in their dresses had broken. Many 
stated that they would like to be able 
to recognize a good piece of silk, be- 
cause théy would prefer to make over 
out-of-style dresses for children or to 
give them to some one who could de- 
rive further good from them rather 
than to have them go to pieces after 
but a short period of wear. A large 
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number of letters written to the author 
Dy consumers In every walk cf life indi- 
zate that they would prefer to know in 
advance what they are getiing when 
‘they buy silk. 

There is no doubt that -here is a 
place on the market for weighted silks 
In cases where but short wzar is de- 
sired and a low price is sought. Such 
silks, however, should be properly la- 
beled and the buyer should ke given to 
understand at the*time of purchase 
exactly what can be expectel o? them, 
‘while those wishing dureble silks 
should be able to find them and to 
identify them. A simple system of 
labeling based upon the azcelerated 
aging test would solve the ettire prob- 

‘lem, and such a solution awaits only 
the willingness of the silk trade. 

The silk trade became so roncerned 
because of unfair competition within 
its ranks that a Federal Trade Com- 
mission hearing on the subzect of silk 
weighting was held in the spring of 
1932. Asa result of this heerirg, very 
loose legal definitions were set for 
weighted silk and pure silk 2s follows: 


Weighted Goods: Goods containing in 
the finished state (a) silk, or silk aad other 
fiber or fibers, and (b) more than 10 per 
cent of any substance other thar silk or 
such fiber or fibers except black winch shall 
not exceed 15 per cent, shall not be desig- 
nated by a designation containing reference 
to silk or such other fiber or sibezs unless 
there be added to such designation she word 
“weighted” or some other qualiHications 
which shall reasonably indicat= taat such 
goods contain an addition of metellic salts 
or other substance above mentioned. 

Pure Dye Goods: Goods containing silk, 
or silk and other fiber or fibers, shell not be 
designated “pure dye” if they contain in 
the finished state more than 1C per cent of 
any substance other than silk cr $8cch other 
fiber or fibers except black, wh ch shall not 


exceed 15 per cent. 
e 


So long as labeling is not required, 


these definitions mean little to the con- 
sumer. Furthermore, the definitions 
allow too wide a tolerance for water- 
soluble dressing materials (3 per cent 
would have been sufficient) and goods 
therefore may be mineral weighted to 
a considerable degree and still come 
under the legal definitions of pure silk. 
A still greater shortcoming of the defi- 
nitions is their failure to differentiate 
lead weighting from other kinds of 
weighting; this should be done because 
lead weighting presents a definite haz- 
ard to health in spite of the findings 
t® the contrary by researches sub- 
sidized by the American holders of the 
lead weighting patents. 


Rayon AND OTHER SYNTHETIC 
CELLULOSE FIBERS 


Some of the fabrics made of syn- 
thetic cellulose fibers have been 
found to have excellent serviceability. 
Others, however, have a very low de- 
gree of resistance to abrasion; others 
have no breaking strength in a wet 
condition; and still others are subject 
to serious damage during laundering 
and dry cleaning. The consumer is 
obliged to find out these things by 
trial and error. Some of the manu- 
facturers of synthetic fibers are suffi- 
ciently proud of their products to 
encourage the use of their brand names 
on yardage and ready-made garments, 
but such a wide variety of weaves are 
made of the same brand of yarn that 
fabrics bearing the same yarn-brand 
name may differ markedly from each 
other. Moreover, retail merchants 
have been known to remove tickets 
bearing brand names from ready-made 
silk fabrics, so that every dress appear- 
ing to be of silk would be purchased by 
the consumer as a silk dress. 

The Viscose Company of America 
licenses some fabric manufacturers, 
who use its Crown Brand yarn, to fas- 
ten a label bearing the phrase “Crown 
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Brand Tested Quality” to fabrics and 
garments made according to certain 
specifications. The Better Fabrics 
Testing Laboratory, a subsidiary of 
the National Retail Dry Goods Asso- 
ciation, has charge of the specifications 
for and the testing of the fabrics and 
garments certified under this “tested 
quality” plan. The specifications and 
standards set by this laboratory, how- 
ever, are not available for consumer 
scrutiny; hence the plan has the ap- 
pearance of a sales promotional plan 
rather than one intended primarily as 
a genuine consumer aid. A simifar 
plan is sponsored by Courtaulds, Lim- 
ited, of Canada, and in this instance 
the specifications and standards are 
published and available to any one 
interested. 

The weighting of rayon has not yet 
come to be widely practiced, although 
it is of sufficient significance to the 
rayon industry that conferences have 
been held to discuss ways and means 
of limitmg it, but without reaching 
any agreement among manufacturers. 
So long as énformative labels are not 
required on the synthetic fabrics, one 
may expect that forms of adulteration 
such as weighting may become more 
widespread. 


READY-MADE GARMENTS 


With the exception of certain points 
of workmanship which can be easily 
observed by visual inspection, the pur- 
chaser of ready-made clothing is no 
better off in knowing how to make 
wise selections than the purchaser of 
textile yardage. All that has been 
said of various textile fabrics applies 
to ready-made garments, and in addi- 
tion many other difficulties arise to 
complicate the buyer’s problem. It 
has been shown by various researches 
that the following tricks of the trade 
are practiced in the ready-made gar- 
ment industries: Workmanship at 

9 


GOODS FOR THE CONSUMER Ad 


places easily seen is sometimes good, 
while seams and other concealed parts 
may be sewed with inferior thread and 
finished in such a careless manner as 
to make for poor durability. Weighted 
silk linings, or linings of rayons which 
cannot withstand abrasion, are fre- 
quently placed in garments the ex- 
terior of which far outwears the lining. 
Weighted silk is frequently used as a 
trimming on woolen or pure silk gar- 
ments, and wearg out before the gar- 
ment proper is ready to be discarded. 

Men’s shirts are often made of a 
broadcloth which has a very heavy 
appearance, but which has a low break- 
ing strength in the crosswise direction. 
Shirts are also sold In many cases as 
“pre-shrunk,” when the meaning of 
the term is not standardized and im- 
plies nothing. Shirts are known to 
have been sold with a “pre-shrunk” 
label on the inside of the collar band 
when only this part of the garment has 
been given a pre-shrinking treatment. 

Dyes used on wash fabrics are un- 
reliable, although the phrases “sun- 
fast” and “tub-fast” (meaningless un- 
less the terms are standardized) are 
freely used by salespersons behind the 
retail counter. Dyes used on silk 
garments are often not fast to perspira- 
tion, light, or cleaning. This lack of 
fastness is Just as likely to be encoun- 
tered in expensive dresses as in cheap 
ones. 

Men’s underwear may possess 
neither strength nor resistance to 
shrinking, and nationally advertised 
brands are as unreliable in this regard 
as other brands. In some nationally 
advertised brands, different fabrics, all 
of the same general appearance, have 
been uséd in different garments, with 
nothing* to indicate to the buyer what 
he is getting. 


e HOUSEHOLD FURNISHINGS 
Less'is known about household fur- 
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rishings and their performance than 
about textile fabrics and reedy-made 
garments. This is probabl~ cue to 
` the fact that consumer grovps inter- 
ested in various commodities are not 
able to purchase the items n2eded for 
worth-while tests in this fied. Dra- 
. peries, kitchen utensils, furniture, bed 
springs, wall paper, and floor 2overings 
are frequently passed from nanufac- 
turer to seller on a specificat on. basis, 
but the information possessec: by these 
trade groups is not passed cn to the 
tltimate buyer. 

There are testing devices to deter- 
mine the resistance to fadinz cf dra- 
peries and wall coverings; tre resist- 
ence to abrasion of floor coverings; the 
resistance to chipping of 2nameled 
kitchen ware; the strengtk cf bed 
spring steel; and the ability of th: seats 
cf overstuffed furniture to withstand 
the pounding of a standardized weight. 

All data obtained by the ure cf such 
testing devices are used sole y by the 
distributor in making purchases from 
the manufacturer. Retailers and mail 
order houses buying household articles 
on specification argue that they are 
benefiting the consumer directly by 
obtaining for him the best of a 
certain article for the price charged. 
‘This is no doubt true as far es it goes, 
but what of the store whica has no 
testing laboratory, and whet 2f the 
store having a testing laboratory which 
offers for sale two articles of similar 


appearance but answering different 
specifications? How is the consumer 
to know which of several articles will 
best fit his needs unless he is told how 
the articles perform under actual con- 
ditions of wear? 


CONCLUSION 


The present method of purchasing 
textiles, clothing, and household fur- 
nishings by the small consumer is 
wasteful and unsatisfactory. The pa- 
ternalistic attitude assumed by a few 
retailers in testing articles is of some 
hélp, but is not a satisfactory substi- 
tute for informative labéls on goods so 
that the consumer may judge for him- 
self on the basis of experience what 
specifications best describe his needs. 
Informative labels can be used even in 
the absence of standardized classes of 
merchandise. If used for a time, ex- 
perience will give sufficient informa- 
tion to enable graded standards to 
be established for every commodity 
discussed in this paper. 

The consumer’s desire for style and 
color of these various commodities is 
no drawback to standardization. The 
buyer can judge these superficial points 
himself, and can gain from labels the 
additional information on durability 
and color fastness under the conditions 
of wear to which it is to be subjected. 
He can then choose within the price 
range which he is prepared to pay, the 
article best suited to the purpose. 


Dr. Pauline Beery Mack is in charge of Textile 
Chemistry at t2e Pennsylvania State College. She 
is a past chairman of the Teatile Section and of 
the Textile Standardization Sub-Committee of the 
American Hone Economics Association, a present 
member of its committee on the standardization of 
consumers’ goote, and formerly one of its consumer 
representatives. at conferences of manufacturers, sell- 
ers, and consumer: of sheets and sheeting, blankets, 
and silk. She is a textile consultant, without re- 
muneration, for Consumers’ Research, Incorporated. 
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Mechanical and Electrical Goods for the Consumer 


By Dewey H. PALMER 


OTHING so awes the mind and 
builds up uneconomic desires in 

the breasts of the American people as 
a new mechanical or electrical gadget 
or an old and familiar deyice revamped 


in chromium plate, with ebonized han- - 


dles or new trick lights or levers, or 
supplied with an extra cylinder or two, 
and selling at a price, often in install- 
ments, “within the reach of all.” The 
attention of the lay consumer is, as 
readily diverted by a small red pilot 
light from the important factors of 
quality and service and durability in 
an appliance, as were the captors of a 
certain early American explorer—orig- 


inally bent upon removing his scalp— .- 


by the display of a.compass needle. 


EMPHASIS ON SALES APPEAL 


The consumer goes into the market 
with the intention of buying a small 
‘ car with low operating cost. Instead 
he gets free-wheeling, a V-8 motor, 
dual ignition, and high operating cost. 
Or he wishes to consider the advan- 
tages of mechanical refrigeration, and 
very quickly finds that he has signed 
away his small monthly savings for an 
oversized, “streamlined,” two-cylinder 
electric refrigerator with self-lighting 
interior and self-opening doors. Or he 
may want nothing more than a good, 
solidly constructed electric iron; but 
he actually purchases a thumb rest, a 
button nook, a yellow handle, and— 
unknown to him—some electric shock 
hazard. No veteran trader visiting 
South Sea islanders ever flashed with 
greater effectiveness his cheap mirrors, 
bright beads, buzzing toys, or red hats, 
than our hordes of salesmen do their 
chromium plate, match-your-curtains 
_ kitchen ware, motorized lemonade 
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mixers, and the latest creations in 
clothes and cars. 

School children, social scientists, 
economists, and many engineers and 
natural scientists are fond of citing the 
phenomenal multiplication of mechan- 
ical devices as evjdence of the great- 
ness of our present civilization; but 
that is only because they are totally 
unaware of, or refuse to consider, the 
great amount of shoddy material 
and purely attention-diverting and de- 
educating devices that go into the 
construction of modern household ap- 
pliances—mostly the result of the man- 
ufacturer’s willful neglect of technical 
matters while designing and producing 
consumers’ goods for sales appeal. It 
is therefore very essential that in any 
study of the consumer as a part of a 
going economic order, there be (1) a 
thorough knowledge of the technical 
perfection or defects of consumers’ 
goods, and (2) some familiarity with 
and understanding of the economic or 
commercial pressures that determine 
design, quality standards, and prac- 
tices and representations in selling and 
servicing of consumers’ products from 
year to year, or from one style season 
to the next. 

The competent, use-conscious, de- 
signing engineer has quite definitely 
been subdued and coerced (or replaced 
when necessary) by all-powerful sales 
executives. “Engineers must become 
sales conscious,” demand the trade 
journals; and those engineers who con- 
tinue tq hold their jobs quickly put 
aside their honest technical instincts 
and training, and start thinking about 
what new and unique tidbit can be 
added to their companies’ toasters, 
food mixers, or humidifiers that will 
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attract the masses of credu ous con- 
sumers. 

That the engineers have surrendered 
to this pressure without visit ie or au- 
dible protest only demonstrazes again 
what is now all too widely Enswn— 
that they are ignorant or unrrindful 
cf the social significance of their work, 
even of its direct effect upon ~aer own 
economic security. Any one doubting 
the effect on the durability aad utility 
value of mechanicdl appliarzes pro- 
duced by sales-minded” eng-ne2rs—if 
such may be called engineers in the 
sense of skilled workmen in a profes- 
sion of high repute—need or_y famil- 
iarize himself with the technical reports 
issued by Consumers’ Reserrch and 
cne or two state experiment stations, 
end certain very few and mainly very 
inarticulate college and university 
laboratories. 
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WORTHLESS Å UTOMOBILE DEVICES 


The automobile, withal a weful and 
pleasure-giving machine, has become a 
thing on which to hang gacsgezs and 
to array with all kinds of sp'endorous 
end unique devices to catck the eye 
end give one justification for =nubbing 
or lording it over the Joneses. We now 
have thrust at us clocks, special me- 
ters, top oils, penetrating oil: Fot air, 
hot water, and hot gas hea~ars, fake 
battery fluids, gasoline dopes, and an- 
tifreeze mixtures in endless -ariety— 
most of which are worthless and only 
add to the burdensome expen..2 cf own- 


ing a car. Among themselves the au-~ 


tomobile men confess as muci: 


We are sitting up nights, mcceover, in- 
venting too many gadgets about waich we 
spend tens of thousands of dolars telling 
the poor prospect about these mom-essen- 
tials, expecting gadgets to sell ar“omobiles, 
when many persons can’t afford to Duy gas 
for the 3000-Ib. rolling boudoirs of today. 


1 Holtom, Hal, “The Golden Egg a the Body 
Builder’s Lap,” S. A. E. Journal, Ac.z.°1933. 
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So the consumer is given the op- 
portunity of experimenting with free- 
wheeling before a satisfactory lubri- 
cant is developed to keep the device 
in operation for any length of time 
and before its internal elements have 
been satisfactorily refined and elabo- 
rated; he gets false fronts on the radi- 
ator and a dangerous increase in the 
area of drivers’ blind spots to give a 
false impression of streamlining; he is 
given the opportunity—indeed he has 
no choice—to pay the high operating 
costs of oversized engines and over- 
sifed bodies, and assume the mounting 
haZard to life and limb as the result of 
greater and greater speeds at which 
modern cars are designed and sold to 
run, for purposes of sales appeal. 

What does the consumer get this 
year (1934) in motor cars? First and 
foremost, a complex front wheel sus- 
pension publicly announced as “knee 
action” (this with larger and therefore 
more expensive tires, which wear out 
the sooner), when better and unbreak- 
able springs were what was needed; . 
turtle backs to cover up the horseless 
carriage chassis, in place of honest, 
tear-drop streamlining, which would 
put the blunt end up in front where it 
would be effective; the same excessive 
amount of iron, and therefore of weight 
per cubic foot of useful space, as when 
the gasoline buggy made its début; 
large and more powerful (15 to 25 per 
cent) engines, when small, low-operat- 
ing-cost engines are needed and would 
certainly find a ready market if au- 
tomobile men cared to emphasize 
economy of operation instead of new 
“features.” Consumers have wasted 
millions of dollars on new features de- 
liberately included to make their cars 
obsolete in a few months, and they are 
going to waste millions more, if we are 
correctly informed by an advance no- 
tice from Advertising Age,sJanuary 13, 
1934: 
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“The cause for the appearance of 
automobiles radically changed in form 
and appearance over what the public 
has been accustomed to for more than 
25 years was described today by Roy 
Peed, sales manager of the De Soto 
Motor Corporation, as the resumption 
of the automotive industry’s theory of 
maintaining its annual market by pro- 
gressive obsolescence. 


““During the depression we have- 


strayed away from the plan of progres- 
sive obsolescence,’ he told members of 
the Sales Executives Club of New York 
at the Roosevelt Hotel, ‘and dramA- 
tized small changes each year. ‘Phe 
public did not accept these changes 
the way it would a greater and more 
visible development.’ 

“Cost of getting out a completely 
changed automobile, entailing an ordi- 
“nary investment of $4,000,000 to $5,- 
000,000 on the line before a cent can 
be returned or any indication of pub- 
lic acceptance can be obtained, was the 
reason why only relatively unimpor- 
tant changes have been made in the 
past few years, Mr. Peed said.” 


OVERPOWERED CARS 


Who is responsible for the greatly 
overpowered cars today? Have man- 
ufacturers been following the wishes or 
demands of consumers in building cars 
that flatten one against the seat in ac- 
celerating the car suddenly up to 40 
miles per hour from a standstill? No 
doubt the desire to be up and going 
at 60-——70—yes, 80 miles per hour has 
led purchasers to give too much con- 
sideration to cars with horse power to 
spare, but the sales engineers and the 
advertisers have seen to it that this 
desire for pick-up and speed has been 
fanned to a brighter and brighter 
flame. When consumers finally wake 
up to the price they are paying for 
this type of conspicuous consumption 
(no more sensible than having two 


tubs in the bathroom or an extra fur- 
nace in the cellar), they: may let the 
bottom drop out of the fantastic game 
of pitting one make of car against an- 
other on the bases of power, plush, and 
sleekness. 

In England, 10-horse power cars 
(about half the power of the lowest 
powered car in this country) are very 
popular and are purchased by sophis- 
ticated owners who have the means to 
buy all the power* there is to be had. 
The following Yuotation from an Eng- 
lish engineer is an excellent summary of 
the case against American automobiles. 


There would be more excuse for the 
characteristic American design if the ap- 
pearance, luxury, and spaciousness of the 
body had been made to correspond with 
the overwhelming power performance, but 
such is not the case. High acceleration 
and high speeds have been made a fetish, 
while American cars in their various classes 
are strikingly alike in appearance and 
cramped in accommodation. 

At present, as I see it, the specifications 
of next year are a hodge-podge of ideas 
taken from competitors, absolutely sincere 
but misinformed opinions of ignorant golf- 
club critics [compare General Motor’s mil- 
lion-customer questionnaire], the almost 
equally unsound opinions of credulous 
salesmen who have always underrated the 
intelligence of the buying public, the con- 
fident prophecies of distributors who al- 
ways think in terms of the past, plus what 
little the engineering department can 
wedge in on the side. 

At present, the man who wants a really 
first-class residence, “automobilely ” speak- 
ing has to buy: a country mansion with 
twenty bedrooms when all he wants is the 
same character of home, with four. 

With all reserve I suggest that this is 
because your sales departments are easily 
deceived and underrate the intelligence of 
the buyer. You therefore are forced into 
designing automobiles in which perform- 
ance is exalted at the expense of good hon- , 
es? comfort and of cost of running. 

I beleve that only in the U. S. A. the 
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engineer is grudgingly regardec. as com- 
petent to specify his designs. 

. the lightest words of ar imexperi- 
enced user to a salesman may have a 
weight in the process of determining the 
policy of design which is beyonc eom- 
putation? 


ERELATION oF HicgH-Powrrep Cars To 
GASOLINE AND Or. 


The development and promotion of 
excessive-powered cars In thi. ecuntry 
is related in various ways to the pro- 
cuction and consumption of gasoline 
andoil. One often hears the arg-ment, 


particularly from the automotive in-- 


custry, that the extra consumption of 
gasoline due to oversized engines and 
Figh driving speeds is of no import, as 
the price of gasoline in Amezica is so 
very low. However, the industry is 
anything but consistent in its argu- 
ments. There is not only plenty of 
agitation by consumers but a verita- 
kle explosion and immediate action 
from automobile associations and from 
the automotive industry itself over 
any proposed increase of the. taxes on 
gasoline. 

The industry argues readil= on both 
sides of the question, depending upon 
Low it thinks its own vast interests 
are affected. As the result of Its short- 
sighted indifference to operat_ng costs, 
Lowever, it may not be servirg its own 
kest interests. No one knows, to my 
knowledge—not even Generel Motors 
with its “Customer Research’—how 
many 12-miles-to-the-gallon cars are 
standing idle in barns and garages be- 
cause funds are not availabl2 td pur- 
chase gasoline and oil to put. them on 
the road. 

The question has been raised as to 
the reason for such high-powered au- 
tomobiles. The developmert’ cf spe- 
cial fuels has no doubt payed an 


? Pomeroy, L. H., “What Is Wrong with 
American Cars?” S. A. E. Journal, Sept. 1933. 


important part. There is an interest- 
ing tie-up between the manufacturers 
of automobiles and the processors of 
special high compression dope (tetra 
ethyl lead). The Ethyl Gasoline Cor- 
poration is a Standard Oil and Gen- 
eral Motors subsidiary. The Ethyl 
Gasoline Corporation advertises to the 
trade as follows: 


Oil companies are now selling Ethyl 
Gasoline at only 2¢ a gallon over the price 
of regular gasoline. 

To the average car owner this means an 
added expenditure of only about sixteen 
cents a week [as though $8 a year was of 
no “consequence to motorists now out of 
jobs or likely to be!] to buy Ethyl instead 
of regular gasolines. 


Among the claims made for ethyl 
fuel are more power, faster accelera- 
tion, and better hill-climbing ability. - 
The advertisement concludes: “De- 
sign your 1934 cars for Ethyl Gasoline 
and thereby get the competitive su- 
periority you want.” The automobile 
manufacturers have complied, and as 
a result the gasoline producers have 
had to go along with them. 

At the moment, practically all the 
regular gasolines are doped with this 
poisonous tetra ethyl lead; it is almost 
impossible in many localities to buy 
an unleaded fuel for stove or lamp use. 
So it comes about that we have pow- 
erful automobile engines “because the 
consumer wanted them,” and the con- 
sumer wanted them because he was 
drilled in the advantages of beating his 
neighbor home from a bridge game or 
a round of golf, and to beat his neigh- 
bor home he had to get the maximum 
power from his high-compression en- 
gine, and to get the maximum power 
from his high-compression engine he 
had to buy a fuel of high anti-knock 
rating, and to obtain high anti-knock 
fuel he must of necessity buy the poi- 
sonous ethyl! gasoline. 
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ELECTRICAL APPLIANCES 


Although the sales of electric appli- 
ances are far from being where they 
were in the “prosperity” era, the year 
1933 showed signs of revival, particu- 
larly for certain classes of appliances. 
The January 1934 issue of Electrical 
` Merchandising gives, among others, 
sales figures in the United States on 
the following appliances for the de- 
pression year 1933: more than a half 
million vacuum cleaners; 2,000,000 
electric clocks; over 300,000 heat- 
ing pads; 65,000 ironing machines? 
more than 2,000,000 hand irons; 350,- 
000 food mixers; 60,000 electric oil 
burners; over 1,000,000 electric refrig- 
erators; more than 800,000 electric 
toasters; and 1,000,000 washing ma- 
chines. This select group represents 
an expenditure of well over $300,000,- 
000, while the total amount of money 
expended for all electric merchandise 
was near the half billion mark. 

What did the consumer get for this 
outlay of money, and what service and 
satisfaction is he now receiving from 
this great array of plug-in appliances? 
Did the manufacturing and selling in- 
terests look upon the consumer’s in- 
creased interest in their wares as an 
opportunity to elevate the American 
standard of living—the objective so 
frequently emphasized in their annual 
get-together meetings—by supplying 
him with a new deal in efficient and 
long-lived goods? Not altogether, if 
one may judge by the optimistic ex- 
pressions in Electrical Merchandising: 


Sales figures and market trends for the 
year 1933 . . . should be a source of re- 
newed confidence to the dealer in his as- 
sault upon the 1934 pocketbooks. [In an- 
other issue] better prices mean more 
work, more profit, more sales; still better 
prices, still more profits, still more sales. 
It’s what the economist calls the inflation- 
ary spiral. Sounds good, doesn’t it? 
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Back to the mad days of skyrocket 
pricing and blind purchasing of un- 
known and untried products—such are 
the apparent desires of the electrical 
merchandisers. The consumer had 
best look to his pocketbook and con- 
sider long and with a cool, critical mind 
any new electric appliance he may 
think of purchasing, particularly dur- 
ing this period when producers are 
tensely waiting for the least sign that 
consumers will lose their heads and 
spend again with abandon. 

Returning to our question, What did 
the consumer get for money spent for 
appliances in 1933? Judging from test 
data on the operation of appliances of 
that and previous years, the consumer 
has already cast aside many of his less 
carefully selected purchases of 1933 
and will in the course of months find 
that the majority of his appliances 
have ceased to run entirely, have 
grown very noisy, have burned out or 
short-circuited or been grounded. If 
he cares to examine them more closely, 
he will note that they perform the 
function for which they were designed 
—usually a very simple one—very in- 
differently and that they are poorly in- 
sulated for both heat loss and electric 
current leakage. 


Vacuum CLEANERS 


There are no generally accepted 
standardized tests for rating vacuum 
cleaners, but dirt-removing ability is 
naturally the chief characteristic in 
which one should be interested—in 
spite of the methods resorted to by 
house-to-house canvassers and depart- 
ment store demonstrators to direct 
attention to extra attachments and 
special cleaning, feather-transferring, 
de-mothing, and disinfecting tricks. 
Even the lowly germ may serve to 
keep up sales. One machine, which has 
been a best seller, is one for which 
unusual. germ-removing powers were 
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claimed, but which, in a comparative 
test of nine makes, proved to be one 
of the poorest in actual dirt-collecting 
ability, and which, in add_ticn, was 
very noisy. 

. Testimonials by a professor of bac- 
teriology in Massachusetts Institute 
of Technology, the head of tae depart- 
ment of industrial chemistry at Pratt 
Institute, the one-time chief chemist 
of the city of Grand Rapids or even a 
Senator of the United State:.,3 will not 
take the place of con3umer-centered 
scientific tests of vacuum cleaners—or 
for that matter of any appliance. As- 
tute consumers are coming to under- 
stand that the more indorsements, and 
the “higher up” the person whose sig- 
nature they carry, the more likely it is 
that the device or remedy zannot be 
put over on the basis of actua. merit. 


ELECTRIC REFRIGERATORS 


The consumer is still dong a tre- 
mendous amount of experin enzing for 
the electric refrigeration industry. One 
gets the distinct impressiom from an 
inspection of modern refrigerators and 
from reading the complaints-of persons 
who own and have owned re“rigerators 
for some years that obsolescence and 
breakdown in service are large fac- 
tors in creating business for the in- 
dustry. The number of years of 
trouble-free service one mey, on the 
. average, expect to obtain is smell—not 
more than two or three. That is why 
the guaranty terminates at abcut that 
interval, 

Here again, the troubles which beset 
the owners of refrigerators gre not the 
result of the engineers’ meager tech- 
nical knowledge of refrigeration, but 
rather of the manufacturers? diverting 


* This same Senator is, at the time ef writing . 


this article, sponsoring a manufactrers’, adver- 
tisers’, and publishers’ dictated foed, drug, and 
cosmetic bill, the while he broadcasts for Eno 
Effervescent Salt. 


what little engineering ability remains 
on the pay rolls into creating new sales 
appeal. ‘The consumer has had, for 
example, all kinds and thicknesses of 
insulation, including the latest much- 
tooted aluminum foil, to experiment ` 
with; he has had to judge (on no 
rational basis whatsoever) the many _ 
claims and counterclaims made for va- 
rious kinds of refrigerants, many of 
which are terribly poisonous; he has 
had to choose between piston and ro- 
tary type compressors; and recently 
he has been further dumbfounded by 

‘automatic defrosting,” “Dual Watch- 
mån” control, and “Shelvador” com- 
partments. As with automobiles, he 
now gets “streamlining” and f.o.b. 
prices; the next development will be 
doors that open when spoken to, and 
ice that spills itself into a highball 
glass. 


SMALL APPLIANCES 


Among the small electric heating 
and cooking devices, including table 
grills, waffle irons, toasters, and hand 
irons, there is a deplorable lack of tech- 
nical attention by manufacturers to 
the most obvious defects which be- 
come evident when such appliances 
are put to their intended use or sub- 
jected to comparative tests. Out of 
the thirty-two well known and highly 
advertised makes in this group for 
which Consumers’ Research has test 
data, only three appliances were found 
which could be recommended as first- 
rate contrivances. Such defects as 
over-hot handles and plugs, poor heat 
distribution, and inefficient use of elec- 
tricity are common. About 70 per cent 
showed various degrees of shock haz- 
ard, even though competent electrical 
engineers know how to design appli- 
ances without shock hazard, using ma- 
terials readily available and cheaply 
manufactured, at no appreciable in- 
crease in the unit cost. German man- 
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ufacturers of cheap electrical toys are 
able to produce toy flatirons and the 
like that are far safer from this dan- 
ger than high-priced American table 
stoves, flatirons, and toasters. But the 
“industry does not bother with such 
problems and will not as long as chro- 
mium plating, Grecian handles, auto- 
matic signal lights, and ticking gadgets 
determine the popularity of the new 
year’s models. 

The technical vocabulary affords no 
words that will adequately describe 
the kind of trash sold for electric ap- 
pliances in most drug stores and novè 
elty shops, and in many, if not most, 
department stores. No doubt the pub- 
lic is spending a tremendous amount 
yearly—and it comes from those who 
can least afford it—for sun lamps that 
are both a fire and a health hazard, 
for toasters that one dare not touch 
once they are heated up, for “auto- 
matic” irons that burn and destroy 
fine rayon goods when set for the low- 
est temperature (advertised as safe for 
that very purpose), for curling irons, 
vibrators, ang massagers which are so 
poorly insulated that only a person 
totally ignorant of the potential shock 
hazard of 110 and 120 volt house 
supply would dare use such an appli- 
ance in a room with plumbing fixtures 
of any kind or other earth-connected 
metal objects. 

The lay public is no doubt quite ig- 
norant of the dangers arising from the 
widespread use of 120 volts for operat- 
ing all kinds of appliances throughout 
the home. Dr. H. B. Williams of Co- 
lumbia has studied the effects of low 
voltages and found that the heart is 
easily affected by very feeble alter- 
nating current passing through it. 
Low voltages (110-120) may, under 
the right circumstances, easily send 


*See “Hazards of Low Voltage Shocks,” by 
H. B. Williams, M.D., Reprint, American Medi- 
eal Association, Chicago, 1931. 
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enough current through the body to 
cause fatal results, and often do. With 
increasing quantities of cheaper appli- 
ances being used, and with ten-cent 
stores and low-grade department and 
hardware and electrical stores fast get- 
ting into the game of selling them, the 
hazards involved in the use of elec- 
tricity are without doubt mounting. 
Most of the fatalities occur in the use 
of poorly insulated or grounded appli- 
ances in bathrooms and damp base- 
ments. The latėst in sinks,the stainless 
steel or Monel type, only adds—and 
very greatly—to the already great 
hazard of operating electric refrigera- 
tors, food mixers, fruit juicers, irons, 
egg boilers, stoves, and other appli- 
ances in the kitchen. 


DANGEROUS CuRRENT LEAKAGE 


The Association of Edison Illumi- 
nating Companies has sponsored a 
study” of electric shock from appli- 
ances—not with the idea of reducing 
the danger to users, but to eliminate as 
far as possible the dissatisfaction which 
users experience with appliances that 
give a noticeable shock. From this 
study a minimum current leakage of 
0.2 milliamperes was established, which 
is admittedly too large and will be 
decreased when the manufacturers of 
electric appliances shall have brought 
their product up to this standard. It 
is this standard of electric current 
leakage, established by the industry, 
which the major proportion of appli- 
ances fail to reach, not because good 
insulation is not known and available, 
but because manufacturers rely upon 
the inability of consumers to discrimi- 
nate at the time of purchase between 
well-insulated appliances and very 
poorly insulated ones. 


ë Fundamental Safety Requirements for Elec- 
trical Equipment to be used by the Public, As- 
sociation of Edison, Dluminating Companies, 
New York, 1932. 
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There are whole classes of appli- 
ances which do not meet the above 
standard for current leakagz. Among 
such grossly faulty designs are faucet 
and immersion type water heaters, 
electric heating pads, and all other 
electric heating devices which depend 
upon asbestos or other potentially 
moisture-absorbing materials =o insu- 
late the elements from the frame. The 
commercialized state of the art results 
in an indifference t technical matters 
to the extent that the*consumer’s life 
is literally endangered, commonly and 
in a serious degree. 


Sewine MACHINES 


The old-fashioned sewinz machine 
was an example of an almost perfect 
household machine. It performed its 
function well with a minimtm of trou- 
ble or breakdown, and was sc simply 
and durably constructed that >ne ma- 
chine met the needs of a family for 
two or three generations. What has 
happened to it during th2 years of 
pyramiding sales pushed up by ener- 
getic young salesmen under the lash 
‘of sales managers determined to break 
last year’s record? 

First, the old sewing machine was 
made to appear obsolete by altering 
its whole external appearance. The 
head was made to disappear below a 
flat, polished top, and tne driving 


mechanism was incased in ar. impos- . 


ing veneered cabinet in orcer that the 
whole might not be distingtisked from 
a side table or a very exclusive wall 
desk. The hand wheel was made 
smaller for no reason other than to 
call to the attention of bekolcers that 
the mechanism of the macrine was of 
the latest and most modera*kind. 

No widely used applianc2 which has 
a rotating or oscillating part 2an long 
remain devoid of electric crive nowa- 
days, so we find that practical_y albthe 
new sewing machines now or. display 


are motorized, although it is well 
known among skilled home needle 
workers that the electrically driven 
machines are less easily and accu- 
rately controlled than foot-powered 
machines. Driving a device with an 
electric motor does not assure greater 
satisfaction from its use: fruit juicers, 
razors, and razor blade sharpening 
devices, as well as sewing machines, 
designed to operate by hand or foot 
give better service than the new socket- 
powered gadgets. Most housewives 
use a sewing machine so infrequently 
that the question of fatigue is rela- 
tively unimportant, although it 1s 
no doubt a major talking point in 
making a sale. 

If the interest of the prospective 
purchaser. lags, attention is called to 
the many varied and unusual attach- 
ments, some of which are hemmer, 
gatherer, tucker, shirring foot, also at- 
tachments for pinking, darning, and 
making buttonholes. After purchas- 
ing, most housewives will never use 
such special-purpose attachments, be- 
cause of the time needed in applying 
and adjusting them and learning to 
use them correctly. 


SUPPOSITION VERSUS REALITY 


Many will argue that the above de- 
scription of the deficiencies of modern, 
mechanical and electrical appliances, 
and of the indifference displayed by 
manufacturers to supplying consumers 
with mechanical devices and tools of 
superior quality and maximum utility, 
is greatly overdrawn. ‘Those who have 
high and assured incomes but have lit- 
tle first-hand experience with the av- 
erage type of household appliance will 
want to believe, with Professor Dugald 


. C. Jackson of the Massachusetts In- 


stitute of Technology, that 


the outcome of some of the modern origins 

of engineering is nowhere seen more strik- 

ingly than in household affairs... . In- 
% 


e 
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stead of skinning (by the exertion of main 


strength aided with crude tools made of 


chipped stone) the wild boar brought in 
on the back of her brute of a man, and 
burning the laboriously recovered meat 
over the open fire at the mouth of her cave, 
the woman of the dwelling now preserves 
her cherished rugs by passes of the vacuum 
cleaner, supervises the electric sewing ma- 
chine, the electric washing machine, the 
electric mangle, and sets the temperature 
regulator for the oven of the gas or electric 
cooking-range. Thus, the practicable life 
of the house-woman has been revolution- 
ized as an outcome of scientific discovery 
and invention and become one of light buts 
highly skilled labor associated with phyg- 
cal and mental freedom and available time 
for reflection, recreation and not uncom- 
monly for special service to society.’ 


This picture of the modern house- 
wife as director supreme of a gleaming 
and mechanized kitchen may be the 
dream of many American housewives, 
but it has little in common with the 
actual surroundings in which they find 
themselves. Only those with excep- 
tionally high and stable incomes can 
afford to equip a kitchen after the 
plans of the electric utilities and go 
on thereafter personally untroubled by 
breakdowns or repairs or “servicing”; 
for only they can always relegate the 
job of keeping the equipment in run- 
ning order to some one much lower 
down in the income scale. 

For such fortunate persons it is al- 
ways possible to order a new appliance 
installed immediately the old, or new 
-and untried, has stalled or burned out. 
The woman who must wait until her 
husband or son returns from work to 
have a burned-out iron or electric 
stove, or a short-circuited lamp, or a 
stalled washing machine repaired, or 
who must return to the use of an old 
ice box because she cannot afford the 
cost of repairing her cheap electric 
refrigerator (purchased on the in- 


° Science, Dec. 29, 1933, p. 596. 


stallment plan), will have a much 
more vivid and accurate idea of the 
art of producing electrical appliances 
en masse. And.the most articulate 
witness of all is one who has felt the 
house grow cold and the water pipes 
freeze and has put the children to bed 
to keep warm until some one could 
come—in a day or two—to repair the 
oil burner that was going to eliminate 
coal shovel drudgery forever, but that 
brought a new andemore serious kind 
of trouble in its*place. 


Tue Propucer’s VIEWPOINT 


I referred above to a standard of 
leakage current set up by members of 
the electrical industry. As a matter 
of fact, the industry no more wants 
real standardization of consumer goods 
(or even of methods of testing such 
goods) than does the automotive in- 
dustry, if one may judge by the state- 
ments of its most illustrious leader, 


-Owen D. Young. Said Mr. Young 


as recently as February 23 of this 
year: 


If our production were standardized to- 
day, which so many advocate, and the 
work distributed among our people, the re- 
sult would be to focus all of our ingenuity 
and energy on reducing the cost of the 
standardizedthing. Thatinevitably would 
reduce the labor content, and so the work 
to be divided among our people would 
surely grow less and less.’ 

There is no hope in that direction. Re- 
placement would only exist against physi- 
cal wear-out, and that until now has been 
only a small part of our replacement 
program. In America obsolescence—not 
wear-out——-has been the thing which has 
kept our people at work and at the same 


7 The labdédr content for automobiles is now 
but 5% oftheir selling price. The “work to 
be divided among our people” is not the mak- 
ing of automobiles and electrical appliances, 
but the made work of salesmanship, advertis- 
ing, Cross-hauling, and competitive waste and 
inefficiency’ in general—Author’s note. 
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time has produced more and.better things 
at less cost for us all to use’ 

Science is the mother of chsclescence, 
and to the extent we paralyz it we will 
limit employment, wages and cur standard 
of living. 

8 There is almost too perfect agre=ment among 
the great industrialists on the valve te industry 
of obsolescence of consumer goods. Advertising 
Age (May 28, 1932) reported a walk given by 
Mr. Charles Kettering of the Gezeral Motors 
Corporation at a dinner of the £3scciation of 
National Advertisers, as follows: “Some of the 
blame for the depression, aside som lack of 
new ideas, was blamed on st&ndard =at.on, which 
produced cut-price competition arid mo profits. 

“Mr. Kettering pointed out thaf it is nature’s 
plan to grow and that industries rusi. continue 
to grow and change if they are t3 succeed.”— 
Author’s note. 


When toasters and irons fail to meet 
minimum standards for hazard of elec- 
trical shock to the user because no 
consideration has been given to avail- 
able technical knowledge, neither 
“Nature” nor “science” is to blame. 
Only an outworn economic philoso- 
phy, based upon the right of the maker 
of a product to take as much profit 
as he can and give to the purchaser 
in return no more than is absolutely 
necessary to satisfy the latter’s de- 
mands——based upon exceedingly lim- 
ited knowledge or complete ignorance 
ecan account for such gross indiffer- 
exce to the rights of the ultimate con- 
sumer. 


Dewey H. Palmer, MS., has been engineer- 
physicist wite Consumers’ Research, Inc., Wash- 
ington, N. J., since 1931. He was formerly head of 
the physics Cepartment of Junior College, Long 
Beach, Califænia, and Kansas Wesleyan Uniwer- 
sity, and lectmrer on consumers’ problems at the 
University of Tennessee. and the New School of 


Social Research. 


The Large Manufacturer as Consumer: A Contrast 


By Knox McIuwai 


HE difficulties of the ultimate con- 

sumer in his attempts to purchase 
what he desires in the way of food, 
clothes, and amusement are in many 
ways paralleled by those of the man- 
ufacturer in obtaining the necessary 
raw materials and the component fab- 
ricated parts which go to make up his 
completed product. It may therefor& 
be of interest to the ultimate consumer 
to examine the practices of his larger 
counterpart and to observe that it is 
possible to obtain exactly the goods 
required for a particular purpose at a 
reasonable price, but that considerable 
effort must be expended to do so. 


THE MANUFACTURER’S PROBLEM 


The manufacturer’s problem is fre- 
quently very involved and difficult. 
Many completed products require a 
hundred or more different raw mate- 
rials for their construction, definite 
quantities of which must be at a par- 
ticular place at a given time in order 
that the orderly fabrication of the arti- 
cle may proceed. A lack of necessary 
material at a given time will not only 
delay the completion of the final prod- 
uct but may throw thousands of peo- 
ple temporarily out of work. If ona 
piece-work basis, these thousands lose 
their possible earnings until the ma- 
terial arrives, whereas the company 
loses the time of those on a weekly 
wage. In addition there is the loss 
due to the irritation and excitement 
of the workers. Every one who has 
worked on any mass-production proj- 
ect knows the disturbance caused by 
the announcement of a conveyer shut- 
down. 

Not only must the proper amount 
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of a given material be available, but it 
usually must be of a very definite kind. 
A high-speed tool steel furnished by 
mistake may ruin a valuable milling 
machine and cause a partial produc- 
tion shut-down ofea week or more. 
Or the wrong grade of flour supplied 
to a bakery may cause all the cakes 
to sag in the middle, requiring a fac- 
tory shut-down until a new supply can 
be obtained or a new baking formula 
devised. 

Because the cost of a production 
shut-down may greatly exceed the cost 
of the defective or missing material, 
most up-to-date manufacturing com- 
panies have a separate and definite 
division devoted to the problem of 
supplies. Organizations differ both in 
size and in constitution, but in gen- 
eral there are three phases of the work: 

First, the supplies must be bought; 
this is usually done by a separate man 
or group of men (forty-eight in one 
company studied) who devote them- 
selves to a study of markets, trade 
practices, reliability of supplying com- 
panies, and a determination of possible 
sources on the one hand; and to ac- 
quiring a knowledge of the needs of 
their particular company on the other. 

Second, the supplies must be known 
to be of the proper quality; this phase 
of the work is usually handled by en- 
gineers, physicists, and chemists, or by 
men trained by long experience to 
know certain materials. 

Third, there is the storage and dis- 
tributionef the materials to the proper 
location at the appropriate time; this 
requires an intimate knowledge of the 
progesses used in the particular com- 
pany and the typés of materials needed 
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for them. The three divisions may be 
called purchasing, quality ecntzol, and 
storekeeping. 


I. PURCHASING 


In the usual organizatior the pur- 
chasing department does al! the actual 
buying, arranging of contracts and of 
subsequent adjustments for defective 
material, and so forth. Th2 methods 
of buying and the details stressed show 
some variation from compary io com- 
pany, but certain general practices are 
followed by all. 

Possibly the most surprising point 
of general agreement among -hese buy- 
ing organizations is their unifcrm þe- 
lief in the relative unimportzence of 
price. Of course, the large consumer 
gets the benefit of quantity discounts 
(up to 50 or 60 per cent in meny zases), 
. and in addition a well-run. ccmpany 
will usually discount all its bills by 
prompt payment; but price plays a 
small part in the choice of the material 
purchased. The suitability of the ma- 
terial for the use proposed and the re- 
liability of the supplier are the main 
considerations. However, cne a ma- 
terial has been decided on, cempz2titive 
bidding is usually employec tc insure 
that prices are not exorbitart. 


DESCRIPTION OF MATERIAL 


When a new material is te be added 
to those previously purchased or when 
a new source of supply is sozght, a 
description of the material desired is 
the first essential. This ceseription 
commonly takes one of jourfomms, de- 
pending on the type of metenal and 
the work previously done in stand- 
ardizing descriptions of tha: material. 
Many raw materials are usya_ly pur- 
chased on the basis of grade afandards. 
Fabricated parts, complete machines, 
steel, and so forth, are usuelly de- 
scribed by specifications. Certain, ar- 
ticles which it is difficult to .describe 


in detail, such as flour and some per- 
fumes, are ordered by sample. Finally, 
goods may be bought by brand names. 


Grade standards 


Standardized descriptions have been 
set up and accepted by the trade for 
many raw materials. Wheat, lumber, 
sugar, butter, cotton, wool, and chemi- 
cals are examples. Frequently these 
grades have been established by Gov- 
ernment agencies and are included in 
Federal laws. The Food and Drugs 
Act and the Grain Standards Act are 
two instances of such legislation. In 
dealing with products of this type, dis- 
putes can be readily settled by appeal 
to the proper Government bureau for 
a grade certificate. 


Specifications 

When grade standards are not avail- 
able or not satisfactory, the description 
of the material desired will frequently 
be explicitly set forth in the form of 
specifications. These specifications 


may be derived from any one of three 
sources: they may be set up by the using 
department and the purchasing officer of 
the company buying the material; the pur- 
chaser may use the specifications as given 
by the seller; specifications of nationally 
recognized technical societies or of the 
Government may be used. The usual 
procedure is for a buyer to formulate, on 
the basis of the foundation laid down by 
the governmental or technical societies’ 
recommendation, his own specifications.’ 


These specifications may include sizes, 
finish, and chemical composition 
for fabricated parts, or they may ex- 
press the performance required and 
leave the method of obtaining it to 
the seller. Examples of this last are 
the output of complete machines such 
as steam engines and electric gener- 
ators, the strength of metal parts, the 

Lewis, H. T., Industrial Purchasing, New 
York: Prentice-Hall, Inc. 
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dielectric behavior of parts for electri- 
cal devices, and the protective quality 
of paints and varnishes. 

Much time and effort has been spent 
by such technical organizations as the 
American Society for Testing Materi- 
als and the American Standards Asso- 
ciation, usually in conjunction with 
governmental agencies such as the De- 
partments of Agriculture and Com- 
merce and the Bureau of Standards, 
in setting up and publicizing commer- 
cial standards. 

At the present time the Department 
of Commerce and the Bureau of Stand? 
ards are attempting to popularize ea 
certification plan which 


involves the compilation and distribution 
of lists of manufacturers desirous of ob- 
taming contracts based upon certain 
selected nationally recognized specifica- 
tions, and willing, when requested to do so, 
to certify to the purchaser that the com- 
modities delivered are guaranteed to com- 
ply with the requirements and tests of the 
specifications." 


It is further proposed to help the 
small manufacturer, who buys over 
the counter and not on contract, by 
labeling goods made under recognized 
specifications, the label to carry a 
guarantee of definite quality. 

Where nationally recognized speci- 
fications are not available or not 
suitable, the using department or the 
engineering department will write out 
a complete detailed description of the 
article or material required, adding 
im some cases blueprints and photo- 
graphs, and will frequently specify the 
tests which the article must meet in 
order to be acceptable. Far instance, 
rubber may be ordered on a basis of 
the number of times it will stand a 


* Certification Plan: Mise. Pub. 105. U. S. 
Govt. Printing Office. Much of the standard- 
ization work of the Bureau of Standards has 
been taken over by the American Standards As- 
sociation since this article was written. 


certain stretch before breaking, or an 
electric switch may be required to 
operate ten thousand times before 
failure. These specifications are then 
made a part of the contract of sale. 


Samples 


In some cases it is difficult if not 
impossible to express a satisfactory 
description in writing, and a sample 
of a satisfactory material or device is 
submitted, either by the buyer or the 
seller. If it is stbmitted by the buyer, 
it is with the requirement that its per- 
formance be duplicated. 

For instance, the practice of a larg 
baking company when considering a 
new source is to send a sample of the 
flour it has been using to the proposed 
supplier, who must manufacture an 
equivalent flour. When the miller sub- 
mits a sample of his attempt to dupli- 
cate the flour, it is first tested by the 
company chemist for its ash, protem 
content, and so forth. Then some of 
the sample is baked according to the 
regular formula. If the product is sat- 
isfactory, one 98-pound bag of flour is 
ordered and baked. The products are ' 
examined for taste, color, texture, and 
volume, and also to determine the rel- 
ative sizes of cells at the top and bot- 
tom of the cake or loaf.” If this trial 
is successful, three or four barrels are 
ordered. The amount is gradually in- 
creased, close supervision of the prod- 
uct being maintained for a period of 
three to five months before the sup- 
plier is finally accepted as a reliable 
source. 


Brand names 


Purchase by brand name by large 
manufacturers might well be said to 
be nonexistent. It is true that certain 


STf the cells at the bottom are much smaller 
due to the additional weight on them, the flour 
is said not to have syfficient “legs” and is re- 
jected. 


9 


56 Tue ÅNNELS oF THE American ACADEMY 


complete articles such as office fans, 
storage batteries, Mazda lemps, and 
the like may be so bought, bit even 
here, there is usually either ¿n implied 
or a written guarantee of performance. 
Most purchasing agents wer inter- 
viewed disclaimed any purchasing by 
brand name. In one case tke practice 
was to specify “similar to” a particu- 
lar brand, even when that brand was 
bought. The reason given was that 
the price went up æ soon as the brand 
name was specified. » 


RELIABILITY OF SOUECE 


The extent to which corfid2nce in 
the supplier enters into larze volume 
purchasing varies widely witk differ- 
ent companies. Some test avery arti- 
cle which comes into the plant; others 
rely almost entirely on the good faith 
and care of the supplier. Although a 
certain amount of this divergence is 
due to the type of article bought and 
the use for which it is desigiec. (obvi- 
ously the purity of butter is more im- 
portant socially than the quality of 
carbon paper), most of the variation 
depends much more on the established 
relations between buyer anc. seller. 
One company tests all butter bought, 
but relies entirely on the suzpLer from 
whom it purchases milk. Th.s is the 
result of fifteen years of sitisfactory 
dealing with the same dair~. 

All buyers interviewed were agreed 
that when a new source o? supply is 
contemplated, an investigation of the 
company’s status is desiradle. Prac- 
tices vary from a simple determina- 
tion of the credit rating to a ecmplete 
investigation. One compeny always 
sends a personal representazive to look 
over the proposed supplier's plant be- 
fore any contract is let. The general 
attitude seemed to be that once the 
sellers are convinced that astnict qual- 
ity test will be made of al incoming 
material and that defective skipments 
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wil be promptly returned, the ship- 
ments will be of uniformly good qual- 
ity. Such expressions as “ We have a 
reputation for bemg hard-boiled, so we 
have no trouble about defective ma- 
terial” were not uncommon. In some 
companies the cost of inspection of 
shipments having a large amount of 
unsuitable material is billed to the 
supplier, and one buyer stated, “After 
you do that twice, you get good ship- 
ments.” 

On the other hand, once a source 
has proved itself rehable, every effort 
i$ made to build up a good-will rela- 
tienship with the supplier. One agent 
stated that during hard times it is al- 
ways the company’s policy to give as 
large a proportion of its business as 
possible to the suppliers who are hard- 
est pressed. Mutual adjustments of 
contracts in a rapidly varying price 
market are also of frequent occur- 
rence. 

In some cases sources of supplies 
must be sought all over the world. 
Here the Government is able to aid 
industry greatly, both through its con- 
sular service and through its testing 
bureaus. Most buyers expressed the 
thought that they would rather deal 
with local sources where possible, but 
would not hesitate to extend their op- 
erations where local sources failed. 


PRICE CONSIDERATION 


In the majority of cases, at least 
three or four satisfactory sources of 
supplies are available and are asked 
to bid on the supply contracts. The 
best practice requires that the bids be 
final, and the separate prices are kept 
secret until the contract is let. Other 
things being equal, the contract is 
given to the lowest bidder. Price 
spreads in the bids vary greatly, from 
as much as 60 per cent in some items 
to an almost negligible spread in 
others. All buyers agreed that the 


S 
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price spreads are decreasing under op- 
_ eration of NRA codes with their uni- 
form wages and practices. 


Il. Quauiry CONTROL 


After the material has been pur- 
chased and delivered to the factory, it 
must be inspected to determine if it 
is satisfactory, both in amount and in 
quality. Depending on the typeof ma- 
terial and the degree of care exercised 
by the particular company, inspection 
work is divided into three classes, cov- 
ering: first, those goods requiring onl 
a visual and tactual inspection; second, 
those requiring special equipment but 
no particular training on the part of 
the tester; and last, those requiring 


highly trained chemists and other | 


technicians as testers. In some cases, 
goods which should properly fall in the 
second or third group are not thor- 
oughly tested, but are given a mere 
visual examination; such practice is 
not common among the more progres- 
sive companies. 


VISUAL AND TACTUAL TESTS 


Materials which require only a sen- 
sory examination are divided into two 
classes: in the first class are those 
goods which do not have to fulfill any 
very exacting function or whose un- 
suitability would be disclosed by sight 
or touch; in the second class are many 
organic products for which a complete 
test would be difficult if not impossi- 
ble. Wood, nuts and bolts, hair for 
stuffing furniture, glass jars, window 
glass, and office supplies are examples 
of the first class, while fruit, perfumes, 
and flavors are examples of the second. 

For such materials the foreman of 
the group using the materials can in 
many cases make the necessary in- 
spection. Where large quantities of 
small units are involved and an indi- 
vidual inspection of each article is nec- 


essary (such as nuts to be used on 


4 
s 


cake or candy), an inspection group of 
previously unskilled persons can be 
rapidly trained. 


TESTS REQUIRING SPECIAL EQUIPMENT 


Such materials as waxed papers and 
pasteboard cartons are continually 
tested for thickness. If they are too 
thin they will not perform their pro- 
tective function, while if too thick 
there will be too small a number per 
ton of material reéeived. A microm- 
eter gauge is réquired, but no skill is 
needed to use it. Twines, some bolts 
to be used at critical pomts, and rub- 
ber parts are tested for strength by 
putting a known stress on them, and 
again special apparatus but no train- 
ing is required. Various parts such 
as electric switches, parts subject to 
bending, and the like must be given 
life tests to determine that they will 
operate a reasonable number of times 
before failure. 


LABORATORY TESTS 


A certain residuum of the incoming 
material will usually require a more 
elaborate test than it is possible to ap- 
ply in the factory. This fact has led 
many manufacturers to install their 
own testing laboratories, well equipped 
with all necessary scientific apparatus 
and well staffed with trained chemists, 
physicists, and engineers. The size of 
such a laboratory organization varies 
from one man, who may be required 
to do both chemical and physical test- 
ing, to an elaborate organization. In 
one company known to the writer, 
the laboratory organization consists of 
twenty trained men on full time and 
a large group of engineers who devote 
part of their time to special tests of 
incominge material. This is in addi- 
tion to the routine inspection organ- 
ization which is scattered throughout 
the factory. Equipment is available 
to make: both al and chemical 
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tests, and to make complete electrical 
tests on any material or dece. 

Tests which are commonk made in 
the laboratories include the measure of 
the fat content and the bacteria count 
of milk, the electrical properes of ma- 
terials or devices, the purity of chemi- 
cals, the heat insulation preperties of 
materials, the grading of sger by a 
saccharimeter, X-ray examinstion of 
metals, and microscopic exemimations 
of various kinds. ° 


TESTING PRACTICES 


The usual practice in progressive 
companies is to test very cezefully all 
supplies received from nex sources, 
and to relax somewhat the tast:ng pro- 
cedure when long associatiom has dem- 
onstrated the reliability of the source. 
Most companies never comziletely re- 
lax their vigilance, selecting a portion 
of each shipment or of each month’s 
deliveries for testing. A cezan small 
portion of a shipment of dates will be 
put in an incubator to see 7 maggots 
develop; an occasional piec2 3f steel 
will be stressed to rupture: = gallon 
of gasoline will be tested =rom each 
week’s supply; or a few huncred sheets 
of paper will be removed fr=m a ship- 
ment, calipered for thickness, and 
tested for moisture insulatian. 

If too large a proportion c? the sam- 
ple test is defective, either the whole 
shipment will be returned xs unsatis- 
factory, or a 100-per-cent ~2s7 of the 
shipment may be made and the defec- 
tive items returned. In some cases it 
is the practice to bill the sxpplier for 
the excess inspection cost ic-volved in 
testing the whole shipment. 


III. Tue Larce versus tge SMALL 
CONSUMER , 

The chief difference betw2en the 
large consumer and the srzall one is 
seen to be in the fact tha- tae large 
manufacturer gets precisely the mate- 


. 


rial he wants for a specific purpose. 
He gets a considerable reduction in 
price below the retail figure,* but in 
view of the reduced sales expense, dis- 
tribution cost, and convenience factor 
this is probably justified, at least as 
long as the present retail distribution 
system is maintained. 

However, the evidence is not so clear 
in the case of quality. The practices 
and attitudes of the sales and purchas- 
ing organizations of the same company 
differ widely, and the question of how 
to protect the consumer is not, in gen- 
éral, given much thought by most 
menufacturers. l 

Many of the practices of the large 
manufacturers are of course impossible 
of duplication by the small consumer. 
He cannot, in general, be a good judge 
of even the tactual and visual qualities 
desirable in many of the articles he 
buys, without an excessive amount of 
study. And in the case of most com- 
pleted articles the appearance of the 


t When prices are out of line, large buyers may 
become producers of materials previously pur- 
chased. In the New York Tienes for Feb. 25, 
1934, it was reported that the Ford Motor Com- 
pany was about to expand its steel production 
facilities. 

“The announcement was viewed with concern 
in steel circles, where it was seen as the first open 
step by the automobile industry to make its 
steel. Reports have been current for some time 
that the General Motors Corporation was con- 
templating building its own mills. 

“The NRA code, which prohibits a lower 
price being quoted for large orders, is blamed for 
the movement. Automobile manufacturers are 
large consumers of steel and have expressed dis- 
satisfaction with the present prices.” 

The Times of Feb. 27 adds: “. . . the [Ford] 
Company never has produced more than 8 per 
cent of its own requirements. Even when the 
present program of expansion is completed, it 
was learned, it probably will not produce more 
than 30 per cent of the steel that it needs. 

“While the company has never attempted to 
make itself independent of outside producers, it 
has attempted to produce enough of its own re- 
quirements to furnish information concerning 


processes and costs.” i 
. 
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article gives no indication of its real. 


value. Also, he cannot maintain a 
private testing laboratory; so the only 
recourse he has is either to employ the 
facilities of a commercial testing labo- 
ratory or to learn by bitter experience. 
His business is not large enough 
to make his rejection of imperfect ma- 
terial important unless he organizes 
with others and acts as a group. 
Some suggestions have been made 
about extending the benefits of the 
certification and labeling plans to the 
ultimate consumer, but there has been 
no active effort in that direction. In- 


deed, the Department of Commerce ` 


specifically denies any such intention: 


The certification plan would affect job- 
bers and retail merchants much more 
largely as buyers than as sellers; they 


Knox Mellwain is assistant professor in the 
Moore School of Electrical Engineering of the 


59 


would be affected directly as buyers and 
only indirectly as sellers." 

Caveat emptor still largely prevails, 
and the problem of protecting himself 
rests on action by the ultimate con- 
sumer himself. 

Perhaps a clue to the way out is 
given by a purchasing engineer when 
he says: 


So far as numbers are concerned, the 
great majority of specifications which deal 
with quality and enly indirectly with 
dimensions have been formulated by con- 
sumer organizations and consist largely of 
what the buyer requires of the seller.’ 

5 Certification Plan, op. cit. 

® Richardson, G. M., Purchasing Engineer, 
Southern California Edison Company, Ltd., be- 
fore the 15th Annual International Convention 
of the National Association of Purchasing 
Agents, Chicago, 1930, as quoted by H. T. Lewis, 
op. cit. 


University of Pennsylvania. He is the author of 
numerous technical publications and has been inti- 
mately associated with the development of quality- 
control apparatus for a large industry. 

: 


The Movement for Standards for Consumer Goods 
By P. G. 


-N THE past few years there has 
been an increasing demaad for the 
use of technical specifications tc insure 
the quality of goods sold across the 
counter. The inspiration of this far- 
reaching movement has com=2 from 
the extensive and suecessful use of 
technical specifications by industry to 
control the quality of goods used by 
manufacturers.+ 
This paper proposes to simmarize 
the main features of this movement, 
including its rapid progress cf tae past 
Few months, and then to ou-line some 
of the more important qu2st.ons of 
policy which must be faced oy the 
groups interested in and inescapably 
affected by any development of this 
fundamental problem. 


Tur Present SITUATION 


The work of the National Recovery 
Administration, and particularly its 
Consumers’ Advisory Board. has been 
the principal factor in brimging this 
subject so rapidly to the fore in recent 
months. In fact the NRA has done 
more than any other movement to 
bring home to industry ard to the 
general public the importance cf qual- 
ity control in the buying anc selling of 
commodities. There has come to be a 
widespread understanding cf tre fact 
that most of the “chiseling’ tlrough- 
put the whole field of distribution, 
both of consumer goods ard of pro- 
ducer goods, is based on some form of 

* The reader interested in compa-ipg the use 
of standards in industry with their use for con- 
sumer goods may consult “Industria. Stand- 
ardization,”’ National Industrial Ccmference 
Board, 1929, or “Standards in Industry,” Tae 
ANNALS, Vol. 137, May 1928.—-Epr-oR.- 


+ 


AGNEW 


misrepresentation or at least misinfor- 
mation in regard to quality. For ex- 
ample, one of the most experienced 
executives in the steel industry has 
stated the situation substantially as 


follows: 


In tracing these difficulties to their 
sources, we find that “chiseling” on quality 
if more frequent and more important in its 


‘ digruptive influence than is “chiseling” on 
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price. In other words, executives are find- 
ing that to know exactly what it is we are 
selling is just as important as is the price. 
This means that standardization has be- 
come a tool of major importance both in 
the control of operations and sales policies 
and in the elimination of abuses. 


The so-called “Tugwell Bill,” propos- 
ing to regulate foods, drugs, and cos- 
metics, and the recent report of the 
NRA Consumers’ Advisory Board, gen- 
erally known as the “Lynd Report,” 
have precipitated extensive discussion - 
of consumer standards. Advocates of © 
this movement believe that the exten- 
sive use of specifications and labeling 
in retailing goods to consumers would 
give the man in the street greater con- 
trol in his purchasing, and they’ con- 
tend further that such a development 
would raise the standard of living of 
the entire population. 

There is nothing accidental about 
this sudden increase of interest in 
standards for consumer goods under 
the operation of the NRA and the 
Agricultural Adjustment Administra- 
tion. A part of the philosophy under- 
lying the New Deal is a change in the 
chief emphasis of our national life 
from production to consumption. One 
might almost say that according to 
this philosophy, heretofore the chief 
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“end of man” has been to serve as an 
individual unit in producing and dis- 
tributing goods. The new principle 
holds that output and distribution 
both should be subordinated to the 
consumption and use of things, in or- 
der that every one may lead the good 
life. In a recent speech Dr. Tugwell 
declared that the issue before the 
American people today was “how we 
can peacefully shift from a producer 
economy to a consumer economy,” in 
which “the interests of the consumer 
must always come first.” One impor- 
tant result has been to put distribution 
in the spotlight as never before. ¢ 

There has been much confusion in 
the recent discussions, not only as to 
the aims, the techniques, the advan- 
tages, and the difficulties of such a 
program, but even as to what is 
meant by standards for consumer 
goods. To mention briefly some ex- 
plicit examples: 

Under the inspection control of the 
Department of Agriculture, one group 
of creameries has sold more than 800,- 
000,000 pounds of butter m cartons 
bearing a printed certification that the 
contents had scored 93 or better. 

The words “Choice Steer” are 
stamped on beef of that grade so that 
the housewife may check quality over 
the counter of the retail butcher. 

Even the five-and-ten-cent stores 
now sell electric heater cord with qual- 
ity grade marking in the form of in- 
spection tags attached to every five 
feet of length. 

Three fourths of all gas burning ap- 
pliances are now sold under a label 
showing that the product complies 
with nationally recognized specifica- 
tions. 

Advocates of consumer standards be- 
lieve that this technique can and should 
be extended to the majority of things 
purchased by individuals. Foods, fur- 


niture, clothing and other textiles, 


e 
d 


kitchen equipment and other house- 
hold goods, they believe, should com- 
ply with easily understood and nation- 
ally accepted standards of quality, 
durability, and so forth. 


CLOTHING STANDARD TESTS F 


Consider men’s shirts—their wear- 
ing qualities, the shrinkage factor, and 
color fastness. When anything goes 
wrong with the shirt, the manufac- 
turer, the retailers and the laundry- 
man each blames the other two—or 
the consumer. 

Suppose that manufacturers of tex- 
tiles, shirt makers, haberdashers, laun- 
drymen, and the various interested 
technical groups should get together 
and agree upon a reference method of 
laundering as a national standard, 
which would thus represent good com- 
mercial practice in laundering. (The. 
technical data necessary for this are 
available, and different group stand- 
ards have been set up.) Once such a 
nationally recognized reference method 
should become established, the next 
step would follow simply and logi- 
cally. Specifications could be estab- 
lished on the standard laundering 
method, and any manufacturer would 
be in a position to guarantee his shirts 
as complying with specifications for a 
“twenty-trip,” “thirty-trip,” or“forty- 
trip” shirt, meaning that the shirt 
when put through a standard laundry 
test this number of times would not 
(1) shrink more than the proper limit; 
(2) wear through or fray; or (3) fade 
beyond a certain tolerance. Would 
not a host of shirt buyers, harassed 
by the vagaries of the present non- 
specification shirt, become grateful 
customers of such a manufacturer? 

Similarly, consider the case of wom- 
en’s silk stockings—which accounts for 
four or five hundred million dollars 
of our national expenditure and con- 
stitutes a majôr item of expense in 


* 
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women’s clothing. Why shouk not a 
national standard test be set up to 
simulate stretching and abrasion in 
wear and laundering, upon tke basis 
of which wearing qualities could be 
specified and graded? ‘The benefits 
could then be brought to tke indi- 
vidual customer through a system of 
labeling m just the same wav that cor- 
porations buy their materia.s. 


Tue Lynp Repor- 


The most discussed propesa: at the 
. moment is the above mentiened Lynd 
Report of the Consumers’ Advisory 
Board. This proposes that <here shall 
be set up wholly within the Federal 
Government a board to develop and 
promulgate standards for al types of 
products sold to the ultimae con- 
sumer.’ This proposed “consumers’ 
standards board” would be a typical 
Federal bureau, to consist of a direc- 
tor and a technical staff togetker with 
an advisory committee whieh also 
would be drawn wholly frora tae Fed- 
eral Government and woulc represent 
eleven Federal bureaus. Tle finction 
of the organization would b2 


to coérdinate and make available in form 
for consumer use the existing work of pub- 
lic and private standardizing agencies; to 
determine the areas of most needled new 
work; to designate, after consu tation with 
consumers and industry, the qualities to be 
considered in testing a given commodity; to 
arrange with appropriate Federal cr other 
laboratories for needed tests; zo Jraw up 
standards based on the preceding. and to 
promulgate standards. 


In the report, the belief is expressed 
that the American Standzrds Asso- 
ciation, the United States Bureau of 
Standards, and other bodie? row en- 
gaged in developing standawds are so 
strongly oriented to the pomt cf view 
of industry that they could not be in- 
trusted with the task. It is suggested, 
however, that the services ef these 


organizations be enlisted in securing 
acceptance of standards by industry. 
This proposed organization is evi- 
dently intended to serve, because an 
adequate number of well-organized 
and effective consumer organizations 
does not exist. i 

Apparently it is intended that the 
main function of the proposed bureau 
should be to exert pressure to extend 
the movement by all possible -means 
and in all possible directions. It is 
not clear from the report (and perhaps 
the committee which drew up the re- 
port was itself not clear) what method 
is proposed to be used in applying this 
pressure: voluntary coöperation of 
manufacturers, distributors, and con- 
sumer groups; extensive propaganda 
and critical publicity; or compulsory 
legislation. Judging by other recent 
trends in legislation, it seems propable 
that the course of legal compulsion 
ultimately would be followed. 

For the present it is not clear 
whether Congress will be asked to 
finance the undertaking, or whether it 
is to be financed directlysby the NRA 
and the AAA. While it seems prob- 
able that the organization could be 
set up and operated by the NRA and 
the AAA, it is evident that such an 
arrangement would have to be on a 
temporary basis, because the former at 
least was legislated by Congress as an 
emergency agency, while the proposed 
organization is obviously intended to 
be permanent. A third possibility is 
that something corresponding to the 
proposed bureau might develop on a 
less official basis by the simple admin- 
istrative expedient of expanding the 
present staff and functions of the Con- 
sumers’ Advisory Board until it would 
operate very much along the lines laid 
down in the Lynd Report. The build- 
ing up of a new administrative unit 
by such a method of accretion is not 


new. 
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An interesting feature of the Lynd 
plan is the provision for technical re- 
search and testing to establish the nec- 
essary technical basis for writing sound 
specifications. For this it is proposed 
that not less than $250,000 be made 
available for such research and testing 
at the Bureau of Standards and other 
laboratories equipped to make com- 
petent tests, both in and out of the 
Federal service.” 

The Consumers’ Advisory Board 
now regards standardization as one of 
its major questions and has been try- 
ing to secure the use of O A 
or at least the official recognitaon 
of the need of them, in all the NRA 
codes. 

Recently the Board organized the 
work on standards in a separate divi- 
sion under the direction of Dr. Robert 
A. Brady. ‘This division is following 
the development of all NRA codes and 
their revisions from the point of view 
of standards, working toward the or- 
ganization of definite standards in all 
codes which are considered to have a 
direct relation to the ultimate con- 
sumer. ‘The division has also consid- 
ered studies to round out the program 
to include a number of related activi- 
ties on standards. 

A similar organization in the AAA, 
known as the Consumers’ Counsel, is 
carrying on comparable activities to 
the same end, but limited to the field 
of agricultural products. There has 


“It is universally recognized that the Con- 
sumers’ Advisory Board is a much weaker or- 
ganization than is either the Industrial Advisory 
Board or the Labor Advisory Board. This un- 
questionably results from the slight extent to 
which consumers are effectively organized and 
active. Consumers’ Advisory Board members 
were appointed as individuals. Only a few con- 
sumer groups are represented in its personnel, 
and there is no representation of the viewpoints 
of the two most experienced and technically 
best equipped consumer bodies. A considerable 
part of the personnel has been drawn from 


universities. 
e] 


been considerable coöperation between 
these two bodies. 


Tur TueweLL AND HuppLEsTON BILLS 


The Tugwell bill is exerting an im- 
portant influence in the movement for 
standards for consumer goods. It seeks 
a large extension in the regulatory con- 
trol of the food, drug, and cosmetic in- 
dustries. Repercussions of the contro- 
versies over the bill have been heard 
across the continént in newspapers, 
magazines, and radio broadcasts. Spe- 
cifically, the bill seeks ultimately to 
base the control of these industries 
upontechnicalstandards. Italsofore- 
shadows the setting up of grades of 
products in terms that can be readily 
understood by the ultimate consumer. 
Apparently those in charge of this 
measure on the one hand, and the 
NRA Consumers’ Board on the other 
hand, are codperating closely and han- 
dling the publicity for the respective 
undertakings with great care lest the | 
activity of the one affect the fortunes 
of the other. 

Another bill in Congress which is of 
more than passing interest, not be- 
cause it has a chance of becoming a 
law but because it demonstrates a vig- 
orous trend toward “corrective” leg- 
islative initiative, is the Huddleston 
bill. It provides that the Bureau of 
Standards be authorized 
to adopt and prescribe marks indicating 
the quality, durability, usefulness, size, 
strength, grade, quantity, composition, 
origin, date and process of production, 
weight, and measure of all of the objects 
of commerce, and to adopt regulations for 
the use of such marks thereon or therewith. 
It shall be unlawful to place in interstate 
commerce any subject of commerce without 
having complied with the regulations, if 
any, applicable thereto which may have 
been adopted under the authorization of 
the first section of this act. - E 
Vidlators are pynishable by fines and/ 
or imptisonment. 
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ATTITUDES OF GROUPS CoxCERNED 


Consumers, manufactures, Jistrib- 
utors, the advertising fraternity, and 
publishers are the groups pzircipally 
concerned with the subje of con- 
sumer standards. The attitudes of 
these groups are part of the essential 
data and are easily summaréeed. 

Consumers—The vast ne jcrity of 
consumers are unorganized and are, 
of course, unaware of the problem. 
Nevertheless, it seems terta_n that at 
least some hundreds of theusends of 
men and women have read : snething 
about consumer standards >rcposals, 
even if they have gone no deepar than 
newspaper headlines. 

In recent years American consumers 
have become increasingly sritical of 
advertising. The fact that anew mag- 
azine containing nothing but_ampoons 
and ridicule of nationally known ad- 
vertisements gained a pken>menal 
circulation with its first isses would 
seem to be enough to convince even 
the most conservative of tze desira- 
bility of open-mindedness in rezard to 
the introduction into the marketing 
process of basically new factors. Dis- 
cussions about the Tugwel lull and 
other movements calculatec to serve 
the ultimate consumer are doing a 
great deal to familiarize tne public 
with the concept of standarcs end the 
use of labels to enforce ther. 

A militant left-wing group, includ- 
ing Consumers’ Research ard £ group 
of codperatives, demands a məst ag- 
gressive policy on the part o: tke Gov- 
ernment. Some have gone so far as 
to urge the organization of a ‘ Depart- 
ment of the Consumer” hezded by a 
secretary with a place in the»Cabinet. 

A “center” group includes he Amer- 
ican Home Economics Assocation, the 
General Federation of Women’s Clubs, 
the League of Women Voter, end the 
American Association of University 
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Women. All of these and a number 
of similar organizations seem to favor 
compulsory labeling of goods bought 
over the counter. During the past 
weeks they all battled for the inclusion 
in the NRA codes of mandatory grade 
labeling of canned foods. 

Manufacturers —Most manufactur- 
ers are almost wholly uninformed 
about the subject, notwithstanding 
the successful experience of several in- 
dustries which have adopted this prac- 
tice of grade marking in accordance 
with specifications. Perhaps their at- 
titude may be fairly summarized by 
saying that in so far as they are aware 
of the movement they see it simply as 
a feeble and ill-advised attack upon 
the institution of trade brands. 

Because trade brands and the tre- 
mendous volume of advertising based 
upon them constitute the very citadel 
of modern merchandising, the attitude 
is that the movement for consumer 
standards is to be ignored if possible; 
but if it cannot be ignored, it must be 
fought. 

On the other hand, there are many 
exceptions to this rather sweeping 
statement. Not only are some groups 
making successful use of some phases 
of standardization for consumer goods 
in their marketing operations, but 
other groups and individual companies 
are giving serious study to the whole 
subject. 

Advertisers and publishers —The 
attitude of the advertising profession 
and of publishers interested in con- 
sumer goods seems to be similar to 
that of the manufacturers. It seems 
strange that a profession which has 
introduced such revolutionary factors 
into business as has advertising, should 
attempt to dispose of this movement 
without serious study of it. Yet in 
discussions and controversies on the 
subject I do not yet know of a contri- 


bution from the advertising or publish- 
e 
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ing profession which shows the results 
of any réal analysis of the subject or 
which does otherwise than condemn 
the movement out of hand, the infer- 
ence being that the consumer stand- 
ards movement consists of nothing but 
an attack upon trade brands and na- 
tional advertising. 

Distributors. —There is considerable 
difference in the attitudes of the vari- 
ous distributor groups. With few ex- 
ceptions, such as the retail hardware 
dealers, the independent retail stores 
are not yet interested m the move- 
ment. This seems to be largely the 
case also with the chain stores, with 
important exceptions with regard to 
certain lines of foodstuffs, such as 
grade-marked meat, eggs, and butter. 
In these the standards of the Depart- 
ment of Agriculture are followed. 

There has been some discussion of 
the subject among department stores, 
but no codperative study has been 
made. On the other hand, a few stores 
have shown a decided interest. Some 
large department stores are making 
considerableeuse of the specification 
principle in their own purchases, utiliz- 
ing testing laboratories or even having 
laboratories of their own. To them, 
specifications have become useful tools 
in the conduct of their own business. 

The National Retail Dry Goods As- 
sociation itself has laboratory connec- 
tions, but it has no committee on 
standards, nor has it any other regular 
means for developing or utilizing retail 
store opinion on the subject. 

The large mail order houses have 
made more use of technical standards 
and are closer to the subject than any 
other distributor group. The larger 
houses have maintained laboratories 
for years. They have begun to make 
references to standard specifications in 
their catalogues, and through their 
publicizing of this idea are paving the 


way for increased use of this device. 


To date, the Mail Order Association 
has taken no official position on the 
subject. 


Questions UNDERLYING PoLicy 
DETERMINATION 


Do specifications for consumer goods 
constitute a technique of better service 
to the consumer, giving him greater 
and easily used control, and also 
greater economy, and, equally im- 
portant, to which he will respond by 
actual use? Iso, they are bound to 
come into general use, for these 
functions are ends in themselves, to 
which all other considerations become 
secondary. 


SPECIFICATIONS AND TRADE BRANDS 


Is it feasible for the technique of 
quality specifications and labeling to 
be used effectively in conjunction with 
trade brands, or are the two ideas 1r- 
reconcilable? This is the very crux of , 
the whole problem. This question is 
at the bottom of all controversies and 
discussions on the subject, even though 
the fact may not always be recognized. 

As has already been pointed out, 
most manufacturers and advertising 
specialists have assumed at the start 
that the two ideas are irreconcilable 
and have concluded that the whole 
specification idea is an attack on 
trade brands and national advertising. 
From present indications it would 
seem that the continuation of this at- 
titude without any undertaking of 
fundamental study of the whole prob- 
lem will almost inevitably lead to a 
long and intense struggle, which sooner 
or later will end in Congress in a battle 
for compulsory labeling under com- 
plete Governmental control. 

On the other hand, it may be that 
serious and open-minded study of the 
entire subject by all the groups con- 
ceraed will convince them that there 
is no essential cohflict between the two 
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ideas, and that the specification and 
labeling technique canbe used as ef- 
fective support for legitimzte adver- 
tising and trade brands. It may also 
become an equally effective means of 
helping to “take the bal-vhco out 
of advertising” —an undert=king fre- 
quently discussed by the profession, 
but in which they have so fa- made ex- 
tremely modest progress. 

Coming back to the fuadamental 
question, whether specificatians and la- 
beling can be used effectavelymn connec- 
tion with trade brands and advertising, 
or whether the two ideas az2 Irrecon- 
cilable, experience alone caa give the 
final answer. Fortunately, a number 
of groups have had sufficient experi- 
ence with specification and kbeling 
technique to throw considezable light 
on the subject. 

An analysis of the experierre of some 
sixty groups in this field has been 
made by the American Stardards As- 
sociation, in which special attention 
was paid to undertakings -hst have 
been tried out on a national scale. A 
considerable number of indzstzies are 
using specifications on an extensive 
scale as a basis of labeling and grade 
marking. While reliable estirates were 
difficult to obtain, it is certai» that the 
value of products in which ~h:s tech- 
nique is being used in conneztion with 
trade brands and national a-lv2rtising 
totals many hundreds of rullons or 
more. After years of experience, some 
of the groups are using the technique 
as a basis of their advertisirg. 


SUCCESSFUL GRADE MAESING 


In the lumber industry ch=re are 
two distinct activities: first. certifica- 
tion and grading in carloac dots; and 
second, grade marking of :gcividual 
boards. The work is carried zut chiefly 

5 Acaew, P. G., and J. W. McNair, “ Certifi- 


cation and Labeling Activities in 6C Commdiity 
Fields,” ASA Bulletin, Jan’ 1932, pp.-_-23. 


by the National Lumber Manufac- 
turers’ Association with some twenty 
affiliated and codperating regional as- 
sociations. TheAssociation guarantees 
from its own treasury, if necessary, 
that a satisfactory settlement will be 
had by the first unloading purchaser 
of lumber bearing its “tree mark” if 
it is found to be wrongly grade marked. 
Over 35 per cent of the total soft wood 
cut is now grade marked, and over 50 
per cent is graded and certified. The 
Association reports that the movement 
has greatly raised the tone of the en- 
tire lumber industry. The Southern 
Pige Association states that “practi- 
cally all of our advertising in trade pro- 
motion effort has revolved about grade 


-marking.” 


Some of the most successful exam- 
ples of grade marking and labeling are 
provided by Western fruit growers. 
Apples, for example, are graded under 
state regulations and a grade marking 
appears on each box. In many cases 
the trade-marked brand name is ap- 
plied to each grade specified in the 
state grading rules, e.g., “Skookum Ex- 
tra Fancy” and “Skookum Fancy.” 
So successful has been the policy of 
basing the whole marketing program 
on grade marking that Western fruit 
so marked has come largely to domi- 
nate the Eastern markets in successful 
competition with local sources. The 
same general method is followed in the 
$130,000,000 Western citrus industry. 

Perhaps the case of most extensive 
use is that of the letters “U.S.P.,” 
meaning compliance with the United 
States Pharmacopceia, which consists 
of a set of technical specifications for 
a large number of the more important 
drugs. 

The American Gas Association main- 
tains a research and testing laboratory 
for the testing and approval of gas 
burning appliances. Itsapproval, with 


the use of its seal of approval, is based 
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upon national specifications. Approxi- 
mately 90 per cent of all the domes- 
tic gas appliances sold in the United 
States and Canada today bear this 
laboratory seal of approval. There 
are more than 23,000 models of such 
appliances now offered to the consum- 
ing public. 

The extensive standardization work 
of the Bureau of Agricultural Econom- 
ics has been carried into the retail mar- 
ket in such products as meat, butter, 
eggs, and poultry. This is done by a 
carefully worked-out system of grade 
marking. These products are handled 
by both independent and chain stares, 
which often feature grade marking in 
their advertising. 

Tt will be noticed that in these illus- 
trations and in others mentioned ear- 
lier, technical specifications and grade 
marking are being used successfully to 
supplement and to strengthen both 
trade brands and national and local 
advertising based on them. 

Each of these cases illustrates a fun- 
damental point, viz.: only a minor 
part of todey’s advertising technique 
is concerned with quality and durabil- 
ity or with other characteristics which 
may be reduced to measurement in the 
form of a specification. It seems to 
me that this has been entirely over- 
looked in the discussions on the sub- 
ject, by both manufacturers and the 
advertising profession. May nota rec- 
ognition of this vital point by manu- 
facturers and advertisers change their 
present attitude toward the whole 
problem? Is it not possible that qual- 
ity standards and labeling may con- 
tribute a new and vitalizing element 
to present-day advertising tech- 
nique? 


“ CERTIFYING” PLANS AND AGENCIES 


There are a large number of plans 
being used to certify quality products 


to the ultimate consumer. Scores and 
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perhaps hundreds of such plans are in 
operation or are being promoted for 
use. Such plans and agencies may 
roughly be divided into two groups, 
although no sharp line between the 
two can be drawn. In the first group 
the certification is based on some form 
of technical standard serving as a cri- 
terion to determine whether the qual- 
ity of the product does or does not 
come up to requirements. In the sec- 
ond group there ait plans and agencies 
which do not*use technical standards 
for a criterion, but make the decision 
upon their expert knowledge and ex- 
perience. 

Agencies of the second type necessa- 
rily have to depend upon their prestige 
for their influence with the particular 
market in question. They range all 
the way from noncommercial, scien- 
tific organizations of the highest type, 
such as the American Medical Associ- 
ation, and the highest grade of testing 
laboratories, down to schemes for sell- 
ing labels with little or no real inspec- 
tion or technical control. 

It is not generally realized what a 
far-reaching influence some of these 
agencies are exerting, such as, for ex- 
ample, the approval system for drugs 
and medicines of the American Medi- 
cal Association. Large numbers of 
consumers are reached by the testing 
and approving institutes maintained 
by periodicals. ‘The director of one of 
these states that a hundred thousand 
inquiries are received annually by her 
institute. 

Such agencies seem to be steadily 
multiplying. Schemes of the kind are 
continually being launched by trade 
groups and by marketing counselors. 
Their very multiplicity and the re- 
sponse ef the public and of business 
interests to them, in themselves seem 


“A number of these plans are outlined in the 
study by the American Standards Association 
referred to above. 


+ 


68 


to indicate a widespread recognition 
cf inadequacies in our preser.t system 
cf marketing. On the other rand, the 
very multiplicity of these agencies is 
introducing confusion. If tre multi- 
plication continues, it is likely to result 
in nearly as complex a siteat‘on as 
results from the endless variety of 
trade brands for extremely simple 
products. 

Merle Thorpe has leveled = shaft at 
g fundamental weakness in tkose certi- 
fying agencies which depenc entirely 
upon prestige by asking: “Wko will 
certify the certifiers?” This weakness 
has been widely recognized ard has 
subjected such agencies to eriticisms 
from many sources, even Government 
bureaus not being immune. These 
criticisms seem to be unanswereble as 
long as the “certifier” gets his ulcimate 
authority from prestige alone. The 
use of nationally recognized specifica- 
tions is a solution which is nct subject 
to these insurmountable d-fficulties, 
since such specifications form a simple 
criterion by which compliance cr non- 
compliance can be readily determined 
by any competent laboratory. The 
simple workability and reliabiity of 
the process has frequently been shown 
by the recognition in the courts of its 
edequacy. 

As a result of these and ather con- 
siderations, the American £tandards 
Association, following its study of the 
subject, adopted the followirg policy: 


Any program of certification, Ebeling, or 
grade marking, in order to be adequate, 
should be based upon specificat ons which 
ere publicly available and natiorally recog- 
nized. 

It is for the groups substancial.v con- 
cerned with the specifications tc. “decide in 
each case whether there is to b2 *certifica- 
ton or labeling. 

Any sertification or labeling program 
should be effectively supervised 3y a prep- 
erly qualified body; e.g., a trade associa- 
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tion, or a testing laboratory operating un- 
der proper administrative management. 


PROBLEM OF GRADE AND GRADE NAMES 


Consider a commodity which is gen- 
erally sold under, let us say, four 
grades. In such a case it is not un- 
likely that the top grade will tend to- 
ward a luxury article, while grades two 
and three are best suited for general 
consumption and are therefore the 
most important, not only economically 
but also socially. 

It is likely that the four grades will 
bé fairly well differentiated and recog- 
nized throughout the wholesale mar- 
ket, and that definite grade names or 
other designations will be given to the 
grades in the wholesale market even 
though the grading may not be scien- 
tifically precise. It is equally likely 
that the four grades will not be offered 
to the ultimate consumer with any- 
thing like the clarity and frankness 
that prevail in the wholesale market. 
Such a situation, which is typical of 
our inheritance from the markets of 
ancient times, will, I think, be gener- 
ally admitted to be still typical of 
modern marketing conditions. 

The reason for this situation, it will 
generally be agreed, is that “the inferi- 
ority complex” in each of us makes us 
unconsciously feel that there is some 
stigma of inferiority attaching to us if 
we purchase second-, third-, or fourth- 
grade articles. Here is a difficulty for 
the retail trade that is both real and 
serious. Perhaps we should consider 
that one of the services for which we 
pay the retail trade is the softening 
of this emotional situation for us by 
blurring for our vision the harsh grad- 
ing lines which the wholesale market 
finds useful. Many enthusiastic advo- 
cates of specifications do not seem 
to realize this phase of the prob- 
lem, which is a very real one for the 


trade. 
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Intimately connected with this prob- 
lem is the serious handicap which we 
have in the hodge-podge of grade 
names and other designations, which 
are extremely confusing and mislead- 
ing. These misleading grade designa- 
tions, such as—to cite an actual case 
—the use of the word “medium” to 
designate the smallest size of a dried 
fruit, have unquestionably come about 
through the situation just described. 
They have been built up as a result of 
progressive overstatement in the com- 
petitive field—“chiseling on quality,” 
to use the NRA term. 


CoNCLUSION 


All the facts and considerations 
cited above. lead to one conclusion, 
namely, that the proposal for the in- 
troduction into the merchandising 
process of the technique of specifica- 
tions and labeling is of such importance 
that it calls for a most thoroughgoing 
investigation of the subject on the part 
of all the groups concerned—manufac- 
turers, distributor$, advertising agen- 
cies, and consumers—including a full 
and free interchange of data and opin- 
ions between groups. 


r) 

Dr. Paul G. Agnew is secretary of the American 
Standards Association, New York City. Prior to 
his affikation with this organization (in 1918) he 
was engaged in research work at the United States 


Bureau of Standards. 


Present-Day Advertising—The Consumer’s Viewpoint 


By Couston Estey WARNE 


MERICAN advertising a billion 
dollar institution, has in recent 
years been subject to- critical examin- 
ation. F. J. Schlink, Stuart Chase, 
and a host of consumer-miaded indi- 
viduals have printed devastating at- 
tacks upon the industry. Bsllyhoo 
has ridiculed its exaggerations. Even 
advertisers themselves have of late 
taken a new attitude. President 
Edgar Kobak of the Advertising Fed- 
eration of America states: “ Dur house 
is not clean. Small wonder thet legis- 
lation was drafted to force truth in 
advertising.” ? A recent book by two 
advertising men is even more em- 
phatie: “The advertising k-us_ness is 
as guilty of unfair and misleading 
practices as almost any irdustry to 
which one may point. Its codes of 
ethics have been little mors than 
scraps of paper.” 3 
' The growing realization tha: some- 
thing is wrong with advertising has 
focused attention upon the nature of 
the industry, its position im our eco- 
nomic system, the character of its 
abuses, and proposals for sts reform. 
It is with these topics that thi paper 
will deal. 


ADVERTISING AN ESSENTIAL PART 
or CAPITALISM 


For good or for ill, advertis.ng is a 
part of the capitalistic sys-em under 
which we live. Its growth rarallels 
that of large-scale productim. It was 


*See Your Moneys Worth by Stucrt Chase 
and F. J. Seblink; 100,000,000 Guanec Pigs by 
Arthur Kallet and F. J. Schlink; anc Modern 
Economic Society by S. H. Slichter, Ch. 22. 

= in Business under the @ecevery Act 
by Lawrence Valenstein and E. B. Weiss, p128. 

? Ibid., p. 128. 
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indeed an important medium through 
which large-scale industrialism con- 
quered a market which was becoming 
increasingly. anonymous—one in which 
the close-knit ties of local producers 
and distributors were being severed 
by the concentration of population 
and by the rise of territorial special- 
Y%ation. Business men, whose pro- 
ducing facilities were far outstripping 
local demand, sought a market else- 
where. They obtained it with the aid 
of advertising. And in recent years, 
with plant capacities advancing far 
beyond the ability of consumers to 
buy goods, advertising has come to 
play an increasingly important rôle. 
It has become the weapon by which a 
kind of guerrilla industrial warfare is 
fought—competing products against 
one another, competing industries 
against one another, indeed, often the 
industries of competing nations 
against one another. One producer is 
perhaps able, through advertising, to 
draw his products out of severe price 
competition by calling attention to 
real or imagined merits. The success 
of this producer encroaches upon other 
producers in that and other fields. 
The result is typically a counter bar- 
rage, which, if successful, often leaves 
the distribution of the market quite as 
before except that all involved depend 
for survival upon the continuation of 
extensive and costly campaigns of ad- 
vertising.* 

Whether the battle rages in the 
market for tooth paste or yachts, the 
use of advertising is decisive. From 


* Except, of course, to the extent that the in- 
dustry drains purchasing power from other 
industries. 
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morning to night, whether from the 
breakfast table newspaper, the street 
car placard, the glaring billboard, the 
attention-commanding neon signs, or 
the evening’s radio program, adver- 
tising forces itself upon our attention. 
It is today a part of the stuff of which 
capitalism is made. According to its 
dictates we eat, sing, bathe, dance, 
travel, read, clothe ourselves, plan our 
recreation, and buy our cars. Scarcely 
a field avoids its penetration.” Even 
upon death, one js likely to be buried 
by a mortician who advertises. 
Advertising has, in a word, becorfe 
„an industry of national importayce. 
In a depression month, advertising 
receipts of radio broadcasting sta- 
tions, magazines, and newspapers 
alone totaled $50,000,000. This sum 
is by no means complete. One 
‘branch of the industry, outdoor ad- 
vertising, has for example a normal 
‘annual business volume of $85,000,- 
000 on an investment of $150,000,000.7 
In all, the time of thousands of peo- 
. ple, tons of newsprint and ink, and 
millions of light bulbs share to help 
advertismg “open the eyes of men to 
the treasures which industry bears.” 8 


INDICTMENTS AGAINST ADVERTISING 


The test of the value of advertising 
lies in the functions that it performs. 
Does the consumer, for example, buy 
more wisely because of its existence? 


5 Medicine, education, and religion have all 
been drawn increasingly under its sway, though 
the methods employed are typically more subtle 
than those used in promoting tooth paste. 

° The receipts were divided as follows: Radio 
broadcasting $3,949,341; national magazines 
$7,942,886; newspapers $38,371,622; national 
farm papers $373,184 (September 1933). 
Quoted from Statistical Bureau of the National 
Broadcasting Company by Education by Radio, 
Vol. 3, No. 15, December 21, 1933. 

T Outdoor Advertising, p. 29. Three and a 
half million posters were used in 1927. 

SN. W. Ayer and Son, In Behalf of Advertis- 
ing, p. 16. 
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Or, if advertising has been of scant 


benefit in the past, will a new level of- 


ethics and a new value for advertising 
emerge under the stimulus of the Na- 
tional Recovery Act? 

The basic indictments of advertis- 
ing are so well known that hardly 
more than a listing is necessary. 

1. Advertising has been’ untruthful 
or, at best, misleading. It has been 
run as a profit-seeking business, 
manned by experts in the art of per- 
suasion. Whether conducted as a de- 
partment of manufacturing or retail- 
ing, or by an agency, its purpose has 
been the same. The advertiser’s brief 
is designed to sell goods. If this in- 
volves the covering of a blemish in the 
product or the discovery of some fea- 
ture which will establish unwarranted 
superiority, the course of the adver- 
tiser is charted. He cannot be neu- 
tral, else his copy will be called ineffec- 
tive and his income lessened. He 
must mix truth and falsehood, fear 
and flattery in the attempt to break 
sales resistance. He may appeal to 
the emotions, he may introduce tes- 
timonials, or he may employ con- 
vincing scientific or pseudo-scientific 
arguments. Basically, however, he 
cannot be impartial. Whatever pre- 
tenses of public service he may make, 
his sponsorship of a superior product 
ordinarily depends more upon chance 
than upon design. To be sure, some 
advertising agencies have, on occa- 
sion, refused lucrative accounts on 
ethical grounds, feeling that their 
business might suffer from contamina- 
tion. Still, the industry as a whole 
may be considered as one concerned 
with persuading, for a price, the pur- 
chase of,certain commodities. 


2. Adyertising has erased impor- . 


tant’ social values by its distortion of 
our instruments of communication. 
In, the public press a bias is estab- 
lished by its presence. The radio has 
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been turned from a valuable sccial re- 
source into an instrument ef torture, 
thanks to advertising. 

8. Advertising has  delikerately 
drawn the consumer into & kabit of 
relying upon trade-marks ard slogans, 
rather than educating him to demand 
quality standards set by an impartial 
agency. 

4. Advertising has contmbuted to 
a false scale of values in ow civiliza- 
tion. It has alloved emplt=sis to be 
placed upon the haphazard action of 
competitive forces. The predominant 
attention in advertising hes in the 
past been given to superftial prod- 
ucts, with the result that much so- 
cial income has been chan -elad into 
cosmetics, doubtful mouth washes, 
fast moving vehicles, quack remedies, 
and highly publicized moves. “The 
theory that a calm, quiet voice will 
make itself heard above the rear of a 
mob does not apply in adv-rt:sing.” ® 

Accusations of this sort drev; from 
the advertising fraternity n-xed reac- 
tions. Academic apologists For the in- 
dustry framed theories to shcw that 
advertising concentrates production 
in the hands of low-cost, qu-lity com- 
panies, thus paying its way. Some of 
the larger agencies suggested that the 
indictments were true for a portion of 
the industry, but that irZormative 
advertising had a place in simulating 
routine-bound minds to a2cept new 
products or new facts abouf old prod- 
ucts. By all, advertising was thought 
to be a net gain to the Nation, a 
medium through which the standard 
of living might be raised. 


PROMISES oF Rerorar 


Promises to reform were Bumerous. 
Movements were launched aiming to 
establish higher ethical standards. 


e Stein, L, and E. B. Wess, Business 
under the Recovery Act, New Yor= Whittlesey 
House, McGraw-Hill Book Co., 193, p. 181. 


The National Vigilance Committee 
movement, the Better Business Bu- 
reaus, the “Truth in Advertising” 
campaigns, the Printers’ Ink Model 
Statute, and the Advertising Federa- 
tion of America code are all part of 
the effort.1° Advertisers were to 
present unblemished facts, to avoid 
exaggerations, to place before the pub- 
he the merits of a particular article so 
that that article would not be ignored. 
No unjustified claims were to be 
made. Competitors’ products were 
not to be disparaged. Doubtful pat- 
ent medicines or other articles against 
which the public had reasonable 
grounds for suspicion were not to be 
advertised. 

The Outdoor Advertising Associa- 
tion, for example, adopted in 1926 a 
code which prohibits copy which: (1) 
is “eritical of the laws of the United 
States” or “offensive to the moral 
standards of the community ”;™ (2) 
induces “the purchase of medicines 
for certain conditions or diseases”; or 
(3) “is false, misleading or decep- 
tive.” Moreover, signs gre not to be 
traffic hazards, nor are they to be lo- 
cated in purely residential streets or 
where “reasonably -minded persons” 
would be resentful.” 

That the sober promises of the ad- 
vertisers to reform were unavailing 
became increasingly apparent as the 
depression deepened. Competition 
for markets became ever keener, 
bringing in its wake every form of cut- 
throat selling. The Printers’ Ink stat- 


° As early as 1912 a National Vigilance Com- 
mittee of advertisers was formed to control ad- 
vertising methods. Taeusch, C. F., Policy and 
Ethics in Business, New York: McGraw-Hill 
Book Co., 1931, p. 461. See also Code of Ad- 
vertising Federation of America. 

u These provisions, enforced by private indus- 
try, constitute a menace to civil liberties in that 
they allow the companies to sit in judgment as 
to what is unpatriotic or immoral. 


12 Outdoor Advertising, pp. 203-204. 


Present-Day ADVERTISING—THE ConsUMER’S VIEWPOINT 73 


ute, though passed by twenty-four 
states, was little enforced. “Truth in 
advertising” became a jest. Whether 
on the billboards, on the radio, or in 
the newspapers, advertising continued 
on a low level. Attractively-dressed 
or pleasant-voiced girls sought as 
ever to establish brand preference for 
one kind of car, for one kind of to- 
bacco, or for one kind of bread. De- 
scriptions of products were grossly 
inaccurate. 


Errect or tar NRA 


Mr. John Benson, president of the 
American Association of Advertising 
Agencies suggests that the Recovery 
Act has radically altered the situation 
of advertisng. The NRA “by giving 
merit a chance will give advertising a 
chance,” he states. The emphasis 
will in the future shift from price to 
quality and style. Flamboyant and 
unfair advertising will be reduced. 
Henceforth the incentive will be to 
“tell an mformative story about mer- 
chandise.” No longer will advertis- 
ing strain itself to turn a turnip into a 
rose. In the future less shoe leather 
and more printer’s ink will be spent 
in moving goods.8 

Valenstein and Weiss are quite as 
emphatic. “Advertising in the new 
era should assume a more moral tone, a 
higher ethical standard, should achieve 
greater believability.” 14 Compara- 
tive price advertismg will dimin- 
ish. Misleading claims will be less- 
ened. Cheap and unfair competition 
will abate. “With profits on opera- 
tions more than a mirage, it may be 
expected that advertising appropria- 
tions will grow rapidly.” 15 “Tf the 


2 “Probable Effect of NRA on Advertising.” 
Speech by John Benson, National Association 
of Teachers of Marketing and Advertising, Phil- 
adelphia, Dec. 28, 1933. 

“ Valenstein and Weiss, op. cit., p. 131. 

® Ibid., p. 134. 


National Industrial Recovery Act 
. . succeed[s] in giving the masses 
more leisure and steadier and larger 
incomes and gets business away from 
the dog-eat-dog basis, it will create 
new opportunities for advertising that 
the most fanatical believers in that 
force never conceived in their wildest 
imaginings.” 16 
Some of the more important codes 
dealing with advertising under the 
NRA have not yet been approved. 
Enough are, however, complete to 
suggest the nature of the provisions. 
The Retail Code provides: (a) “No 
retailer shall use advertising... 
which is inaccurate in any material 
particular or misrepresents merchan- 
dise (including its use, trade-mark, 
grade, quality, quantity, size, origin, 
material, content, preparation, or 
curative or therapeutic effect) or 
credit terms, values, policies or serv- 
ices; and no retailer shall use adver- 
tismg and/or selling methods which 
tend to deceive or mislead the custo- 
mer.” (b) No retailer shall use ad- 
vertising which refers maccurately in 
any material particular to any com- 
petitor or his merchandise, prices, 
values, credit terms, policies or serv- 
ices. (c) No retailer shall use adver- 
tising which inaccurately lays claim 


‘to a policy or continuing practice of 


generally underselling competitors. 
The draft for the advertising 
agency business prohibits false state- 
ments, indirect misrepresentation, in- 
decent statements, misleading price 
claims, pseudo-scientific advertise- 
ments, and testimonials not reflecting 
a real choice of a competent witness. 
No rebates are permitted to be given, 
nor may money be received from any 
third pagty other than the regular 
agency commission of 15 per cent. 
The advertising-newspaper (shgpping 


. news) industry likewise affords pro- 


18 Tbid., p. 142. ° 
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tection. Competitors’ prodmcis may 
not be disparaged. Highest stand- 
ards of business and truth ir advertis- 
ing are to be maintained. 

Here we have glorious promises of a 
new day in advertising. Wil. these 
be realized? Or will the NRA make 
the battle for the consumez’s dollar 
more heated than before, dae to the 
tendency of the quasi-mcnovolistic 
trade associations to freeze margins 
and prices? Willst benefit the con- 
sumer to rely more wpon brand or 
commodity preference than apon the 
fixing of an attractive prie? Will 
the radio reform? 


SPECIFIC ADVERTISEMENTS 
_ EXAMINED 


Perhaps it is too early; te tast the 
application of the new theary. Still, 
enough codes have been apzrcved to 
make it appear reasonable tkat the 
radio, the magazines, and ~ie news- 
papers should be reflecting the new 
ethics. Let us, for examole, scan 
somewhat at random the idvertise- 
ments which appear in the January 
1934 issue of one reputable publica- 
tion which “examines eve-y article 
offered to it for publication end makes 
every effort to assure itself tat essen- 
tial claims are justified.”= Surely 
here if anywhere, one shouk chserve 
in action the higher ethics ef the ad- 
vertising fraternity, 

We open the magazine. Tke Blue 
Moon brand of cheese is to be found 
“on every well set table.” It “does 
something to baked macazori that 
makes it delightfully differeat.” Per- 
haps this is the truth. To check this 
assertion is, however, diffiectt. 

We next are told that for mars, only 
Aunt Jemima could make ~3ese ten- 
der pancakes . . . today hee secret is 
yours = . it is so easy no™ zo give 
your family real plantation pancakes 

17 Good Housekeeping Magazine. 


with a delicate lightness and old-time 
flavor that made Aunt Jemima fam- 
ous. In fine print it is stated that it 
is “an Aunt Jemima legend that a 
Northern milling company induced 
Aunt Jemima to sell her famous pan- 
cake recipe.” Presumably the word 
“legend” characterizes the entire ad- 
vertisement. 

The National Casket Company ex- 
hibits casket No. 2939. A worried 
man is told “Yes, you SHOULD 
think about this . . . before the time 
comes.” The company seeks to stimu- 
låte casket consciousness by asking 
that you send for a booklet. 

Lo Pepperell sheets suggest a 
test of a large Boston laundry in 
which the equivalent of eight years’ 
wear was given to sheets. The prod- 
uct advertised came through without 


-a thin spot and as white as new. 


Nothing is told about the record of 
competitors. Utica sheets are equally 
convincingly advertised, six pages 
beyond. 

America’s “most economical skin 
protector” pictures a dreamy blond 
with eyes uplifted, apparently in eve- 
ning attire, under the caption, “a 
maiden’s prayer.” It is stated that 
“day in and day out, Campana’s 
Italian Balm will guarantee you a 
skin men will adore. and women will 
envy.” 

Marjory Wilson, 
thority on charm,” furnishes “A 
Finishing School at Home:” Her 
slogan is “Be charming.” By corre- 
spondence she will teach you “how to 
talk, walk, how to project your per- 
sonality effectively to enhance your 
appeal.” ‘You are asked to write for 
a charm test. 

The 5 star antiseptic “goes 3 to 10 
times as far,” presumably as competi- 
tors’ products. Listerine’s “germi- 
cida] effect is not only immediate but 
lasting.” The implication is that 
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Listerine kills as high as 99 per cent 
of the bacteria, and a 64 per cent re- 
duction continues after four hours. 
Pepsodent and Lavoris antiseptic ad- 
vertisements, however, show a sea- 
sonal influence. Lavoris will check 
colds, while Pepsodent, in keeping 
with the popular fad, conducted a 
test of five hundred people. “Those 
who used Pepsodent had 50 per cent 
fewer colds than any other group.” 
Those in the Pepsodent group who 
‘did catch cold got rid of their colds in 
one half the time. . s 

Certain of the advertisements 
carry a convincing appeal to sngb- 
bery. Mrs. J. Gardner Coolidge 2nd 
of Brookline, Massachusetts always 
smokes Camel cigarettes. “I find 
Camels have a finer flavor,” says 
Mrs. Coolidge. Certain relevant data 
stated in support of this declaration 
are: She “gardens, plays badminton 
and tennis, swims, climbs mountains, 
raises dachshunds, and gives charm- 
ing dinners featuring panned oysters 
in a tomato sauce.” 

“That seductive smile” of Miss 
Rochelle Hudson, popular Hollywood 
star, is featured by Diamond walnuts. 
Beauty experts, we are to infer, now 
suggest that to maintain sound teeth 
we need the vigorous chewing fur- 
nished by walnuts. 

Vermont Maid Syrup likewise has 
a beauty appeal. “It is not fattening 
and it makes pancakes non-fattening 
too by making their food values 
. quickly and completely available.” 
The scientific origin of this discovery 
is not suggested. 

And so one leafs through the pages: 
Royal and Calumet baking powder 
are both appetizingly presented. 
Tom Mix suggests Ralston’s to his 
youthful audience.  “Jergens lotion 
goes into the skin cells more quickly 
than any other lotion tested.” “A 
girl who selects her own true Coty- 
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tone in face powder looks like a mas- 
terpiece while other women using dull- 
ish blurry powders seem like faded 
monotints, lifeless and undramatic.” 

When it is considered that these ad- 
vertisements appear currently in a 
magazine that prides itself upon its 
policy of eliminating claims which 
seem unjustified, we can have some 
appreciation of the present meaning 
of truth in advertising. 

e 


UNIVERSALITY OF ADVERTISING 


The radio, a great potential: source 
of public enjoyment, continues a lu- 
crative advertising bedlam. America, 
with its privately owned broadcast- 
ing, is almost unique in allowing ad- 
vertising to dominate the air. A 
survey by the Federal Radio Com- 
mission shows that 18.11 per cent of 
the time occupied by commercial pro- 
grams is used for sales talk.18 Since 
the preferred. hours of the day and 
evening are for the most part the ones 
for which advertisers have contracted, 
the result is that the typical radio lis- 
tener is treated to chatter concerning 
the merits of tooth paste, cigarettes, 
and motor cars for more than a sixth 
of the listening time (provided he 
does not tune off). To be sure, the 
advertising may not be in the nature 
of a direct lie—it seldom is. Instead, 
as an anonymous announcer puts it, 
“by heaping up illogical inferences, 
implications, slippery suggestions, and 
repetition, we raise the low-grade 
truth to a proper selling plane—as 
necessarily we must if we are to Im- 
flate our patrons’ desires up to and 
beyond the size of their pocketbooks 
before delivering them over to our 
clients.”’19 


6 
18 Commercial Radio Advertising, Document 
137, 72nd Cong., Ist Sess., Senate, 1932, p. 32. 
Anonymous, “I’m Signing Off,” OTUM, 
1992. Quoted in Education by Radio, Vol. 2, 
No. 12, March 24, 1932. 
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In contrast to the Amerizar situa- 
tion, where the advertiser is king, 
many European governments have 
completely banned advertising from 
the air.2° Canada has taken a com- 
promise position, limiting advertising 
to 5 per cent of the time of ccmmer- 
cial programs.*+ 

On the whole, advertising promises 
to become an increasing plague. 
Under the NRA the consumer has less 
chance to employ* price campetition 
as a check upon monojsolist.c tenden- 
Moreover, we are in th= stage 
in which the technical devizes at the 
command of the advertis ng agent 
have been so improved that he is able 
to lay down his barrage wizh- greater 
effectiveness. He knows, “or exam- 
ple, what portion of the Indiana or 
Maryland public is yet unteuched by 
washing machine (or laundry) adver- 
tising. His copy is more telling, 
thanks to schools of business adminis- 


- tration. A better spirit of advertis- 


Ing coöperation has been established 
between the soap manufacturer, the 
washing machine manufacturer, and 
the retail dealer. The art of typog- 
raphy has improved. 


Tur BEWILDERED CONSUMER 


Meanwhile, the consumer has be- 
come increasingly bewilder2zd. Torn 
from article to article by ‘rresistible 
appeals, he (or more likely she) has 
long since lost a sense of accurate cal- 
culation as to whether, wit1 interest, 
depreciation, and time consid2red, it 

* This list includes Austria, Belg um. Czecho- 
slovakia, Denmark, Finland, Hungary, Holland, 
the U. S. S. R., Sweden, and Swizer.and. In 
Great Britain, only the mention o: th2 sponsor 
of the program is permitted, white in France 
advertising is limited to short annouacements. 
Education by Radio, Vol. 2, No. ® Feb. 18, 
1932. 

2 Statement of E. A. Weir, Dir=ctor of Pro- 
gras, canadian Radio Broadcastng Commis- 
sion, Education by Radio, Yol. 3, No. 15, Dec. 
21, 1933. i 
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would be more economical to wash 
at home or send the laundry out. 
And as for picking the type of wash- 
ing machine—the advance in tech- 
nique has been such that selection 
must typically be based upon the 
roseate claims of competing manu- 
facturers, the convenience gadgets 
attached to make a mysterious arti- 
cle understandable, and of course 
the equally uninformed gossip of 
neighbors. 

By radio, by the postman, by the 
newsboy, by the billboard, our minds 
are bombarded. Save more, spend 
mare. Go to the theater, sit at home 
In easy-payment chairs. Go to Ber- 
muda, buy a car. Burn coal, burn 
oil. Create charm by using face pow- 
der. Create charm by a correspond- 
ence course. Smoke, chew gum, avoid 
unpleasant breath, support the NRA. 
What a bombardment of unrelated or 
conflicting ideas we absorb daily! 
Yet we must make our choices, or 
starve. Most of us have been so 
molded by the advertising institution 
that we are as oblivious te its presence 
as a canary appears to be to its cage. 

One often wonders after contem- 
plating this far-flung institution—its 
enticing copy, its picture painters, its 
printers, its radio announcers, its tes- 
timonial girls—whether the institution 
can ever be more than the flourish of a 
decadent civilization which, unable to 
market profitably its full factory ca- 
pacity, turns to advertising to find a 
noisy solution. One need not cast re- 
flection on the advertiser. He is but 
part of a “producer-minded” civiliza- 
tion. Producer-mindedness is re- 
flected in every grocery store, in every 
newspaper, and in the NRA. Thein- 
dividual is consequently never left free 
from reminders of the inadequacies of 
his digestive system, of the throat- 
caressing qualities of cigarettes, of the 
need for piling up more goods or of 
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avoiding the scornful comments of the 
critical Joneses, or of the ultimate jus- 
tice and equity of the capitalistic mode 
of production. The sheer novelty of 
observing an advertiser sponsor a 
really worth-while radio program or 
eliminate the superlatives from his 
newspaper announcements shocks us 
into attention.22. Unfortunately, if all 
followed this course, the differential 
rewards of virtue would not be forth- 
coming. 


Tue CopetaAnp BL 


Professor Rexford G. Tugwell, cò- 
operating with Senator Copeland i of 
New York, has pressed for the passing 
of legislation which will eliminate 
some of the more disreputable fringes 
of advertising in the sale of foods, 
drugs, and cosmetics. The history of 
the Copeland bill, now pending be- 
fore Congress in amended form, is 
worthy of mention as illustrating the 
difficulty encountered in seeking a 
- legislative solution for the consumer’s 
dilemma. Typical of the provisions 
relating to ,advertising in this bill, 
which was first introduced in the Sen- 
ate June 6, 1933,? were the following: 

1. It was prohibited to disseminate 
(a) “any false advertisement by radio 
broadcast, United States mails, or in 
interstate commerce for the purpose 
of inducing, directly or indirectly, the 
purchase of food, drugs or cosmet- 
ics,’ 74 or (b) a false advertisement 


Such, for example, as the action of the 
American Tobacco Company in broadcasting 
the Saturday afternoon performances of the 
Metropolitan Opera Company, interspersed, to 
be sure, with overlong entre-act praises of Lucky 
Strikes. 

3S. 1944, 73rd Cong., Ist Sess. 

“ Section 17a. Publishers, advertising agents, 
and radio broadcasters were to be exempt 
from liability under this section if they 
codperated in furnishing the names of offending 
dealers on request. Dealers were also given an 
opportunity under certain conditions to pass the 
liability back to other marketing agenties. 

e 


for the interstate sale of these goods. 

2. An advertisement was deemed to 
be false “if in any particular it is un- 
true, or by ambiguity or inference 
creates a misleading impression re- 
garding such food, drug, or cosmetic” 
(Section 9a); if, in the case of a drug; 
which is a palliative, it fails to state 
clearly that the drug is not a cure for 
the disease or makes “any representa- 
tion, directly or by ambiguity or infer- 
ence, concerning the effect of such drug 
which is conérary to the general 
agreement of medical opmion” (Sec- 
tion 9b). l 

3. Advertising of a drug “represent- 
ing it directly or by ambiguity or in- 
ference to have any effect” in the 
treatment of certain diseases such as 
appendicitis, cancer, tuberculosis, or 
sinus infection was to be deemed false 
on the theory that self-medication in 
these fields may be especially danger- 
ous, or patently contrary to the inter- 
ests of public health.*5 

Protest against the bill on the part 
of advertisers and interested manufac- 
turers was immediate and bitter. Not 
only were the advertising provisions 
assailed, but the introduction of 
standards for certain foodstuffs, and 
the provisions for accurate labeling 
and inspection were condemned as 
“the socialism of the Brain Trust.” 
Hearings were held early in December 
1933, as a result of which the bill was 
substantially weakened. Manufac- 
turer and advertiser pressure was too 
great. The leading advertising provi- 
sions now stand as follows in the re- 
vised Copeland bill: 76 

1. The general clauses prohibiting 
the dissemination of a false advertise- 
ment are substantially unchanged. 

2. “An advertisement of a food, 
drug, or cosmetic shall be deemed to 


æ Certain exceptions were made tO™wewer fu- . 
ture recognized medical discoveries. 
" S, 2000, 73rd Cong., 2nd Sess. 
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be false if it is false or misæading in 
any particular relevant to the purposes 
of this Act regarding such feod, drug, 
ər cosmetic: Provided, That no adver- 
tisement shall be deemed ta be false 
under this paragraph because of any 
representation concerning eny effect 
of a drug if that representation is sup- 
ported by substantial medical cpinion 
or by demonstrable scientific fact” 
(Section 9a). 

3. “An advertisement o” & drug 
shall also be deemed te be false if it 
sontains the names of any Cisease for 
which the drug is not a specific cure 
put is a palliative and fails to coatain a 
plain and conspicuous statement so 
placed as to be readily cbservable 
where such name occurs, -ndicating 
that the drug is a palliative ard how 
the palliation is effected” (Section 
3b). 

4. The list of drugs which skall not 
be advertised as palliatives o~ cures for 
zertain diseases in which sef-medica- 
tion is deemed dangerous is extended 
trom 36 to 38. 


Tur Buack Bru 


Seeking to counteract the effect of 
the Copeland bill, Representative 
Black introduced a bill in the House 
on January 4, 1934.27 This measure 
has few teeth. Under Secticn 10b, for 
sxample, the term “advertisement” is 
stated to include “all repres snzations 
of fact disseminated by the menutfac- 
turer, producer, owner or distributor 
of any article of food, drug, o> ccsmetic 
or by his authorized agent or represen- 
tative in any manner by ozher than 
label, and excludes statements which 
involve matters of opinion were there 
is no exact standard of absoli te truth.” 
(Italics mine.) Provisions ere in- 
zluded for a bureau in the Depaztment 
of Agriguiture which shall sain adver- 
” tising, note possible violations, end call 

2 H, R. 6376, 73rd Cong., 2nd Sess. - 


hearings of interested parties, follow- 
ing which a cease and desist order may, 
if necessary, be issued. Only after the 
failure of such a cease and desist order 
can criminal prosecution proceedings 
be initiated. Elaborate procedures 
are called for in the bill which would 
force most cases into time-consum- 
ing and probably ineffective court 
actions. 

In a world which admits of few 
“exact standards of absolute truth” 
by which advertising would here be 
tested, it is clear that the Black bill 
would exclude from its provisions the 
cogtrol of most advertising. Who, for 
example, can say with absolute cer- 
tainty that a preparation of alfalfa has 
no effect upon a tubercular case? 
Who can rule out sure-fire hair re- 
storers, rejuvenating pills, or even 
healing waters? Who can say with 
definiteness that a certain cosmetic is 
injurious to all skins? Who can chalè 
lenge the assertion that one’s system 
demands yeast for health or that 
raisins should be eaten after every 
meal? The “weasel word” technique 
of the advertising fraternity would 
still be selling highly doubtful mer- 
chandise. 


Tur OUTLOOK 


The very attempt to regulate adver- 
tising or to make it a better behaved 
institution carries with it a sense of 
futility. Advertising is but a segment 
of a profit-seeking business system. 
If that system is increasingly geared to 
sell a minimum of serviceable goods at 
a maximum price, little wonder it Is 
that agents, specialized in the art of 
emitting convincing sophistry, have 
arisen to shout the wares of their 
clients. It is of scant value to moral- 
ize over the evils of advertising. Ad- 
vertising will doubtless flourish under 
the Recovery economics of limited 
output ‘and frozen margins. More 
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agents will be needed to clear the 
market of goods than before. Cut- 
throat competitive ethics are to give 
way to :price-maintenance ethics. 
From the consumer’s viewpoint, in- 
dustrial monopolization, though prob- 
ably inevitable, is a net loss. Hence- 
forth, the measure of protection 
formerly offered by the vigorous im- 


dependent will be removed or greatly. 


reduced. , Having no adequate meas- 
ure of relative quality, the consumer 
will drift toward large national adver- 
tisers. Small producers will lose the 
market. , 

Perhaps the most hopeful element 
in the situation is the educative force 
of unemployment and semi-starvation 
upon the public mind. Superlative 
claims are, like stocks, ruling today at 


a considerable discount from the New 
Era high. Appeals that you need this 
and that fall flat before an empty 
pocketbook. And out of despair 
comes a recognition that these “great 
directing minds” of business are not so 


interested in consumer well-being as. 


their pretenses would suggest. More- 
over, organizations such as Consum- 
ers’ Research, though reaching directly 
but a small group, are having their 
effect in casting doubt on the necessity 
for advertising?® Still, it is likely that. 
nothing short of a revolution will sub- 
stantially alter the character of the 
business system .or of its ally, adver- 
tising. 

*8'This influence is reflected in the increasing 
use of pseudo-scientifie claims in advertising 
copy. 
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Brand Names, Quality, and Price 


By Crarr Witcox 


ITHIN the past twenty-five 
years the American consumer 

has come increasingly to divert his 
purchases from goods sold in bulk to 
goods which are identified by brand 
names. A study af the buying habits 
of five thousand Milwaukee families 
made by the Milwaukee Journal in 
1930 revealed that 70 per cent of the 
housewives bought coffee by brand; 74 
per cent bought branded macaroni; 78 
per cent, branded soap flakes; 81 per 
cent, branded butter; 87 per cent, 
branded soup; and so on. The num- 
ber of brands of comparable commodi- 
ties purchased by these families had 
grown from 1,124 in 1924 to 1,247 in 
1930. Printers’ Ink has registered 
more than five thousand commodity 
slogans, and there are now registered 
at Washington more than a half mil- 
lion trade-marks for brand identifica- 
tion. 


Purpose oF BRANDING 


It is the purpose of the brand device 
to attract consumer purchases to the 
goods handled by a single firm. The 
brand name does not identify the 
goods themselves, since their composi- 
tion may be altered from time to time- 
without notice and without any corre- 
sponding alteration in the brand. 
Nor does the brand name identify the 
maker of the goods; for the brand may 
be owned by the fabricator, the whole- 
saler, or the retailer. When the con- 
sumer asks for a can of Dae Beans, 
he insists that his beans be baked in 
John Doe’s factory. But when he 
asks for Roe Beans, he says, in effect, 
that tie does not care who made them 
or who sells them to him, but that it 
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is Imperative that they pass through 
the hands of Richard Roe, Wholesaler. 
And when Blank Beans are his choice, ` 
he merely indicates that he prefers to 
purchase from the Blank Chain or the 
Blank Department Store, regardless of 
the origin of the goods which it sells. 
It may even be that identical products 
are sold by different dealers at different 
prices under different brand names, 
ass the case, for instance, with auto- 
mobile tires. 

The brand name is thus a weapon 
in the competitive struggle between 
different fabricators and different mar- 
keting agencies to control the con- 
sumer market, and thereby to increase 
the margin of net profit. The manu- 
facturer, by branding his product, 
attempts to force retailers and whole- 
salers to handle it even though their 
profit on it may be small. The whole- 
saler endeavors to liberate himself 
from the domination of the manufac- 
turer by persuading the consumer to 
memorize and repeat his own brand. 
The large retailer adopts similar tac- 
tics. Only the small independent re- 
tailer is compelled by consumer de- 
mands created by the manufacturer 
or the wholesaler to stock and sell 
the commodities which it is to the in- 
terest of these enterprises for him to 
sell. 

Branding is inseparable from na- 
tional advertising. It ties the adver- 
tisement to the product. Advertising 
without brand identification would be 
thrown away. Branding without the 
backing of an advertising campaign 
would possess little value. An evalua- 
tion of the economic effects of brand 
identification becomes, therefore, of 
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. necessity, an appraisal of national 
~ advertising. 

Advertising is a skilled technique. 
Its basis is in applied psychology. Its 
method is to attract attention, arouse 
interest, create desire, carry convic- 
tion, and move the will to action 
_ through skillfully designed appeals to 
ambition, envy, fear, shame, snobbery, 
mother love, and sexual desire. Its 
function is to control human behavior 
in the interest of the enterpriser by 
whom it is employed. There is no 
necessary relationship between the 
merits of the product advertised and 
the skill with which the advertising 
technique is applied. A poorly adver- 
tised product of high quality and 
reasonable price may fail to reach the 
market. An inferior, overpriced com- 
petitive good may enjoy large sales. 
If high quality, low price, and skillful 
advertising are combined, that is for- 
tunate, but accidental. The adver- 
tising technique is taught only to the 
seller. The buyer, blissfully ignorant 
of the art of persuasion, is all too often 
its willing victim. 


COMPETITION In MONOPOLY 


It is the purpose of the national ad- 
vertiser of brand-named goods to take 
his product out of the competitive 
market. He may take a staple com- 
modity, like flour, sugar, coffee, soap, 
ham, or lard, and disguise 1t by wrap- 
ping it in an attractive package, ad- 
vertising it nationally, and calling it 
by something other than its real name. 
By branding it, he gives it a fictitious 
individuality. He attempts to pre- 
vent the consumer from comparing it 
with competitive products of identical 
composition. He diverts attention 
from the weight, the quality, and the 
price of the article which he is selling, 
to the shape, the size, and the color of 
the package in which it is housed. 
Through his advertismg he creates a 
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reputation for this package which is 
intended to take it out of competition. 
By these means he endeavors to build 
up an inelastic demand for the things 
he has to sell, to the end that he may 
free himself from the necessity of meet- 
ing the prices charged by his competi- 
tors. He hopes to be able to boost 
his price by more than the cost of the 
advertising and the wrapper. In 
short, he attempts to create for him- 
self a monopoly in a field which would 
normally be campetitive. 

The success which often attends the 
efforts of the advertiser is revealed by 
the growth in income of the owners 
of successful trade names; by the capi- 
talization of this income into salable 
securities; and by the figures, running 
into the millions, at which “Good 
Will” is carried on the corporate bal- 
ance sheet. Money-making brand 
names are extended from one product 
to a family of products, as the name 
“Listerme” has been extended from 
the antiseptic to the tooth paste and 
the shaving soap. Frequently such 
names are sold for large sums. Robert 
S. Lynd, in Recent Social Trends, says: 


The value of a brand name has mounted 
steadily: five times annual earnings was 
but a few years ago an established sale 
price for a business involving the good will 
from a brand name; this has recently 
jumped to ten and in exceptional cases 
sixteen times annual earnings. The Max- 
well House Coffee habit of the American 
people was bought m 1928 for $42,000,000 
and the Jell-O habit in 1925 for $35,000,000. 


It must not be supposed, however, 
that branding invariably succeeds. 
Brands have a high mortality rate. 
Many brands, backed by heavy ad- 
vertisingeexpenditures,. have failed to 
catch hald and have disappeared as 
rapidly asthey emerged. Others have 
been imitated by unscrupulgys com- 
petjtors: Mentholanum for Mentho- 
latum, Goodweat for Goodyear. The 


. 
* 


39 Tue ANNALS OF THE ÅMERICAN ACADEMY 


docket of the Federal Trade Commis- 
3ion has been crowded with such cases. 
Still other brands have been so suc- 
cessfully implanted in the publie mind 
that they have lost their exclusive 
tharacter. The name “Kcdaz,” for 
instance, became synonymous with 
the word “camera”; consumers would 
accept the output of other producers 
as Kodaks, and it became necsssary 
for the makers to advertise, “If it isn’t 
an Eastman it isn’ a Kodak.” 

The very multiplicdy cf brands, 
moreover, has operated to ~ob brand 
names of their monopoly valie. Con- 
sumers now shift rather reedily from 
one brand to another. The unique 
advantage which the branded good 
enjoyed over the unbranded gcod dis- 
appears when all competitive articles 
are so identified. But tie brand 
owner is none the less compelled to 
keep up his advertising expenditures. 
The unadvertised brand wll be for- 
gotten; the advertised brand will sup- 
plant it. Competitive advertising 
thus comes to partake of the nature 
of competitive armament— »bligatory 
for the individual, wasteful and costly 
for the group. 


A QUALITY GUARANTEE? 


How does the practice of branding 
affect the consumer? It hæs been de- 
fended on the grounds of convenience, 
standardization, quality, nd price. 
Each of these defenses merits exami- 
nation. 

Tt is true that it is more convenient 
to buy branded goods than to buy in 
bulk. Our people are mozile. The 
retailers from whom they kuy are 
often unknown to them. They can- 
not depend upon the reputation of the 
dealer. They are unable themselves 
to judge quality. Even waere judg- 
ment of quality is possible, it takes 
time and effort. Trade names, onthe 
other hand, are farhiliar, and this 


familiarity is acquired without much 
bother. Buying by brand, then, is 
usually the path of least resistance. 
But this is so simply because present . 
marketing practices offer the consumer 
no readily obtainable superior criterion 
of judgment. Official grades, if they 
were available, might be even more 
convenient as a guide to buying, and 
they would certainly be less costly. 
Apologists for national advertising 
argue that buying by specification 
based on laboratory tests is a drab and 
joyless business. The advertisement, 
they say, enhances the consumer’s 
pleasure In possessing the advertised 
good. He derives an added satisfac- 
tion from identifying himself with the 
handsome and distinguished people 
whom he meets on the billboards and 
in the pages of the magazines. The 
advertised article, even though it be 
shoddy, brings real happiness when it 
comes into the family. This argu- 
ment so obviously attempts a -justifi- ° 
cation of fraud and mendacity that 
comment seems superfluous. 
Branding does result ip uniformity 
and standardization. But the stand- 
ardization which results is not the 
standardization of scientific specifica- 
tions. The brand name may deliber- 
ately misrepresent the composition of 
the commodity which it purports to 
describe. Grapes and nuts are both 
delicious, but Grapenuts contains 
neither. Compounds take the name 
of their most expensive, if smallest, in- 
gredient. A tenth or a twentieth part 
of silk suffices to put the syllable 
“silk” in the brand name of a mixture 
of silk and wool» A thin veneer trans- 
forms gum into mahogany. Packages 
which pass as a pound may weigh 
twelve or fourteen ounces. Secrecy 
as to the ingredients of complex prepa- 
rations estops comparisons: ‘The con- 
flicting claims of scores of competing 
brands lead less to standardization 
s 
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than to confusion. Brand names hin- 
der rather than promote the introduc- 
tion of genuinély serviceable consumer 
standards. 

It is probable that branding does, 
operate to keep quality high. The 
owner of a brand name invests large 
sums in advertising. If quality falls 
off, the brand may become a warning 
rather than an invitation, and this in- 
vestment may be lost. A few years 
ago a manufacturer of razor blades 
launched an ambitious advertising 
campaign to introduce “the greatest, 
shaving improvement in 28 years.” 
At the same time it was evident to 
consumers that the quality of his prod- 
uct had been seriously impaired. It 
seems likely that his sales declined; 
for some months later he published in 
the press “A Frank Confession” in 
which he admitted that “quality had 
been sacrificed without our realizing 
it.” The plant, he claimed, had sub- 
sequently invested millions of dollars 
in an “amazingly superior” manufac- 
turing process and now promised to 
sin no mores “The usual superla- 
tives,” he concluded, “have no place 
in this sincere statement of ours so we 
will let the quality of the blade speak 
for itself.’ Here the brand name 
had protected the consumer by identi- 
fying a poor product as completely 
as it might have identified a good 
one. 

Brands, however, do not invariably 
carry a quality guarantee. Worthless 
cosmetics and harmful patent medi- 
cines are sold in large quantities un- 
der brand names. Products may be 
slowly and deliberately worsened 
without consumer detection. Many 
goods, unlike razor blades, are sold 
but once. The maker is not inter- 
ested in repeat sales. He collects his 
profit and relies upon the ignorance 
of the consumer or his unwillingness 
to confess that he has been defrauded, 
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as his protection against the loss of 
other sales. 

Packaged goods, especially foods, 
are likely to be cleaner than similar 
goods bought in bulk. They are not 
necessarily so. The fact that the 
dealer must stock many competing ° 
brands, moreover, slows down his rate 
of turnover, keeps his goods longer on 
his shelves, and causes deterioration. 
If all goods were bought in bulk they 
could be just as clean. They would 
almost certainly be fresher. 


BRANDING AND PRICES 


Those who contend that branding 
lowers prices argue that national ad- 
vertising Increases volume of sales; 
that larger volume diminishes unit 
cost by spreading overhead expenses 
over more units of output and by 
facilitating the mtroduction of other 
of the economies of large-scale produc- 
tion. The argument would be tenable 
if branding did, in practice, attain its 
objective of monopoly. The fact is, 
however, that brand identification, by 
persuading a portion of the public to 
purchase from each of a score or more 
of competing producers, keeps a large 
number of plants in operation in an 
industry which might otherwise be 
confined to a few, checks the tendency 
for competition to concentrate output 
in the low-cost establishments, and 
thus raises prices instead of lowering 
them. When a brand increases the 
sales and lowers the costs of one com- 
petitor, it diminishes the sales and in- 
creases the costs of another. Prices, 
fixed on the basis of the costs of the 
less successful competitor, yield the 
more successful one a handsome profit. 

Brandirfg operates in other ways to 
raise pricés. Retailers, compelled to 
carry many competing brands, have 
heavy: stocks and slower timmere» 
Their unit costs go up and their prices 
necessarilyfollow. Consumerslocated 
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from coast to coast buy the products 
of factories located from coast to coast. 
Much unnecessary and costly cross- 
haulage results. Competitive market- 
ing engages an increasing proportion 
of workers in advertising and selling 

“rather than in fabrication and physical 
distribution. The cost of the growing 
sales establishment must be covered 
in the price of the final product. The 
consumer pays, in the end, for the cost 
of the container ih which the good is 
wrapped and for the tost of the ad- 
vertising and salesmanship which per- 
suade him to buy it. 

In so far as the advertiser succeeds 
in creating an inelastic demand for 
his product, he removes it from the 
competitive field and is enabled to sell 
it at a noncompetitive price. His 
policy emphasizes increasing sales and 
prices rather than lowered costs. He 
competes on a basis of alleged service 
and satisfaction rather than that of 
comparative price. The whole pur- 
pose of individualizing his product is 
to make it possible for him to pursue 
the price policy of selling at the mar- 
ket, plus. The advertiser of branded 
goods may reap his profit by selling a 
large quantity at a small margin. 
But quite as often, he will conclude 
that more is to be realized from a 
smaller volume sold at a higher unit 
price. 

Such evidence as exists indicates 
that branded goods do, in fact, sell at 
higher prices than similar goods sold 
in bulk. A study made by the Amer- 
ican Food Journal in 1917 showed that 
the average price of eleven packaged 
foods exceeded that of bulk foods by 
54 per cent, ranging from 4 per cent 
in the case of oatmeal to 158 per cent 
for macaroni. ‘Testimony Before the 
Senate Committee on Interstate Com- 
neereettr 1932 revealed branded goods 
which were selling for 60 per cent thore 
than similar products sold in‘bulk. 
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It is brand identification that gives 
rise to the problem of resale price 
maintenance. The proponents of this 
practice argue that powerful retail or- 
ganizations sell branded goods at a 
loss in order to attract trade. The 
loss leader creates the impression that 
the firm which offers the low price 
undersells its competitors by a similar 
margin on the other items in its stock. 
Actually, it does nothing of the sort. 
The loss incurred on the leader is made 
up in higher prices on unadvertised 
goods. This practice, it is contended, 
is an unfair method of competition 
which should be prevented by law. 
There is much truth in this argument. 
The loss-leader practice is an unfair 
practice. It destroys the good will 
which the manufacturer has built 
up through advertising. It misleads 
consumers. It is ruinous to com- 
petitors. 


Prices LOWERED THROUGH 
ECONOMICAL OPERATION 


It does not follow, however, that all 
sales at prices below that set by the 
manufacturer are made at a loss. A 
retailer who sells for cash rather than 
credit, who makes no deliveries, who 
has a poorer location than his com- 
petitors, who is more efficient, has.a 
more rapid turnover, and enjoys lower 
costs, may well be able to undersell 
them at a profit to himself. And it 
would hardly be wise to prevent him 
by law from doing so. The small, in- 
dependent, high-cost retailer clamors 
for resale price maintenance as a 
means of protecting him against his 
more efficient competitors. But price 
maintenance would make it impossible 
for the cut-rate, the chain, and the de- 
partment store to pass their economies 
of operation on to the consumer in a 
lower price. This is its danger. Out- 
law unfair price cutting and you also 
ouflaw legitimate competition on a 
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price basis. Until we are ready to fix 
both prices and profits, we cannot 
safely take this step. As long as we 
rely on competition to protect the 
consumer, we cannot forbid competi- 
tors to compete. 


BRANDING anp BUSINESS DEPRESSION 


A final consequence of brand identi- 
fication is the element of rigidity which 
it introduces into the price structure. 
Unidentified goods rise or fall as other 
prices rise or fall. The prices of 
branded goods are held more steady, 
When price levels are declining, there- 
fore, these prices resist the downwayd 
movement. Sales of relatively costly 
branded goods drop off. Employment 
among those who make them is re- 
duced. Their manufacturers purchase 
fewer raw materials. Consumer in- 
comesaresmaller. But where branded 
manufactured goods are bought, an 
increasing proportion of these incomes 
must be used to buy them. This 
leaves less income available for the 
purchase of unstandardized articles. 
The impact ef the price decline on 
the producers of these goods is made 
more seyere. The resulting mal- 
adjustment in the price structure 
contributes to the intensification and 
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the prolongation of periods of business 
depression. 

If the prices of manufactured goods 
moved more readily downward, the 
volume of sales could be maintained, 
employment would not suffer, and the 
various parts of the interdependent’ 
national economy could continue to 
traffic one with another. The prices 
of branded goods, to be sure, are not 
the only prices which present this diffi- 
culty. Interest ratfes, public utility 
charges, and m®nopoly prices in gen- 
eral are characterized by rigidity. 
But in so far as brand identification 
leads manufacturers to pursue a policy 
of watchful waiting, holding their 
prices up in the face of rapidly de- 
clining prices elsewhere, it contributes 
to the disequilibrium in the price struc- 
ture which stands in the way of indus- 
trial recovery. 

Brands are convenient. They often 
carry a guarantee of quality. But 
these advantages are purchased by the 
consumer at the cost of increased 
prices, lowered living standards, and 
industrial instability. Buying by 
brand is no substitute for buying on 
the basis of comparative prices and 
standard specifications. Its costs, in 
general, are far in excess of its worth. 


Dr. Clair Wilcox is professor of economics at 
Swarthmore College and a contributing editor to 
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Marketing 


By Corwin D. EDWARDS 


ROM the days of Adam Smith, 

distinction has been made between 
producers, who are conceived as neces- 
sary parts of an economic system, and 
traders, who are conceived as parasites 
upon it. In recent times this criticism 
has been leveled at the processes of 
marketing; a very frequent criticism of 
modern society is that the marketing 
process is wasteful, that the costs of 
marketing are going up, and that in 
many cases the marketing cost is actu- 
ally greater than the cost of manu- 
facture. 

There is an ambiguity in the word 
“marketing” which makes it hard to 
determine the-focus of such criticism. 
In one sense, marketing includes all 
the activities of selling, from magazine 
display, automobile shows, house-to- 
house canvassing, buyers’ dinners, and 
frequent samples at the point of manu- 
facture, to the eventual cajolery of the 
retail clerk as he persuades a wavering 
customer. In another sense, market- 
ing includes everything that takes 
place after an article has been manu- 
factured into its final form—packing, 
shipping, grading, storing, unpacking, 
wrapping, delivering, and installing. 
The marketers may be the sales man- 
agers and salesmen with their corps of 
technical assistants, or the wholesalers 
and retailers, or the entire group who 
handle finished goods. 

This confusion arises from the fact 
that the business process which follows 
manufacture includes both, physical 
and pecuniary activities. here is a 
complicated physical task of parceling 
goods, shipping them to their points 
of use, storing them, and making them 
available in minute quantities, There 


is a pecuniary task of persuading peo- 
ple to buy them, luring the buyers 
away from rival enticements, and col- 
lecting money. 

The physical process of distributing 
goods is often considered inefficient in 
a sense in which manufacture is not. 
Distributive establishments are small. 
In 1929 about 1,700,000 people were 
engaged in wholesaling, and 4,500,000 
(of whom 700,000 worked part time) 
in retailing. ‘There were about 1,500,- 
000 retail stores, with an average of 
three persons working in each. Only 
about 77,000 of these stores sold more 
than $100,000 worth of goods in a year. 
In a world which has grown used to 
mechanized plants, a store seems to 
lack standardized work, continuous 
processes, and mechanical equipment 
—the accepted attributes of efficiency. 


Capricious Butine 


A part of the apparent planlessness 
of the distributive system is due to the 
fact that a distributor must cope with 
the planlessness of life. The buying 
public has been trained by industrial 
society away from the stability of 
neighborhood custom. -The migrating 
peoples of different nations meet, min- 
gle, adopt strange ways and products, 
and learn to accommodate themselves 
to urban life and scientific invention. 
They learn the irresponsible habits of 
a market served by speculative pro- 
duction; they cease to order goods in 
advance of their needs; they feel free 
to change at will the kinds and the 
amounts they purchase. 

Although manufacture suffers from 
this instability, the distributive sys- 


tem does so more continuously and | 
a 
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generally. Some manufacturing es- 
tablishments are driven to seasonal 
production and sudden changes in 
fashion, others destroyed outright, 
like the producers of surreys; and un- 
der such conditions makers of goods, 
like their distributors, may operate 
small plants only slightly mechanized. 
Yet for many manufacturers the fluc- 
tuation of the market means only a 
somewhat more or less intense use of 
a codrdinated, productive process; 
whereas for distributors it means ab- 
sence of the power to coérdinate many 
processes. One cannot sell goods un- 
til the buyer appears, nor deliver them 
until he is ready to take them. One 
must carry in stock some quantities of 
the things he is likely to ask for, and 
one must spread investment as widely 
as his buying habits are spread. If he 
prefers to buy wherever he happens to 
be, one cannot develop a large volume 


of sales in a central place; and if a. 


whim seizes him to change his buying 
habits, one cannot force him to take 
goods one may have stocked far in ad- 
vance. Thus the complexity of life 
makes it impossible for physical distri- 
bution to become an efficient routine. 


Trenps or DISTRIBUTION 
AND PRODUCTION 


As the scope of distribution has 
grown larger, few parts of the process 
have developed economies of size like 
those which have appeared in large- 
scale manufacture. Giant industries 
have been organized in giant plants; 
stores on the whole have not. Even 
urban department stores do not domi- 
nate a city’s retail distribution as large 
factories dominate many industries. 
Instead, the number of retail units has 
grown, with or without the central 
‘control provided by chain store organ- 
ization. In the prosperous decade be- 
fore. the depression, an increase in 
manufacturers’ output accompanied a 
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decline in the number of employees in 
industrial plants. Although figures. 
on employment in distribution for that 
period are little better than guesses, 
it seems to be agreed that the number 
of people engaged in distributing this 
larger output increased rather thah 
diminished. 

In spite of this contrast between the 
trend of distribution and the trend of 
production, one cannot be sure that 
the mere physical process of distribut- 
ing goods is “wasteful. The corner- 
stone of modern economic faith is that 
it is cheaper to produce goods in large 
mechanized plants; but the products 
of large plants cannot be consumed 
locally, and hence must be trans- 
ported, stored, and delivered. More- 
over, modern fabricated products are 
often so complicated that „their pro- 
ducers must undertake to show the 
public how they can be used, and to 
offer repair service for them. These 
necessities, as well as the difficulty of 
maintaining the contact between new 
devices and changing ways of life, re- 
quire an increasing number of people. 
These people are an essential part of 
the factory process. The money spent 
for their services must be counted a 
part of cost of such a process. If it 
makes possible reduction im cost of 
manufacture, it may represent an econ- 
omy rather than a waste. Ina transi- 
tion from the handicraft production of 
shoes at $14 per pair to their machine 
production at $4 per pair, the develop- 
ment of an additional $2 distributing 
expense cannot be regarded as the in- 
troduction of a waste into the eco- 
nomic system. 

The real pomt of the attack upon 
the distfibutive process is the belief 
that because of competitive salesman- 
ship it costs much more than it should. 
Sales effort is thought to keve kapt 
stores too small, too numerous, and too 
absorbed in enticement and cajolery. 
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Hence, the heart of the attack upon 
middlemen is an attack upon effort de- 
voted to selling; that is, an attack upon 
the basic capitalist principle of organ- 
izing activity for the gain that one can 
get in the market. It is a criticism in 
pecuniary rather than physical terms, 
in which marketing is interpreted as 
salesmanship. 


SELLING Cost FACTORS 


The selling procefs is not something 
which begins after the manufactur- 
ing process is completed. Factories, 
mines, and lumber mills have selling 
organizations. Even the physical ac- 
tivity of one who works directly at a 
machine is diverted from its straight- 
forward engineering possibilities by 
the strategy of the eventual sale. A 
machine process stamps a trade-mark 
upon walnuts; a chemical process adds 
a blue color to hard coal. Costly ma- 
chines are rebuilt to give the radiator 
shell a distinctive shape which will 
identify the car in the mind of the 
buyer. Fruit is packed in cellophane 
to make it more attractive, and re- 
search has undertaken to make cello- 
phane moisture proof so that it may 
replace wax paper. The first of the 
costs of salesmanship is the additional 
expense incurred in the manufacturing 
process in order to give the product 
selling appeal. 

If the line between cost of manu- 
facture and cost of sales effort is hard 
to draw, the line between the expense 
of physical distribution and that of 
sales effort is indistinguishable. Take 
for example a large New York depart- 
ment store, and try to determine what 
part of its expense represents the sheer 
physical job it does, and what part 
represents, instead, its activies as a 
sales organization. The first fact 
ahgut iteis that it is located some- 
where, and hence pays rent. If it de- 
livers goods, it probably can de so bet- 


ter from 125th Street than from 34th. 
Street; but it knows from experience 
that it can make sales at 34th Street, 
and can afford to pay high rent to be 
there. Evidently the rent paid is in 
good part selling cost. It would be 
hopeless to determine what rent the 
store would have to pay if it could 
locate itself for the mere physical job 
of delivering goods to residents of New 
York City. A store located without 
regard to selling appeal would make so 
few sales that its physical job of de- 
liyering goods would take on an en- 
tirely different character. 

Again, the internal space and ar- 
rangement of the store provides not 
merely for storage of the stock, but 
also for its attractive display under 
pleasant conditions which keep the 
buyer in a willing frame of mind. A 
store which took space merely to per- 
form its physical functions could be 
much more crowded; but if It were 
much more crowded, it would make 
fewer sales and so would not need so 
much space for sheer physical storage. 
The same argument applies to all store 
activities. Clerks are not merely as- 
sistants to the buyer, but salesmen, 
and they are numerous enough to 
make efforts to sell. Delivery trucks 
are more numerous than they would 
have to be if it were not that rapid 
delivery promotes sales. Credit losses 
and losses on returned goods are larger 
than they would be if easy credit and 
money-back-if-not-satisfied were not 
selling points. 


Errects or COMPETITIVE 
SALESMANSHIP 


The effect of competitive salesman- 
ship is to produce a more elaborate 
physical sales organization than is 
needed for the physical task at hand, 
and probably more elaborate than the 
consumer would be willing to pay for 
if he were given the specific choice. 
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Stores are larger, more numerous, and 
more luxurious than they need be. 
The standard of luxury is evidently 
rising. Plate glass mirrors, plate glass 
windows, Oriental rugs, rest rooms— 
these are becoming commonplace. 
The larger organizations lead the way 
with free concerts, a free nursery for 
the children, and free parking space. 
If these services had fees attached, 
they might be little used by the con- 
sumer. However, his knowledge is 
vague enough that, thinking he is get- 
ting something for nothing, he pays 
the fee in the distribution charge 
added to the manufacturer’s pricesfor 
the merchandise. 

Even luxury for which the consumer 
will not readily pay is likely to creep 
into the distributing process. One 
merchant invests in it and finds that 
his costs are higher than he can make 
his customers support. To prevent 
them from going elsewhere, he lowers 
his prices; they get more luxury with- 
out paying for it. Other merchants 
must then install the same luxury to 
hold their *wn. Thus distributive 
costs are raised throughout the mar- 
ket; and thereafter, with the con- 
sumer’s expectations reéducated and 
with a new standard of expense set, 
the distributing margin is likely to 
expand until distributors once more 
are covering their expenses. 

The history of hotel service, al- 
though not wholly typical of the mer- 
chandising of commodities, illustrates 
the process. Bankruptcy is very 
‘nearly a normal stage in the life of a 
hotel. In the process of getting hotel 
service below cost, consumers have be- 
come used to a scale of service and 
eventually to a scale of charges so high 
that the frugal countryman looking 
for an old-fashioned $1.50 room is 
likely to search in vain. 

The multiplication of retail outlets 
is likewise a frequent consequencg of 


competitive salesmanship. One of the 
most striking cases is that of gasoline 
filling stations. It is estimated that 
there is today one drive-in filling sta- 
tion for each 160 automobiles, and one 
retail gasoline outlet for each 80 auto- 
mobiles. Yet even during the depres- 
sion, the number of filling stations has 
continued to grow. The incentive to 
their growth has been the rivalry of 
the producers of branded gasoline, 
each of whom hopes to increase his 
gallonage by ificreasing the number of 
his outlets. Although Texaco, So- 
cony, and Amoco, for example, may be - 
represented on three corners of a street 
intersection, a fourth station may ap- 
pear on the fourth corner to capture 
part of the market for -Good Gulf 
Gasoline. 

Merchandising practices are made 
more costly by the processes of sales- 
manship. The obvious costs of ad- 
vertising, store location, credit losses, 
returned goods, and similar matters 
mentioned before, are perhaps less im- 
portant than the less obvious costs of 
the stock which is carried. The rival 
selling campaigns of manufacturers 
and wholesalers create in the con- 
sumer’s mind an awareness of a con- 
siderable number of brands and varie- 
ties of products. In simpler days the 
merchant often carried staples which 
he could buy in quantity, hold without 
a large investment, and sell until the 
supply was gone. Now he must fre- 
quently distribute his buying over the 
whole range of articles. This means 
that his investment is greater and yet 
his stock of any item is less. If sales 
effort by manufacturers changes his 
market with any speed, he may find 
himself feft with goods that are out of 
date, to be disposed of at a sacrifice. 


RETAIL MARGIN AND PROFITS w 


The physical difficulties of distribu- 
tion unite with ‘the peculiar impor- 
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tance of sales effort in the retail field 
to make the retailer’s portion of many 
prices a conspicuously large'one. In 
gasoline, for example, proposals placed 
before the Petroleum Administrative 
Board during the winter of 1933-34 
suggested 5.4 cents per gallon to the 
refinery, 2 cents to the wholesaler, and 
4 cents to the retailer. Figures on a 
cotton blanket, supplied by a New 
England mill, show manufacturing and 
wholesaling cost plus profit at a total 
of $2, and the retail price of the article 
at.$3. In very few lines is the re- 
‘tailer’s margin below 20 per cent; on 
slow-moving commodities such as 
pianos and furniture, it may run so 
high as nearly to double the manu- 
facturer’s price. 

The large retail margin seldom in- 
cludes much profit. Few retailers 
make money. ‘This fact is largely due 
to the small volume of sales enjoyed 
by the ordinary retail establishment. 
The 1929 census indicated that in that 
year about 25 per cent of the average 
selling price went for the retailer’s 
operating expenses, and an additional 
3 per cent was left as return to him. 
The overwhelming majority of retail 
stores, with sales of less than $100,000 
a year, would clear less than $3,000 on 
this basis. Moreover, change in busi- 
ness conditions usually hurts retailers. 
Retail prices usually move more slowly 
than wholesale prices, so that in a pe- 
riod of rising prices the retailer’s mar- 
gin is reduced, whereas in a period of 
falling prices his margin may be satis- 
factory but his volume of sales is low. 

To this customary hardship the 
modern national advertiser has been 
adding a series of new troubles. Much 
- of the loyalty which formerly’ went to 
the retail store now goes to tHe adver- 
tised brand. The owner of the brand 
rełes upot his sales effort to force dis- 
tributors to stock his product. He 
often keeps his own prices high, adver- 


tises a retail price, and pinches the 
retailer’s margin as small as possible. 
Sometimes he dictates terms of sale, 
agreements not to sell a rival’s goods, 
window displays, and the like. Where 
this process has been well developed, 
the retailer has lost much of his former 
individuality and has seen his profits 
likewise disappear. 


RETAIL ORGANIZATION 


These difficulties in retailing have 
produced various efforts to build up 
the retailer’s power. In dealing with 
the smaller manufacturers, the larger 
retailers have sometimes enjoyed the 
same advantage of size which the large 
manufacturer ordinarily enjoys over 
distributive organizations. Mail or- 
der houses, chain stores, and certain 
large department stores have been in 
this position. In such cases the brands 
have been distributors’ brands and the 
advertising has been done by distribu- 
tors. The manufacturers have been 
forced into price competition and have 
seen their profits lowered. 

In dealing with customérs the larger 
retail organizations have followed di- 
vergent policies. Certain chain stores 
have tried to use their economies of 
organization and their power to buy 
cheaply as a basis for retail sales below 
the ordinary retail price. They have 
hoped to win the buyer by the old in- 
centive of thrift and to make their 
profits by the volume of their sales. 
Many department stores have adopted 
the opposite policy. They have re- 
fused to set low prices and in some 
cases have charged prices above the 
ordinary market. On the other hand, 
they have carried large stocks, elabo- 
rated their services, and sought to win 
the customer on the basis of quality 
and convenience. One merchant in a 
Middle Western town who had just 
converted his store into a department 
stone was asked whether he hoped to 
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accomplish any economies thereby. 
He said that on the contrary his costs 
would be higher and his prices would 
have to be higher to cover them; but 
that he was convinced the change 
would be popular enough to support 
these high prices without difficulty. 

Retailers in general, confronted by 
changes which tend to weaken their 
position, have campaigned for the 
maintenance of established ways of 
doing things. The mail order house’s 
invasion of small towns has usually 
been accomplished amid bitter edi- 
torials in the local newspapers and 
propaganda against mail order buying 
organized by the local chamber of 
commerce. The growth of retail 
chains has provoked vigorous protest. 
Some independent retailers have 
sought to meet the situation by or- 
ganizing associations for collective 
buying, joint advertising, and similar 
efforts to match the economies of the 
large organization. Other retailers 
have turned to politics and secured the 
passage of bills levying progressive 
taxes upon «etail stores according to 
the number of their outlets. 


CODE PROTECTION or DISTRIBUTORS 


In the development of NRA codes 
the effort to protect the distributors 
accustomed way of doing business has 
been consistent. The Retail Code, 
the Retail Food and Grocery Code, 
and the Retail Jewelry Code contain 
provisions making it an unfair trade 
practice to sell certain articles below 
cost in order to attract people into the 
store. A number of codes, including 
the Petroleum Code, the Oil Burner 
Code, and the Wholesale Food and 
Grocery Code, provide that no one 
may sell any article below cost. Ef- 
forts were made 1n the Oil Burner Code 
to define cost as the “standard reason- 
able” cost. In the Builders’ Supplies 
Code the overhead elements of cost are 


to be calculated “by the statistical 
mode method.” ‘These efforts repre- 
sent, of course, the desire of distribu- 
tors to prevent certain concerns from 
selling below the accustomed levels 
and thus reducing the distributor’s 
margin. i 

An effort is also made to prevent in- 
vasion of the retail market by concerns 
which threaten to eliminate the re- 
tailer. An illustration is the attempt 
to limit the manufacturer’s access to 
the retail mærket. The Oil Burner 
Code, as origmally submitted, pro- 
vided: 


A distributor may receive a commission 
from dealer’s price provided shipment is 
made direct from manufacturer to dealer; 
should the distributor engage in retail sell- 
ing, he is to receive no better than dealer’s 
price on all burners shipped to distributor’s 
address, it being the intent to give the dis- 
tributor no better price advantage on his 
retail sales than is given the dealer. 


The ice distributors sought to escape 
competition with surplus supplies of 
ice available at breweries or other in- 
dustrial establishments. They pro- 
vided that, the diversion of ice into the 
consuming market from plants pri- 
marily operated for other uses should 
be an unfair method of competition 
unless the price of this ice was kept up 
to: (a) the average cost of the concern 
that offered it, (b) the price secured 
by this concern in its other market, 
and (c) the lowest price quoted by 
ordinary producers for domestic sale. 
These three limits upon price cutting 
were-regarded as essential to the safety 
of the domestic ice‘industry. 

Another general provision forbid- 
ding secret discriminatory rebates to 
certain customers was stretched by 
some cempanies supplying gasoline 
into an attempt to destroy the gaso- 
line business of codperativeearganiza- 
tions. These companies insisted that 
the refund on safes which a codperative 
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gives to its members at the end of the 
year was an illegal secret rebate and 
that they could not sell gasoline to any 
codperative which offered such a re- 
fund. Distributors in several other 
lines began to take the same attitude. 
An order by the President specifically 
protecting the codperatives’ right to 
offer such dividends was required to 
settle the controversy. 


DISTRIBUTORS PROTECTION OF 
CoNSUMERS 


In spite of the wastes of the distribu- 
tive system, the high costs of distribu- 
tion, and the attempts made to protect 
by law distributors whose position is 
‘threatened by the change of distribu- 
tive methods, the last year has shown 
that distributors, and particularly re- 
tailers, frequently act as agents and 
defenders of the consumer. This atti- 
tude depends less upon sympathy for 
their customers than upon the fre- 
quent similarity of interest. When 
prices began to rise in the spring of 
1933, retailers soon found that they 
had trouble in charging their custom- 
ers the increased amounts they paid 
at wholesale. Country storekeepers 
wrote letters of protest in which they 
reflected the attitude of poor people 


m their community. The Consumers’ 
Advisory Board of the National Re- 
covery Administration received more 
complaints from retailers than from 
ultimate consumers. 

Mail order houses, whose catalogues 
commit them to an established price 
for a period of several months, sent 
representatives to Washington to re- 
sist price increasing provisions of 
manufacturers’ codes. At a hearing 
on price changes held by the National 
Recovery Administration in January 
1934, the Mail Order Association of 
America presented an argument 
against open price associations on the 
ground that they tend to raise prices 
and destroy competition. The Retail 
Dry Goods Association has likewise 
taken an attitude opposed to codes 
tending to raise the price of dry goods. 

In the absence of organized and 
self-conscious action by consumers, 
this activity by retailers appeared to 
be almost the only powerful propa- 


_ ganda against the producers’ desire for 


higher prices. The fact that distribu- 
tive activities are still pon a small 
scale afforded the most obvious coun- 
terweight to the concentration of busi- 
ness power under the leaders of large 
enterprises in the heavy industries. 


Corwin D. Edwards, Ph.D., is head of the price in- 
vestigation unit of the Consumers’ Advisory Board 
of the National Recovery Administration and asso- 
ciate professor of economics at Washington Square 
College, New York University. He is co-author of 
“Economic Behavior” (1981) and “ American Labor 


Dynamics” (1928). 


Installment Selling and the Consumer: A Brief 
for Regulation 


By Rour Nucent and Leon HENDERSON 


NSTALLMENT selling is generally 
understood to mean the process of 
selling goods or services, with or with- 
out immediate part payment, on a 
contract by which the purchaser agrees 
to pay the purchase price in regular 
periodic installments, either to the 
seller or to some other agency which 
may acquire the deferred payment 
contract. This definition covers a 
great variety of transactions that have 
little similarity other than the method 
of repayment. The railroads, for in- 
stance, are parties to an installment 
sale when they finance the purchase of 
locomotives, freight cars, or coaches 
by issuing serial equipment trust 
bonds. Motor busses, steam shovels, 
factory machinery, store fixtures, and 
much other business equipment are 
frequently sold on contracts calling 
for installment payments. We shall 
eliminate all such interbusiness trans- 
actions from consideration here. 


VARIATIONS IN TRANSACTIONS 


Even among sales to ultimate con- 
sumers, there are important variations 
in the character and the technique of 
installment transactions. There are, 
for instance, differences in the kind of 
goods or services sold on installments. 
Automobiles are by far the most com- 
mon subjects for installment sales. 
Household furniture and equipment, 
including pianos, radios, vacuum 
cleaners, refrigerators, washing ma- 
chines, and sewing machines, are the 
next most common class of goods sold 
by this method. Clothing and jew- 
elry, though relatively unimportant in 


amount of money involved, are never- 
è 


theless prominently represented by 
number among installment transac- 
tions. 

There are also differences in the 
method of findncing. Installment 
contracts arising out of the sale of 
automobiles are usually sold immedi- 
ately to an agency which specializes in 
the purchase and collection of such 
receivables. Goods sold on the in- 
stallment plan by retail stores are usu- 
ally financed by means of the mer- 


- chant’s own capital or by the use of 
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bank credit, with the contract perhaps 
hypothecated as security. There are 
also differences in the legal instru- 
ments used to secure payment; differ- 
ences in the policy of individual mer- 
chants or financing agencies in regard 
to enforcement of these instruments: 
differences in the statutes, judicial law, 
and current practice affecting debtor- 
creditor relationships in various states; 
and differences in rate of charge. 

In addition to the variations in the 
nature of the transaction, there are 
wide differences in the characteristics 
of consumers. The consumer is es- 
sentially an individual, and variations 
in his education, shrewdness, and 
moral character, in the size and finan- 
cial status of his family, in the nature 
and degree of uncertainty of his em- 
ployment, and in the amount of his 
income defy classification into con- 
venient categories. 

Since, all of these variables necessa- 
rily mgdify an evaluation of install- 
ment selling as it affects the consumer, 
it is impossible to appraise the generic 
institution. We are compelled to rely” 
on individual cases for our material 
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and to draw our conclusions from 
them, admitting freely that they are 
not representative of the institution as 
a whole. 

The most common abuses in install- 
ment selling arise from (1) the powerful 
instruments used, (2) the ignorance of 
the buyer of his legal rights, (3) in- 
creased credit prices, and (4) fraudulent 
practices against which the consumer 
is poorly protected. . 


EXAMPLES oF WAGE ASSIGNMENTS 


One of the worst types of abuse of 
the consumer involves the use of wage 
assignments as security for install- 
ment contracts. In New York State, 
by means of a power of attorney to 
collect wages, an installment creditor 4 
may, on default of the contract, de- 
mand from a present or subsequent 
employer the entire wage due or to 
become due to the debtor until the 
account is liquidated. Although some 
sixty merchants in New York City, 
almost all of whom are engaged in 
installment selling, make use of this 
powerful collection weapon, abuses 
come from about a dozen merchants 
who sell jewelry, clothing, pianos, and 
radios on the installment plan. Those 
selling jewelry and clothing do very 
little business through their stores. 
The factory gate, the employees’ en- 
trance of a store, the room where 
elevator men put on their uniforms, 
or the street manhole where gas, elec- 
tric, or telephone company men are 
working are loct operand: for the 
agents of these companies. The em- 
ployees’ magazine of the Procter and 
Gamble Company tells the story of the 
wage assignment racket as follows: 


“Here—want to buy a nice watch?” called 
the salesman who was stationed outside 
the Lunch Club. “You don’t have to buy 


pran =e 
1 Any creditor except a creditor for a loan,of 
money has this privilege in New York State. 
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—just come over and look.” The Port 
Ivoryite went over to look. 

“If you like any of these watches, all you 
have to do is pay two dollars. The rest 
you can pay later. They’re real gold with 
seventeen jewel movements—last you a 
lifetime, and listen, friend, if you went over 
to New York to a store you’d pay twice as 
much. You see, I don’t have rent to pay; 
so I sell them cheaper.” 

The Port Ivoryite picked up one shiny 
watch. He turned it over and over in his 
hands. His eyes lit up with pleasure. 
And a great urge to own the watch swelled 
within him. 

“Here’s the two dollars. How much 
more do I have to pay?” he asked. 

“@nly forty dollars.” 

The Port Ivoryite became nervous. 
Forty dollars was a lot of money, but after 
all—a little each week... 

“That’s not much for a swell watch like 
this,” the salesman hurried on persuasively. 
“Let me fasten it on your wrist. And now 
—sign this receipt, will you?” He held out 
a piece of paper, folded so that only the 
space for the signature was visible. “I 
know you have to get back to work, so I 
won't make you readit. It’s just a receipt 
for the goods.” 

One morning he was called“or a consul- 
tation to the Service Department. The 
watch company had sent an order demand- 
ing the man’s salary in payment for the 
watch. For when he had signed what the 
salesman claimed to be a “receipt,” he had 
signed away his wages, giving the watch 
company legal right to demand from Proc- 
ter and Gamble the man’s weekly pay 
check in full payment of the debt in case he 
defaulted on a single payment. 

The Service Department had the watch 
valued at a jeweler’s, and it was found to 
be worth $19.75. But the Pay-roll De- 
partment couldn’t refuse to hand over the 
man’s wages to the amount of $40; for the 
contract legally ordered it? 


A Portuguese fireman, working in a 
railroad company’s power plant in 
New York City, was sold a diamond 


2 In Suds, Staten Island, New York: Procter 
and Gamble Company, Nov. 1981, p. 4. _ 
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ring by the agent of an installment 
jewelry concern. The payment was 
to be $3.00 a week, but the purchaser 
paid little attention to the total price 
because he thought he had taken the 
ring on approval. He knew only that 


here was something he wanted for his 


wife that was within his financial 
reach. After looking it over later, he 
decided to return the ring. But the 
salesman did not come back as he had 
promised, and the following week the 
jewelry concern sent his employer a 
demand for $100 as rapidly as it was 
earned. ‘The fireman’s employer ha 
the ring appraised. It was the cheap- 
est sort of a chip diamond. A fair 
retail price according to the appraiser 
would have been $25 or $30.3 

A traction company in New York 
City reported the predicament of a 
motorman. He bought a player piano 
in 1929 for $1,000 on which he was to 
pay $5.00 a week for 200 weeks, or 
about four years. He paid regularly 
for two years and then his wages were 
cut. He went to the piano company 
and asked them to take back the 
piano. The company refused. Ex- 
penses had to be cut somehow and he 
stopped paying, whereupon his em- 
ployer received a notice of assignment 
and a demand for the balance approxi- 
‘mating $500. The employer consid- 
ered discharging the motorman, but 
learned that the assignment was valid 
against a subsequent employer. The 
motorman got a release for his em- 
ployer by paying the arrears and 
agreeing to continue his weekly pay- 
ments.* 


STUDIES oF WAGE ASSIGNMENTS 
These cases are duplicated thou- 
sands of time a year in New York and 
other cities. In New York City, eight 
3 Réported verbally to the authors by the 


treasurer of the employer company. 
4 Ibid. 


representative employers reported 
that 1,900 powers of attorney to collect 
wages were received in 1931 against 
their 105,000 employees. Practically 
all these demands for wages were by 
installment merchants; six jewelry 
and clothing merchants accounted for 
more than half of them. In a study 
of wage assignments in Chicago, where 
a wage assignment gives the creditor 
similar rights, A. Fortas has indicated 
the extent of use ofthese instruments. 
A street railway company employing 
17,000 men reported that an average 
of 3,400 notices of assignment a year 
were received against its employees 
between 1929 and 1932.5 An after- 
noon newspaper in Chicago reported 
that wage assignments were received 
against its employees at the rate of one 
assignment for every 12 employees 
each year; and Armour and Company 
reported that among its 5,380 plant 
employees, most of whom were Negro 
laborers, the number of notices of as- 
signment received each year from 
1929 to 1932 was approximately one- 
half the number of employees. Mr. 
Fortas reports that in all cases the 
majority of wage assignments were 
filed by retailers, but he does not dis- 
tinguish between sales on installment 
contracts and on open-book credit. 
In a reference to cases handled by the 
Legal Aid Society of Chicago, how- 
ever, he reports that 83 per cent of all 
the wage assignment cases coming to 
that Society involved, sales on the in- 
stallment plan.” The number of no- 
tices of assignment demanding wages, 
of course, indicates only the number 
of defaulted contracts. The creditor 
has no right to exercise this instrument 
unless the contract is in default. 

In Keytucky, where statutory limi- 


5 Fortas, A., “ Wage Assignments in Chicago,” 
Yale Law Journal, Feb. 1933, pp. 539-40. m 

6 Fortas, A., op. cit, p. 544 and note. 

7 Ibid., p. 538. « 
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tations upon assignments of wages are 
in effect, recourse to these instruments 
by installment merchants is unneces- 
sary. By the simple expedient of 
furnishing a small bond which covers 
any number of transactions and of 
making affidavit that there is a likeli- 
hood of the debtor’s leaving the State, 
the entire wage of the debtor can be 
attached. This gives the alert, dollar- 
down-name-on-the-dotted-line mer- 
chant the advant&ge over all other 
creditors except perhaps the equally 
alert loan shark, whose business is 
unregulated in Kentucky.“ The in- 
stallment merchant selling cheap 
jewelry, élothing, and furniture jacks 
up his price and spends part of the 
extra margin of profit on high pres- 
sure salesmanship and legal fees. The 
groceryman, the butcher, the land- 
lord, or the doctor who may have 
extended credit finds his customer’s 
pay check preémpted by the mer- 
chant whose technique involves grab- 
bing the entire wage at the first sign 
of default. 

A. colored boy came into the Louis- 
ville Legal Aid Society for help because 
an installment company had attached 
the pay upon which his family’s food 
depended. He was wearing a iright- 
ful purplé-checked suit, and we asked 
him how much he paid for it. “Three 
dollars,’ was his reply. Obviously, 
this was the weekly payment, not the 
price. Upon examining the summons 
and complaint which had tied up his 
wages, we found that the suit was 
the cause of his difficulties. He had 
promised to pay $3.00 a week for thir- 
teen weeks. He had worked only half 
time during the past week and could 
not pay the $3.00. He had made one 
payment, but he had not redyced the 

780n March 13, subsequent to the writing of 
thig article, the Governor of Kentucky signed 
a statute modeled after the Uniform Small Loan 
Law. ° 
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principal because court fees had been 
added. 


MISREPRESENTATION AND 
SUBSTITUTION 


Another common abuse is misrepre- 
sentation of the goods sold or the sub- 
stitution of goods of mferior grade 
upon delivery. The Boston Legal 
Aid Society in its annual report for 
1933 lists some typical cases handled 
by that Society. Case No. 7 is as 
follows: 


°A working man bought some furniture 
on the installment plan. The furniture 
delivered to him was much inferior to the 
furniture he had bought, but the furniture 
company would not exchange it. When he 
refused to pay the installment the company 
attached his wages. He was threatened 
with the loss of his job. We brought suit 
against the furniture company, they re- 
leased the attachment of his wages, and 
delivered the furniture which was originally 
ordered. 


Repossession or Cars 


Frequent abuses in installment sell- 
ing arise out of repossessions. Several 
companies financing second-hand cars 
in New York City rely on repossession 
charges for a large part of their income. 
One of these companies recently re- 
possessed a car which was worth sev- 
eral times the amount of the outstand- 
ing balance against it. Payments had 
been made regularly and the next in- 
stallment was not due for ten days. 
The owner, thinking the car had been 
stolen, reported the theft to the police 
department; but the police notified 
him several days later that the car 
had been repossessed and was stored 
at the garage of the finance company. 
The owner called at the garage, showed 
his receipts, and demanded the return 
of the car. The finance company, 
however, insisted before delivering the 
car that he pay their repossession 
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charge of $65. The owner refused, 
announced that he would bring suit 
for the return of his property, and was 
getting his license plates when, to his 
surprise, two police officers came into 
the garage with guns drawn. The 
finance company had reported that 
some one was stealing a car from their 
garage. ‘The case against the owner 
was dropped, but not until after he 
had spent a night in a police court 
jail. The owner’s case against the 
finance company is now on the court 
calendar.® 

It is probable that this repossessidén 
occurred through a clerical error, since 
the car had been sold subject to “the 
outstanding installment contract with 
_the knowledge of the finance company. 
The significance of the case is the help- 
lessness of an individual against an un- 
scrupulous creditor holding valid legal 
instruments. Unfortunately for the 
finance company in this case, the 
owner of the car was in the junk busi- 
ness and had frequently sold restored 
machinery on chattel mortgages. 
Had he known less of the merits of his 
case, he might have settled on the 
finance company’s terms. 

The less ethical finance companies 
frequently charge a fee based solely 
on the size of the owner’s equity. 
They know that the debtor is usually 
ignorant of his legal protections and 
would rarely go to court to contest a 
charge even if it were known to be 
illegal. Hundreds of cars are re- 
possessed for the sake of repossession 
charges when the purchaser fails to 
pay one of the last payments promptly. 
One case recently referred to the au- 
thors involved repossession of a car on 
which the last payment of $15 was 
overdue. A repossession charge of 
$35 was demanded. 


8 The principal facts of this case were verified 
by documents shown to the authors by the 
owner of the car. 
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SALE or REPOSSESSED Cars 


The sale of repossessed cars by com- 
panies financing used cars is frequently 
scandalous. One person whose car 
was repossessed for a small balance 
decided to go to the sale and bid for 
his car. But the car was not put on 
sale, and he was politely notified when 
he asked about it that there must have 
been some mistake—his car had been 
sold at another auction. In some of 
these auction markets, even if a dis- 
possessed owner is not recognized, the 
difficulties of an unknown individual 
in bidding are reminiscent of the farm 
foreclosure sales of 1932. Sales of re- 
possessed cars are frequently the 
happy hunting ground of a closed 
membership of used car dealers whose 
objections to intruders might take 
violent forms, 

After repossession comes the defi- 
ciency judgment. If the dispossessed 
owner has a job, the car may be sold 
to a friend in the used car business on 
terms advantageous to the finance 
company. Garnishment proceedings 
are then brought to collect the amount 
by which the outstanding balance due 
exceeds the sale price, plus court 
charges, repossession fees, et al. 

These abuses, though exceedingly 
common, do not apply to installment 
selling as a whole. The men respon- 
sible for them are to installment sell- 
ing what the fake stock salesman is 
to the investment banking business. 
The major part of the installment 
selling and installment financing busi- 
ness is highly reputable and has had 
no part in the conditions which we have 
just described. But even among rep- 
utable installment finance companies 
there are some practices to which the 
consumtr might well object. These 
practices are questionable, however, 
rather than abusive. = ° 

‘A complaint addressed to the New 
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York State Banking Department and 
sent to the Russell Sage Foundation 
for preliminary advice is illustrative: 
A prominent installment finance com- 
pany charged a customer $3.00 in fines 
for 23 days’ delinquency in the last 
payment of $38 on a car. The cus- 
tomer questioned ‘the legality of the 
fine, which in terms of simple interest 
on the amount of delinquency was at 
the rate of 124 per cent a year.? 
Nothing that could be discovered in 
the law or in the contract with the 
purchaser permitted such a charge. 
This fine may have been a reasonable 
compensation to the finance company 
for its extra effort, but the important 
element from the consumer’s stand- 
point is that, whatever the charge, he 
was in no position to contest it. The 
finance company could repossess his 
car if he failed to pay, and his recourse 
to the courts was worthless consider- 
ing the amount involved. 


Excessive FINANCING CHARGES 


Another questionable practice has 
been exposed by the hearings on the 
code for the installment finance indus- 
try.° Competition among finance 
companies has led to a general practice 
of giving automobile dealers bonuses, 
rebates, or participations m the dis- 
tribution of certain reserves. Cer- 
tainly the buyer is not aware that his 
finance charge includes a premium for 
the dealer, or that the dealer is likely 
to choose the finance company on a 
basis of the amount of premium 
offered. This practice is the direct 
result of the method of stating finance 
‘charges in individual contracts, and of 
the secrecy of finance companies re- 
garding their rate schedules. The 


860 $8 e 
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10 National Recovery Administration, Hearing 
on” Code of Fair Practices and Competition, 
Finance Company Industry, Oct. 26, 1933. * 
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finance charge is stated in dollars and 
usually includes premiums for various 
kinds of insurance. It is impossible 
for the average automobile buyer 
either to calculate the rate of charge 
in terms of interest for the credit ex- 
tended or to compare this charge with 
those of other finance companies. 
Lewis A. Froman has converted the 
finance charges of several installment 
merchants and finance companies into 
annual rates of charge based on un- 
paid balances of the installment con- 
tract. He reports the range of these 


rites as follows:!4 





Range of 
Agency Article Pea Rates 
Financed of Charge 
in Per Cent 
A large automo-|Automobiles 
bile finance 
company 14-38 - 
A large Eastern|Electrical ap- 
public utility pliances 
company 13-23 
A large general|Electrical refrig- 
finance corpo- | erators 
ration ; 14-30 
A well-known |Miscellaneous : 
mail order merchandise 
house 13-66 


While these rates are undoubtedly 
typical of the bulk of installment con- 
tracts, some classes of financing com- 
monly bear higher rates. For used 
cars the financing charges of promi- 
nent companies are much higher than 
the rates quoted by Froman. Among 
small local companies rates for financ- 
ing used cars frequently range be- 
tween 40 and 75 per cent a year, and 
in several contracts referred to the 
writers, rates of charge exceeded 100 
per cent a year. If the difference 
between the credit price of the so- 

1 Froman, Lewis A., “Cost of Instalment 


Buying,” Harvard Business Review, Jan. 1933, 
pp. 227-36. r 


INSTALLMENT SELLING AND THE CONSUMER 99 


called “borax houses” 1? and the cash 
price for similar merchandise else- 
where is considered to be the financ- 
ing charge, enormous rates of charge 
result. In the.case of the watch 
sale reported by Suds, the rate was 
565 per cent a year? if the terms 
of the contract were met. But upon 
default this rate was multiplied many 
fold by the acceleration of pay- 
ments. 

The consumer is usually ignorant not 
only of the true rate of charge for in- 
stallment credit but also of compa- 
rable charges of other companies. 
Most installment finance companies 
never publish their charges in "any 
form that would permit inspection 
or comparison by the consumer, 
Froman comments that “only a few 
-of the finance companies which were 
thought to be representative were 
asked for their rate schedules. Some 
of those companies ignored repeated 
inquiries; others gave out their rate 
schedules with a great deal of reluc- 
tance.” 14 There are two unfortunate 
consequences of this failure to state 
finance charges openly and uitelligibly. 
First, price competition is ineffective. 
Increasing competition brings bonuses 
to dealers but no reduction in the price 
of credit service to the consumer. 
Second, the consumer is utterly un- 
able to measure the price he pays for 
installment credit in terms of the ad- 
vantages of saving and buying for 
cash, of using such cash resources as 
may be available to him, or of finding 
cheaper credit facilities elsewhere. 
The Consumers’ Advisory Board has 


12 I.e., merchants who quote installment credit 
prices only. 

13 Credit price, $40.00; cash price elsewhere, 
$19.75; finance charge, $20.25; terms of repay- 
ment, $2.00 down, $2.00 a week; annual rate of 
20.25 52 2 2106 =5.65 
17.75 1O21 372.75 T7 
14 Cost of Instalment Buying, Note 10, p. 230. 
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wisely recommended the inclusion of 
a provision in the Finance Company 
Code requiring the statement of 
finance charges both as a money 
charge and as a rate per month 
on the unpaid balance of the con- 
tract.35 


ESSENTIAL Puos OF INSTALL- 
MENT BUSINESS 


Installment selling exists because 
manufacturers, nferchants, and the 
agencies financing such sales have 
found it profitable, and because con- 
sumers have found it useful. Install- 
ment buying has opened to millions of 
consumers the possibility of acquiring 
things which they have wanted and 
could not otherwise have acquired be- 
cause of the sheer self-denial necessary 
to save out of pitifully inadequate in- 
comes the amount of the cash price. 
For a great many other consumers 
who buy on the installment plan, it has 
been an aid to their family budgeting. 
Unwilling to spend the cash reserves 
which they have laid aside for specific 
purposes, they have chosen to buy and 
pay for the article out of current in- 
come as it was being consumed. In- 
stallment selling is as much a part of 
American life as banking or steel mak- 


‘ing. It has been deeply woven into 


our economic fabric by many years of 
increasingly widespread use. Neither 
warnings of its dangers nor bitter ex- 
periences with its abuses are likely to 
influence materially either its quanti- 
tative or its qualitative characteris- 
tics. 

Neither is it possible to condemn 
the business of installment selling as a 
racket because it gives rise to abuses 
and questionable practices. Install- 
ment selling and financing businesses 
employ many thousands of people 

16 Hearing on Code of Fair Rractices and . 


Cognpetition, ee Company Industry, Oct. 
26, 1933. 
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drawn from all parts of the country 
and from all classes of society. Those 
who control the policies of ur:ts of the 
industry have the same cultiza. back- 
ground as those who cottrol the 
policies of units of other industries. 
There are no factors which -roald set 
employment in this business apart 
from other respectable occupations. 
There is no question of the Egelity of 
usual practices and there is no public 
Drejudice against itas an unc 2r-aking. 
The causes of abuses and qu2stion- 
able practices must be sought not in 
zhe business itself but in the nature of 
zhe market in which buyer md seller 
meet to do business. 

Generally accepted political theory 
recognizes three classes of markets 
irom the standpoint of th- relative 
bargaining position of bcyer and 
seller. There are first the ~umerous 
markets in which competitia is relied 
upon to result in an equitakte adjust- 
ment of the terms of sale. For con- 
venience we shall refer to these as 
laissez faire markets. At -he other 
extreme are those markets In which, 
because either the buyer’* or the 
seller has an actual or potential mo- 
nopoly, the Government co~trols the 
terms of the sales contract. We shall 
refer to these as controlled markets. 
Then there is the increasinz number 
of markets which fall in a dass mid- 
way between the laissez fice and 
controlled markets, which w2 shall call 
supervised markets. In thas slass it 
is presumed that competitior exists 
but that differences in the karzaining 
position of the parties to the sale re- 
quire the establishment by the Gov- 
ernment of certain limitat-ons upon 
the nature of the contract. . 


16 The propriety of Governmen= ‘ontrol of 
markets in which the buyer has am actual or 
pagential manopoly is not generall~ recognized. 
The market between producers anc diztribugors 
of milk is an example of this class. 
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SUPERVISED MARKETS 


The oldest historical example of the 
supervised market is that for loans of 
money. The extent of social restraint 
has varied greatly, but some restric- 
tions on loan contracts have existed 
in all civilizations from the earliest 
historical era to the present. Many 
societies, including our own, have lim- 
ited the maximum rate of interest; 
some have prohibited interest charges 
or certain types of security. Still 
others have subjected loan contracts 
of certain kinds to exacting supervi- 
sion and have required lenders on 
such contracts to be licensed and 
bonded,1? 

The number of supervised markets 
has been gradually expanded at the 
expense of the laissez faire class. The 
markets for savings and insurance 
have been subjected to supervision for 
more than a century. Within the last 
twenty years supervision has been ex- 
tended to other forms of investment 
through blue-sky laws, and more re- 
cently through regulation of the issu- 
ance and sale of securities. The labor 
market is subject to supervision 
through regulation of conditions of 
work, methods of payment, and so 
forth. The list of those markets 
which are supervised in various de- 
grees may be expanded almost in- 
definitely. 

In regard to these classes of markets, 
the market for installment sales is in 
an anomalous position. Installment 
selling combines two services in a 


7 See Usury and Usury Laws, by Franklin W, 
Ryan, New York: Houghton Mifflin Co., 1924; 
Small Loan Legislation, by David J. Gallert, 
Walter S$. Hilborn, and Geoffrey May, New 
York: Russell Sage Foundation, 1982; Money- 
lending in Great Britain, by Dorothy Johnson 
Orchard and Geoffrey May, New York: Russell 
Sage Foundation, 1933; The Social Legislation 
of the Primitive Semites, by Henry Schaeffer, 


New Haven: Yale University Press, 1915. 
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single transaction:?® the sale of goods 
or services, and the sale of credit. The 
goods and services customarily sold 
on installments have been associated 
with highly competitive markets of the 
laissez faire class. The sale of credit, 
on the other hand, has long been rec- 
ognized as a function requiring super- 
vision for the protection of the con- 
sumer. But by combining the two 
services, the sale of credit has escaped 
any vestige of supervision. 

Two circumstances have contributed 
to the existence of this anomaly. 
First, credit granting has historically 
been associated with most retail 
markets. For generations the corner 
grocery has charged its customers’ 
orders and submitted a bill on pay 
day, and the department store, select- 
ing its credit customers more care- 
fully, has expected monthly settle- 
ments. These practices have brought 
unfortunate consequences occasionally 
to the merchant but rarely to the 
consumer. Second, it was assumed, 
quite properly in most instances,’ 
that the credit customer was free to 
pay cash or make such credit terms as 
he chose. 


INSTALLMENT SALES VERSUS OPEN- 
Boox Crenrr 


The rise of installment selling, how- 
ever, was accompanied by several 
conditions which completely changed 
the relative bargaining position of the 
parties to the credit agreement. First, 
whereas open-book credit has been a 
courtesy extended by the merchant, 
which if judiciously granted resulted 


18 Le., from the standpoint of the consumer; 
the two services may be highly distinct as far as 
the merchant is concerned. 

19 Instances to the contrary, however, are 
common in the literature of the rural credit 
problem. The “Gombeen man” in Ireland and 
the rural merchant in North Carolina frequently 
increased their prices enormously for credit 


until harvest time. $ 
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to the convenience of both merchant 
and customer,”° installment credit was 
expensive, not only because it in- 
creased the number of book entries 
many fold, but also because it in- 
creased the occasions for reminders, 
follow-up letters, and the final out- 
spoken notices of intent to resort of 
harsh measures. Consequently in- 
stallment sales bore a price differential, 
or else the cash customer found better 
prices elsewhere. “Second, the install- 
ment transaction attracted, and in 
fact was designed to attract, new credit 
customers of relatively low mcomes, 
many of whom never before had retail 
credit facilities, except perhaps from 
neighborhood tradesmen in small 
amounts for short periods of time. 
Third, because of the size of install- 
ment credit commitments in relation 
to income and the necessity for strin- 
gent collection technique, the seller 
required powerful instruments of col- 
lection as a condition to the credit 
sale. Thus, while the open-book 
credit merchant had to initiate legal 
action for collection by proving his 
claim, the installment merchant had 
signed instruments which could fre- 
quently be exercised without court 
sanction, or which could be sued 
upon in court as a routine, the 
burden of controverting the evidence 
of the instrument lying with the 
debtor. 

The consequence of this change in 
credit technique is demonstrated by 
the cases we have cited. These cases 
involve consumers of low incomes who, 
by a mere signature on a document, 


20 The question of relative costs of mer- 
chandising for cash used on open-book credit is, 
of course,*extremely controversial. Our state- 
ment shoujd perhaps be qualified by adding that 
the cost to the merchant of open-book credit 
was not large and perhaps was compensated for 
by competitive advantages. = ° 

4] .e., wage assignments and conditional sales 
contracts, j 
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may commit themselves to a contract 
which may mean years of hardship 
for themselves and their fam lies; who 
co not comprehend the rights granted 
to the creditor by their siznetures; 
who are unable to unders-and the 
price which they pay for crecit as it is 
stated at present; and who, whea they 
are faced with fraud or questionable 
practice on the part of the in-ta_Iment 
seller or finance agency, are atber un- 
aware of their legal rights or aze unable 
to hire legal service to state their cases 
properly. 

One seeks in vain for a lozical dis- 
tinction between the installmert and 
the cash loan contract, wher2 persons 
cf small income are concerned. The 
lagal line of distinction is fine and the 
economic distinction does rot exist. 
A recent case in the Appellete Court 
cf Illinois 2? was decided on a basis of 
the following facts: An attomobile 
cwner took his car to a garege to be 
repaired. The cost of repairs was es- 
timated at $36 and the ownez ordered 
the work done. Later he was notified 
that the work would cost mcre. The 
car was completely repaired anc a bill 
for $218.35 rendered. Th> owner 
paid $10 down, took the car, aad signed 
= chattel mortgage and note mn the 
cum of $300.16 which incladed the 
balance of the repair bill, zecording 
fee, Insurance, and interest om the de- 
` ferred payment contract amounzing to 

$79.51. The owner was dssatisfied 
with the work and paid nothing on the 
note. The mortgage was forezlosed, 
the car sold, and a deficiency judgment 
for $85.36 was claimed. 

The garageman was charged with 
breach of the regulatory small loan 
act. The court decided that ethe de- 
fendant had not made a loan ofsnoney, 
that the statute was applicable only 

„to Joans ofsmoney, and that it should 


2 People of the State of Illinois v. John Y. 
Morse, 270 Ill. App. 207 (1983). ‘ 
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not be enlarged by construction so as 
to include an arrangement whereby a 
bill for repairs may be paid in install- 
ments. 


NECESSITY ror SUPERVISION 


It is obvious that only a part of the 
large number of consumers using in- 
stallment credit need the protection 
of supervision or regulation of the 
business. This is true of most mar- 
kets which have been subjected to 
public supervision, and does not in- 
flyence its propriety. The United 
States Supreme Court has stated the 
accepted rule as follows: 


Tt does not follow that because a trans- 
action, separately considered, is innocuous 
it may not be included in a prohibition the 
scope of which is regarded as essential in 
the legislative judgment to accomplish a 
purpose within the admitted power of the 
Government.?8 


Twenty-five years ago the abuse of 
certain legal instruments by money 
lenders resulted in legislative restric- 
tions of use of these instruments to 
secure money contracts. More re- 
cently, the necessitous and unthinking 
borrower has been protected in the 
majority of ‘states by the licensing, 
bonding, and supervision of persons 
engaged in making small Joans. The 
rise of installment selling has opened 
wide gaps in this regulatory armor and 
exposed large groups of consumers to 
abusive practices. As in the small 
loan field, society will probably begin 
by restricting the use of certain collec- 
tion instruments and end by finding 
complete supervision necessary. Un- 
til then the abuses of installment sell- 
ing will probably increase, not because 
the bulk of the business will not be 
done by decent self-respecting citizens, 
but because the essential relationship 


% Purity Extract Co. v. Lynch, 226 U. S. 192 
(1912). 
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between buyer and seller on install- abuse of the consumer by the unethical 
ment contracts is one which permits minority. 
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Retailer and Consumer under the New Deal’ 


By Q. Forrest WALKER 


“AT EW social concepts of business are 

developing. They are reflected 
not only by the basic principles under- 
lying the National Industrial Recovery 
Act, the Securities Act, and various 
proposed measures for social reform, 
but also by a growing coħviction among 
practical ‘business men that methods 
must be devised to lessen the social and 
economic burdens of recurrent depres- 
sion. Perhaps mote than previously, 
our political philosophy contemplates 
the achievement of a “more abun- 
dant life?” for the great masses of 
people. 

Retailing itself must be adjusted to 
the new philosophy of providing greater 
values for the consumer. If consumer 
income is to buy a larger and better 
store of the material goods necessary 
for the “more abundant life,” retailing 
must develop new types of research and 
educational methods which will raise 
the standards of the retail craft; it must 
assist in improving the national stand- 
ard of living. The vending-machine 
theory of retailing must be replaced 
by the purchasing-agent theory. No 
longer can the merchant be merely a 
creator of time, place, and service 
utilities; he must become a true com- 
munity purchasing agent. 

t Eprror’s Nore.—Mr. Walker was asked to 
discuss the topics of this volume in order that the 
point of view of the retailer—in one sense the 
liaison between consumer and industry~—might 
appear. Some duplication was inevitable, but 
Mr. Walker believes his article should be pre- 
sented without regard to others, in order that the 
reader may judge not only the topicg of interest 
to retailers, but also their relative importance. 
Under these circumstances the editor has not 
atgempted te correlate this paper with others, 
and particularly with the one on price fixing, 
where the overlapping is mést evident, 


EFFECTS OF ADVERTISED BRANDS 


This newer theory of retailing has 
become even more necessary with the 
rapidly growing multiplicity of ad- 
vertised brands. ‘Today the consumer 
is under an incessant barrage of brand 
advertising for nearly everything he 
eats, drinks, wears, or uses. In a re- 
cent survey ? of the number of brands 
of selected items purchased by families 
in Greater Milwaukee, we find 87 
brands of breakfast foods, 46 of flour, 
37 of baking powder, 101 of packaged 
coffee, 77 of cleansing powders and 
softeners, 256 of toothbrushes, 76 of 
tooth paste, 110 of electric washing 
machines, and so forth. 

It is not our intention to condemn 
the advertised brand as a merchan- 
dising device. It has contributed 
much to the improvement of living 
standards. It has aided materially in 
promoting large volume distribution of 
wholly useful and meritorious products. 
But during the past two decades the 
multiplicity of advertised brands has 
considerably increased the difficulty of 
buying intelligently. It has been a 
primary factor in the creation of an 
excessive number of retail outlets. 
Thousands of poorly equipped indi- 
viduals enter the retail field annually 
because it is assumed that being a 
merchant is simply a problem of se- 
curing a little capital, a location, and 
a stock of advertised brands.* This 


* Report of the President’s Research Com- 
mittee in Social Trends, Vol. II, pp. 876~ 
877. 

3 The Census of Distribution in 1929 shows 
that we had some 1,543,000 retail stores. The 
census divides them into two groups of more than 
77 0,000 each. In one group, the average annual 
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condition contributes in no small 
measure to the high rate of business 
mortality among small retailers. It 
has strengthened and fostered the 
vending-machine concept of retail func- 
tions and delayed progress toward an 
improved retail art. There is no sim- 
ple solution of the problem. Probably 
the social costs of this competition can 
be reduced only by the slow processes 
of education of both retailers and 
consumers. 

In order to prevent overcrowding in 
the retail field, some students of diş- 
tribution believe that a certificate of 
public convenience and necessity | for 
the opening of a new retail store should 
be required. It is doubtful if such a 
plan would serve any good social pur- 
pose. Serious as the wastes of distri- 
bution are, we can ill afford to close 
the doors of opportunity in this field. 
The small retailers, as well as the 
farmers, are powerful bulwarks of 
property rights. Both serve to keep 
new types of so-called “economic 
liberalism” from running riot. 


e 
GOVERNMENT PROTECTION OF THE 
CONSUMER 


Instead of attempting to increase the 
efficiency or the intelligence in the re- 
tail trade, it is often assumed that 
if Government forces standards up- 
on manufacturing industry, consumers 
will be safeguarded to a far greater 
extent than at present. True it is that 
the power of Government has been 
beneficially exerted to require honest 
weights and measures and to promote 
the public health and safety by pure 
food and drug and other protective 
legislation. But it is doubtful if Gov- 
ernment can do more than establish 
certain minimum standards of physical 





sales are about $5,500; in the other group, 
$58,000. More than 75 per cent of the total 
number of stores have sales of less than $30,000 
annually. 
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quality for that limited class of prod- 
ucts, the use of which is intimately 
related to public health and safety. 
It is also doubtful if its sphere can be 
much extended without public regula- 
tion and control on a scale incompatible 
with our ideals of economic liberty: 
Only in the public utility and railroad 
fields does the state regulate both prices 
and standards of service. 

It is currently urged that codes of 
fair competition should provide for 
standards of quality for the protection 
of the consumer. Such pleas overlook 
the practical difficulty of standardizing 
the almost infinite degrees of quality 
which are necessary for a wide range of 
consumer’s goods. For many prod- 
ucts, even -minimum standards arè 
well-nigh impossible of determination 
and acceptance either by the trade or 
by the consumer. To set up standards 
by the processes of infinite compromise 
which characterize code making would 
yield very doubtful results. Standards 
can best be established by impartial 
boards of experts after publie hearings 
which give full opportunity for manu- 
facturers, distributors, and consumers 
to present their points of view. No 
code authority should be granted such 
power because no authority yet con- 
stituted properly represents the con- 
sumer interest in standards. 

Government can protect the con- 
sumer by carrying on a vigorous cam- 
paign against unfair competition and 
public deception through false and 
misleading advertising. In the rush 
to complete codes, it seems to have 
been largely overlooked that the Fed- 
eral Trade Commission has done 
notably constructive work in this field 
and that it is better equipped than the 
dominayt interests on code authorities 
to ascertain facts and mete out punish- 
ment for offenses. The Commission 
has behind it a large experience” a” 
highly | developed procedure, and a 
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trained staff. It is an integzal part of 
Government, and its decistons carry 
with them greater authority zhan those 
of any code group. It is unfortunate 
indeed that a governmental agency 
with a splendid record in this field 
should be handicapped by lack cf funds 
to prosecute this task a-decuately. 
The standard prohibitions agairst false 
and misleading advertising iachıded in 
most codes of fair competition have 
been largely borrowed from the experi- 
ənce of the Commission. It is to be 
hoped that administration of these 
clauses at least can be returaec to the 
Commission rather than in-rusted to 
several hundred code authortie. 


-CODE RESTRICTION OF COMPETITION 


During the depression corsumer in- 
comes have fallen to low Evels. In 
many instances, because it hes been 
the objective of industry to reduce 
tosts and to produce at bw prices 
which would permit output to be 
absorbed, wages have been fozced to 
unsocially low levels. In 30 far as 
the National Industrial Ree@very Act 
has eliminated competitive advantage 
based on exploitation of labor, it has 
served a truly noble purpose. But in 
order to raise wages, shorten rours, and 
abolish child labor, it has been deemed 
necessary to offer an incentive to in- 
dustry. Thus the act itsel provides 
for codes which shall eliminate unfair 
competitive practices. Unfcrtvnately, 
many of the trade-practice provisions 
already approved go far bzycnd the 
elimination of unfair practices; they 
zo so far as to restrict competition 
itself. 

We must, of course, make ali possi- 
ble allowance for the inevizatle mis- 
takes incident to the imperatjre need 
of codes which would increase employ- 
ment and raise wages. The fact re- 
° mains that machinery has b2en set up 
within industry which will undoubtedly 
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foster monopolistic practices no matter 
how threatening the general code pro- 
hibition against such practices may ap- 
pear to be. It is the duty of the pro- 
gressive retailer, as the agent of the 
inarticulate consumer, to oppose the 
uneconomic provisions which have 
been inserted into codes by selfish inter- 
ests. After all, the New Deal can 
provide no better means of protection 
for the consuming public than rational 
competition. 

No one can examine the many pro- 
posed codes without being impressed 
with the fact that code sponsors -are 
engaged in a great scramble to secure 
direct and indirect price-fixing powers. 
These proposals range from efforts to 
reduce or eliminate quantity discounts 
to outright plans for resale price main- 
tenance. ‘The pressure for price con- 
trol by code sponisors is so strong that 
even when specific grant of such power 
is denied in approved codes, it is 
reasonable to assume that the inevita- 
ble results in actual operation under 
codes must be to remove a large part 
of the price-making proaess from ra- 
tional competition. This can easily 
lead to a price structure which will 
defeat the very purposes of the act. 
Prices can be pushed up to such levels 
that any reasonable increase in pur- 
chasing power will still not be able to 
absorb output. We may then expect 
decreased physical output and more 
unemployment. If this happens, the 
alternatives are either abandonment of 
any trade-practice provisions which 
encourage price collusion, or Govern- 
ment regulation of prices on a scale 
never before attempted in peace 
times. 


Prick CUTTING 


The plea for price-control provisions 
is advanced on the ground that ‘‘de- 
structive and predatory” price cutting 
has depressed wages, eliminated profits, 
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and wrecked industry. There is in- 
tolerable confusion of thought about 
the precise meaning of-these terms. 
There is complete failure to differenti- 
ate between price reductions forced 
by economie necessity, low prices aris- 
ing out of low operating costs, and 
price cutting resorted to regardless of 
whether it is economic or uneconomic. 
The high-cost, full-service distributor 
condemns the low-cost, limited-service 
distributor as a predatory price cutter 
when the latter:attempts to defend his 
lower economic costs from the purely 
malicious attacks of the former. The 
high-cost manufacturer charges the 
low-cost manufacturer with predatory 
price cutting when the latter sells 
substantially the same article at lower 
prices. The producer, under the im- 
perative necessity of realizing sufficient 
cash to meet fixed charges to avoid 
bankruptcy or receivership, acquires 
the predatory taint if he attempts to 
save his business. The Federal Trade 
Commission, after some effort to ascer- 
tain the true meaning of these terms, 
aptly concluded that they mean “ob- 
jections to a practice by some one.” 

Obviously, there is no system of 
competition which does not involve 
price variations which in and of them- 
selves may injure various businesses 
which are unable to meet such prices. 
A price which is destructive for one 
business may be highly profitable for 
another. We have witnessed much 
deplorable price cutting during the 
depression for the purpose of keeping 
enterprise solvent, and no code can 
properly deprive a business of its right 
to preserve its economic existence if 
there is no resort to unsocial means to 
attain that end. Price cutting based 
on valid economic grounds is responsi- 
ble for industrial progress. It pro- 
motes the “more abundant life,” and 
its social costs are insignificant com- 
pared with its social benefits. 
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OPEN PRICE ASSOCIATIONS 


Manufacturing industries which 
have felt the pressure of economic 
competition have succeeded in insert- 
ing in codes price-control provisions 
which are of special interest to the: 
ultimate consumer who must finally 
foot the bill. A number of codes 
sanction open price associations. Each 
code member is required to file his list 
prices, discounts, ahd terms with his 
eode authoritye These data are then 
furnished to all code members. Ordi- 
narily, no change can be made in these 
fixed prices without advance notice 
sufficient to permit all competitors to 
file new schedules of prices to become 
effective at the same time. 

There can be little objection to filing 
for statistical purposes the records of 
prices in transactions which have al- 
ready been consummated. But the 
danger in the open price association 
coupled with the advance notice system 
is that price collusion is promoted to 
the detriment of the consumer. It is 
not unlikely that this machinery, in the 
absence of effective official control, will 
cause many unwarranted price ad- 
vances. How such price associations 
afford protection to small businesses 
and how they prevent monopolistic 
practices is difficult to understand. If 
price increases are questioned by an 
aroused public, the Government will 
be compelled to step into the situation 
and determine the economic justifica- 
tion for the price increases. Conse- 
quently, the system invites a large 
measure of governmental control over 
prices if the consumer is to be protected. 


Cost DETERMINATION 


Codes, seek to control price cutting 
by extensive use of clauses which pro- 
hibit sales below cost. “Cost” is a 
highly variable concept. In general, * 
it is to be determined by uniform 
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standard methods of accounting ap- 
proved by independent accountants, or 
the code authority itself, ard =ubject 
also to the approval of tte Admin- 
istrator. Some codes provide for 
“reasonable” or “‘representative”’ costs 
similarly approved. Others specify 
certain items of indirect cost which 
must be included. Code members are 
guilty of unfair competition Ë they sell 
below their own individual casts or 
below reasonable ‘and representative 
costs so established. ‘Phe practice is 
not uniform, but exceptions ere usually 
allowed for sales below individuzl costs 
to meet competition, to close out 
stocks, and to meet financial emer- 
gencies. In the men’s clothing code, 
“cost” is defined to include ‘eost of 
piece goods consumed, trimmings, cut- 
ting and making; and a percentage on 
selling price to cover all overhead.” 

If these cost clauses result iz more 
accurate cost finding, uneconomic price 
cutting arising from lack of <nowledge 
of true costs may be reduced somewhat. 
But unit cost is a function of produc- 
tion. Unit costs cannot be measured 
until the total number of waits to be 
produced and sold is known. ‘The cost 
concept must obviously be q.1al ied by 
many exceptions. In some: instances 
it can become a powerful factor tending 
toward unwarranted increases ix. price. 
To fix a reasonable, represemta-ive, or 
average cost may afford some kelp to 
marginal concerns. On the cthe> hand, 
the more efficient comparies either 
have their profits inflated c they 
can take business away from tke mar- 
ginal concerns by offering aditional 
services to the consumer. 

The average is a useful stetistical 
device, but it is subject to very Jefinite 
limitations in practice. Wie it be- 
comes the instrument for determina- 
tion of cogts in highly complex enter- 
” prises, its use leads to unfortunzte and 
grotesque results. Compary A may 
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have lower costs than Company B for 
an infinite variety of reasons. Assum- 
ing that its low costs have not been 
achieved by payment of unsocial 
wages, there would seem to be little 
value in limiting competition at the 
point of average cost for companies in 
an industry. Codes should not restrict ` 
socially desirable low-cost competition 
which stimulates invention and the 
continuing search for cheaper and more 
efficient methods of doing business. 
The average cost lintitation is simi- 
lar in its effects to a tariff barrier. 
Since wages are fixed at minimum 
levels for all members of an industry, 
additional protection would seem to 
have little merit. A given plant may 
produce a large number of different 
articles some of which must be sold 
near, at, or even below direct manu- 
facturing costs. The use of the aver- 
age-cost theory would bar their produc- 
tion and sale. ‘There is no simple path 
through the economic wilderness of 
joint costs. Similarly, retail mer- 
chandise is sold under conditions of 
joint cost, and, as will be explained 
later, cost restrictions in the Retail 
Code are of doubtful value. We can- 
not add economic advantages and dis- 
advantages, divide by two, and solve 
our problems. 
fe Since the obvious normal objective 
of all business enterprise is to sell 
above cost of production, it would seem 
that the cost clauses should be limited 
to the formulation of sound methods of 
cost determination without any legal 
prohibitions as to what the price 
should be. Such a program would con- 
tribute much to intelligent industrial 
management, simplify administrative 
problems, and ultimately afford greater 
protection to the consumer. 


Resare Prick FIXING 


The attempt to fix resale prices has 
arisen in connection with several 
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codes. The essential purpose of these 
plans is to abolish all competition in 
the distribution of trade-marked arti- 
cles by giving the manufacturer the 
right to fix the retailer’s price. For 
over a generation, resale price fixing 
has been before the public. There 
have been numerous public hearings, 
and no other single distribution prob- 
lem has been so exhaustively debated. 
Proponents are chiefly the manufac- 
turers of nationally advertised brands 
and proprietary preparations, and small 
drug and book distributors. The fight 
of the drug stores has been largely 
aided and abetted by the manufactur- 
ers. The opponents are principally 
the American Farm Bureau Federation, 
the American Federation of Labor, 
the National Retail Dry Goods Asso- 
ciation, and more or less inarticulate 
consumer organizations. The Federal 
Trade Commission has likewise con- 
demned this method of price fixing. 

If resale price fixing is allowed in any 
code, it will be a cardinal mistake of 
the National Recovery Administration. 
This is truee not only because these 
plans would give to manufacturers of 
brands control of distributing machin- 
ery in which they have not invested a 
single dollar, but also because no 
system of price fixing is more vicious in 
its effects upon prices of consumption 
goods. 


REGIONAL MINMUMS AND CASH 
DISCOUNTS 


Price fixing is planned for the oil 
industry and has been attempted for 
the dyeing and cleaning business 
through establishment of basic re- 
gional minimums. In the latter case 
it is evident that the minimums were 
far too high as originally set, and did 
not make any allowance for the wide 
differences in costs due to differing 
services rendered. It seems doubtful 
if any minimums can be set which yill 
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be fair alike to the industry and the 
consumer. Many cleaning and dyeing 
concerns do repair and pressing work, 
and true cost finding is complicated by 
this factor as well as by a whole range 
of variables such as rent, character of 
service rendered, labor, and other’ 
costs. And these considerations are 
quite apart from the legal difficulties 
which may attend enforcement of any 
minimums. 

Many codes havé accomplished in- 
direct price inereases by reduction of 
discounts formerly granted to retailers. 
There is no real objection on the part 
of retailers to inclusion of maximum 
cash discounts in codes if these maxi- 
mums are not less than those which 
have formerly prevailed in the industry. 
These discounts, while called “cash 
discounts,” are not purely compensa- 
tion for the use of money. They rep- 
resent a method of classifying credit 
risks among retailers and have been a 
powerful factor in promoting prompt 
payment by retailers to the great ad- 
vantage of manufacturers and many 
retailers with adequate cash resources. 
The high cash discount which prevails 
in style merchandise is a necessary 
device by which retailers build up a 
gross margin cushion to cover inevitable 
losses arising from mark-downs on this 
type of merchandise. Reduction of 
these allowances by code necessitates 
substantial changes in retail account- 
ing. In some cases, retail price Jines 
are relatively fixed and it is practically 
inexpedient to advance prices suffi- 
ciently to cover the lost discount. 
The retailer must either bear the added 
cost or suffer loss in sales volume. 


Loss LEADERS 


The Retail Code is of special interest 
to the consumer. It defines certain 
limitations to competition in distribu- 
tion. The use of the so-called “Iéss * 
leader” is banned as an unfair trade 
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practice. Loss leaders are described 
as “articles often sold below cost to the 
merchant for the purpose of ‘attracting 
trade.” The code says: 


This practice results, of course, either in 
efforts by the merchant to make up the loss 
‘by charging more than a reasonable profit 
for other articles, or else in driving the 
small merchant with little capital out of 
legitimate business. It works back against 
the producer of raw materials on farms and 
in industry and against the labor so em- 
ployed. 


Retail cost has been interpreted to 
mean “actual net delivered cost less 
discounts or current replacement cost 
whichever is lower.” The code also 
provides that the “selling price of 
articles to the consumer should include 
an allowance for actual wages of store 
labor to be fixed and published from 
time to time by the Trade Authority.” 
Any retailer may meet any competitor’s 
price if set in conformity with the 
above cost rule. Retailers may sell 
below cost for the purposes of bona fide 
clearances, and disposal of highly 
perishable merchandise, imperfect or 
actually damaged merchandise, and 
discontinued lines. The cost rule need 
not be obeyed in cases of sales by a 
merchant in final liquidation, contract 
sales to certain classes of buyers not for 
resale, or sales of drugs and drug sun- 
dries to physicians, nurses, dentists, 
veterinarians, or hospitals. True co- 
operatives are not required to observe 
the cost restriction. A competitive 
retailer may not reduce his price to 
meet prices permitted under the excep- 
tions. 

Subject to the exceptions noted, a 
loss leader is apparently an article sold 
by a merchant at a price below net 
delivered invoice cost plus some fixed 
allowance for actual wages of store 
labor. Few retailers will subscribe to 
e th code dictum that when they use a 
loss leader they endeavor to secure 
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more than a reasonable price for other 
articles. They can see little economic 
difference in selling an article below net 
invoice cost and selling the same article 
at a higher price with advertising ex- 
penditure of equal amount. Both 
methods of bringing greater numbers of 
customers into a store speed the sale of 
merchandise and spread costs over a 
larger sales base. If aggregate sales 
are increased by loss leaders, operating 
costs per unit of sales tend to decline 
and the retailer needs less margin on 
his other merchandise. 

Actually, no retailer in a competitive 
area, can charge unreasonable prices on 
oter merchandise to compensate for 
direct loss on a leader. Competition 
gives the consumer maximum protec- 
tion. Very little merchandise is will- 
ingly sold at or below cost, and the 
loss-leader practice, like other forms of 
advertising, is definitely limited by its 
costs. ‘The loss leader is often one of 
the cheapest forms of advertising for 
the small merchant. The large mer- 
chant can undertake other forms of ad- 
vertising which are pragtically pro- 
hibitive to the small merchant. 

Consumers are not misled by loss- 
leader selling. Knowledge of com- 
parative prices is too widespread, 
especially in the case of branded 
merchandise, for the customer to be 
deceived. In fact, it has been found 
that customers make a habit of taking 
advantage of loss leaders. If the loss 
leader is merely for the purpose of 
bringing customers into a store with no 
intention of selling the advertised item, 
there is deception; but generally the 
consumer avoids retailers who resort to 
such measures. 


Errect or Net-Invoicze-Cost 
LIMITATION 
Any restriction on the selling price 
of merchandise is probably unwise. 
In the long run, retailing and other 
® 
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businesses are best served when the 
economic penalty for business folly is 
most severe. No code for retailing can 
make merchants more efficient. We 
cannot create business sagacity by 
legislative means. 


The true effect of the net-invoice- 


cost limitation in the Retail Code is 
simply to broaden the basis of competi- 
tion. In other words, when there is no 
restriction on selling prices, a very 
limited number of articles fall below net 
invoice cost, because the loss definitely 
limits the practice. When merchants 
are free to engage in competition 
which is legally limited to net invoice 
cost, a much larger number of artieles 
are forced down to the minimum selling 
price. This competitive process con- 
tinues until the aggregate losses equal 
or exceed the aggregate losses sustained 
formerly on the loss leaders. ‘The sole 
effect of the net-invoice-cost limitation 
is to stimulate temporarily ignorant 
and inefficient competition. 

When loss leaders are used, it is 
alleged that the consumer is over- 
charged on ofher items. If this allega- 
tion were true, then the sale of a greatly 
increased number of articles at net in- 
voice cost would necessitate sale of the 
remaining items in the store at even 
higher prices. It would seem that the 
prohibition of the loss leader will make 
very little difference to the consumer, 
and perhaps it may intensify the strug- 
gle of the small merchant for economic 
survival. 


LABOR DIFFERENTIALS 


The addition to net invoice cost of 
an allowance to cover actual wages of 
store labor is likewise of doubtful merit. 
No retailer knows what his true costs 
for selling an individual article are, be- 
cause no practical system of accounting 
has yet been devised which will permit 
such determination. No average fig- 
ure can be applied with any semblance 
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of equity, because of the infinite varia- 
tions in the labor costs of selling par- 
ticular items. Retail merchandise is 
sold under conditions of insoluble joint 
costs. If this arbitrary labor mark-up 
is required to be added to net invoice 
cost, the number of items sold at this 
minimum price will: greatly increase. 
Each merchant will gamble for patron- 
age upon the basis of the selling loss 
which he thinks he can afford. If this 
provision is made*effective, we may 
expect uneconomic retail pricing to 
increase. 

How such provisions can ultimately 
help the retailer is very obscure to 
retailers who desire to penetrate the 
jungles of costly competition. More- 
over, many forms of retail operations 
such as cash and carry, cash and 
delivery, cash and credit, and limited 
service forms are properly entitled to 
varying labor differentials. Otherwise 
the limited-service enterprises are 
placed on the same basis as full-service 
enterprises at the crucial point of 
competition. Certainly, cost restric- 
tions are of doubtful value, and they 
may retard progress toward more effi- 
cient retailing. 


Worx or THE Consumers’ ADVISORY 
Boarp 


There have been vigorous criticisms 
of the work of the Consumers’ Advisory 
Board, but usually its critics fail to give 
proper consideration to the fact that 
the imperative immediate objectives of 
the National Recovery Administration 
have been to raise wages and shorten 
hours. In accomplishing this, the 
consumer’s interest in codes apparently 
has been considered less important 
than the compromises on fair trade 
provisions. Nevertheless, the Con- 
sumers’ Advisory Board has done 
much important work which has largely 
escaped the notice of its crifics. s 

The New Deal is causing sweeping 
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readjustments ‘in price struczur2s and 
producer relationships. Som= aze con- 
structive; others are destractive of 
true economic and social liberty The 
most important task ahead af the 
Consumers’ Advisory Board is to ob- 
serve the workings of codes end to 
campaign vigorously for the rescind- 
ment of clauses which are traly inimi- 
cal to consumers. It is to be hoped 
that its plans for effective organiza- 
tion of consumers through Iccal coun- 
cils may be successful in giv-ng it the 
support which its function requires. 
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The Board needs the active codpera- 
tion of the purchasing-agent type of 
retailer if it is to stimulate an awakened 
interest in aiding the consumer to 
achieve a “more abundant life.” There 
can be no economic liberalism worthy 
of the name, which exalts special 
privilege for highly organized groups 
and neglects full consideration of the 
unorganized and inarticulate millions. 
Perhaps Dr. Douglas was right when he 
said: “The consumer may be the “for- 
gotten man’ of the Roosevelt adminis- 
tration.” Who knows? 


Mr. Q. Forrezt Walker is economist for R. H. Macy 
and Company, Inzorporated, of New Yoris City, the 
largest single dzpcrtment store in the United States. 
For many yeare he was lecturer on investments at the 
New York Chapter of the American Institute of Bank- 


ing. 


Prior to eis present affiliation he was economist 


with the industrial and tax divisions of the National 
City Company. During the past several years he has 
been prominently identified with opposition to price 


fixing legislatior. 


Price Fixing: The Consumer Faces Monopoly 
By W. N. Loucgs 


HE life of the National Recovery 

Administration has been charac- 
terized by a series of crises, one of 
the latest and most serious of 
which has been occasioned by price- 
fixing provisions in codes and price-fix- 
ing activities of code authorities. It 
is the purpose of the following discus- 
sion to examine price-fixing under 
codes with particular reference to the 
consequences to consumers. ° 


BACKGROUND AND PuRPOSES OF 
Recovery Act 


As a background we should note 
briefly the price situation prevailing 
during the depression years of 1930 to 
1933. As the depression forces gained 
momentum, industries found their do- 
mestic and foreign markets slipping 
from them. Sales managers discov- 
ered their kattle array of consumer 
stimulants to be impotent. Price-cut- 
ting was resorted to and soon entered 
the realm truly described as “cut- 
throat.” Prices were cut at the ex- 
pense of dividends, salaries, wages, 
and interest. Bankruptcies and re- 
ceiverships only stimulated further 
price competition. As receivers rep- 
resenting bondholders took over enter- 
prises they were relieved of the neces- 
sity of including bond interest in their 
calculations of cost and thus were en- 
abled to drop price quotations to still 
lower levels, forcing competitors to fall 
into line. Prices in many cases fell to 
levels wholly out of line with what 
from a cost accountant’s viewpoint 
were true unit costs. 

Our industrial giants clung tena- 
ciously to life during the depression, 
each hoping that the other or othegs in 


his line would soon be eliminated by- 
price competition and the competitive 
struggle thus eased. Important over- 
head costs continued whether or not 
the plant operated, and largely regard- 
less of the quantity of goods turned 
out. Anything received over actual 
out-of-pocket expenses was available 
to meet overhead expenses, and in a 
sense became a profit sufficient to in- 
duce production to continue despite 
the failure of prices to meet total costs. 
Meanwhile the lack of employment 
opportunities offered the owners and 
operators of smaller business units no 
alternative but to stick to their busi- 
ness ships and attempt to meet the 
prices of their competitors. In fact in 
many cases the smaller units in an in- 
dustry experienced competitive ad- 
vantages arising out of their relatively 
smaller overhead costs and the result- 
ant greater all-round flexibility of 
costs. Each competitive cut in prices 
forced new calculations of costs in 
which cost concepts were adapted to 
the necessities of meeting competitors’ 
prices. American business was in a 
tail spin of cutthroat price competition 
achieving such momentum that busi- 
ness men began to feel that the result 
could be nothing less than a liquidation 
of our entire capital structure. 

The 1932 Democratic campaign 
promises to do something about this 
situation took form in the National In- 
dustrial Recovery Act, which had sev- 
eral codsdinated purposes: to spread 
existing employment by shortening the 
work-week of those still employed; to 
increase the volume of purchasing 
power spent on our markets by raising ~ 
wages; to create more jobs for adults 
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ky prohibiting child labor; td relieve 
business of certain cutthroat practices 
which had been created or iriensified 
ky the depression; and to inc-2a3e em- 
ployment opportunities directly and 
to inject purchasing power nto the 
arteries of trade through an =xtensive 
public works program. Witz the ex- 
ception of the last, these cbjectives 
were to be achieved through *eccdes of 
fair competition” which, beimg set up 
jointly by industry and Government, 
were to specify the detgiled vues for 
industry whereby the general>ecovery 
purposes of the act were to be eccom- 
plished. 


Provisions or Proposep Copes 


The first section of the Na- .omal In- 
dustrial Recovery Act declares L to be 
the policy of Congress, amag other 
things, “to eliminate unfer trade 
practices.” In accordance ~ith this 
provision, trade associations aresented 
for governmental approval codes 
which, in addition to their hcur. wage, 
and age provisions, containec prohibi- 
Lions or mandates covering a wide va- 
riety of trade practices wkch they 
“elt should be either elimmated or 
made universally mandatory =n the in- 
dustry concerned. Practice= prohib- 
ited by some of the propos=d codes, 
such as “commercial bribe-y,” were 
clearly defined cutthroat devices, while 
others were more subtle anc o? more 
zecent origin. Obviously, allth2 trade 
>ractices covered by the rəposed 
codes had some bearing on price com- 
petition. 

Most of the groups proposme codes 
“or approval interpreted the scazement 
of policy quoted above as e1troriza- 
tion for inclusion in the codes of cer- 
tain prohibitory or mandatc-y provi- 
sions directly concerning piœs. It 
would be most interesting to know 

“whether such was the inten: o? those 
who conceived the idea anc o? those 
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who framed the terminology of the act 
itself. Pending some more definite 
confession of parenthood: than has 
been forthcoming to date, this point 
must remain in doubt, although the 
probability that at least foster parent- 
hood resides somewhere in “big busi- 
ness” creates a presumption that its 
writers intentionally created in the act 
a berth for specific code provisions 
dealing directly with price practices. 

Only those who have carefully pe- 
rused the codes submitted during the 
first several months of the National 
Recovery Administration’s life have 
any conception of what the code writ- 
ers Asked for. ‘The diversity and the 
subtlety of the price-control provisions 
sought by trade associations constitute 
a monument to the ingenuity of Amer- 
ican business men,.while the brazen- 
ness with which in some cases an 
unadulterated and uncontrolled mo- 
nopoly was asked for is a tribute to the 
complete failure of some business 
groups to comprehend the essentially 
social function of business and indus- 
trial activity. ” 


MODIFICATION OF CODES 


On the whole, the early codes as 
approved by the National Recovery 
Administration contained quite differ- 
ent price provisions than were pro- 
posed by their original framers. 
Credit for modifications in the interest 
of the consumer must be shared by the 
Consumers Advisory Board of the 
NRA, certain of the deputy adminis- 
trators who were men of social vision 
and sincere purpose, and certain of the 
industrialists who were amenable to 
suggestions that the true, long-run in- 
terests of their industries are not in all 
cases diametrically oppcsed to con- 
sumer interests. 

The early activities of the Consum- 
ers’ Advisory Board were sadly ineffec- 
tive. A small technical staff shaped 
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an approach to the problems; in gen- 
eral, these advisers took the position 
that competition had to remain the 
bulwark of consumer protection un- 
less and until the Administration was 
willing and able to create some agency 
for the social control of the noncom- 
petitive devices proposed in many of 
the codes. 

This position was compromised in 
many cases to the extent that it was 
clear that consumer interests as well 
as producer and labor interests could 
be served only by measures which 
would modify existing cutthroat come 
petitive practices. It was urged espe- 
cially that in the natural resougce 
industries, such as coal, petroleum, and 
lumber, competition long since had 
ceased to protect consumers’ long-run 
interests, and that noncompetitive but 
governmentally controlled conditions 
should be created through the codes. 

These cardinal principles were em- 
phasized in many detailed reports to 
the deputy administrators. That in 
many cases these reports were com- 
pletely ignored and were out of line 
with the policy of the NRA at that 
time has in no way detracted from the 
essential validity of these principles. 

It is extremely interesting to note 
the recent utterances of certain high 
officials of the NRA against this back- 
ground of early official criticism of the 
price provisions by the representatives 
of the Consumers’ Advisory Board. 
Apparently certain basic difficulties 
with such code provisions on prices, al- 
though clearly evident when the pro- 
posed codes were viewed from the 
consumer angle, are just now being 
realized by those who hold the con- 
trolling strings of the National Recov- 
ery Administration.! 


Despite objections many of which 


1See NRA news release No. $114, “Inter- 

‘mediate Report” by Divisional Administrator 

Whiteside on the recent price change hearings. 
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are now widely recognized as valid, the 
great majority of the codes approved 
up to the time this is written contain 
provisions which by their very nature 
foster monopolistic price fixing. The 
variety of such devices is baffling. 
They range from those giving the code 
authority power to set a mandatory ’ 
minimum price for an entire industry 
subject to the approval of the NRA, to 
provisions which simply dull the edge 
of price competition. Merely to de- 
scribe these arrangements and devices 
would require*a volume. However, 
their vital relationship to consumer in- 
terests necessitates a brief description 
of at least the more important and rep- 
resentative provisions of this sort and 
of their potential effects upon prices. 
One or more of the devices listed below 
is found either in many approved 
codes or in the approved code for some 
major industry. 


Oprren Price SCHEDULES 


Provisions for open price schedules 
require each seller to file with the code 
authority of his industry his schedule 
of prices for all products he offers for 
sale, specifying also discounts, terms 
of sale, and so forth. No sale is per- 
mitted at any other price or on: any 
other terms than those filed. The code 
usually specifies that each schedule 
and each revised schedule so filed is to 
be sent by the code authority to each 
member of the industry, and in some 
few cases to non-members of the indus- 
try or interested parties. In a very 
few cases the code authority is obli- 
gated to supply buyers so requesting 
with copies of filed schedules. 

Each seller is privileged to change 
his filed schedule of prices at any time. 
However, practically every code con- 
taining ån open price provision speci- 
fies that a revised price schedule shall 
not become effective untile specified 
period of time has elapsed after the 
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revision has been filed with the code 
authority. This “waiting period” va- 
ries from five to twenty days, but is 
ten days in most cases. Usually com- 
petitors are granted the privilege of 
filing revisions of their prices to be- 
come effective upon the same date as 
that of the revision first filed. 

Two features of these provisions held 
special interest as price-fixing imple- 
ments. In the first place, the provi- 
sions in most cases are so worded that 
the so-called “open price” schedules in 
reality are only half optn; that is, they 
are open on the side of competing sell- 
ers but not on the side of buyers. This 
is especially true when the code au- 
thority is required to notify other 
members of the industry immediately 
upon the filing of a revised price sched- 
ule by any member. 

Careful analysis of codes with these 
provisions leads one to believe that 
they have been drafted with an eye al- 
most single to the restriction of price 
competition. Through this arrange- 
ment each seller is enabled to keep in 
constant touch with the price policy of 
every one of his competitors. It seems 
but an easy step from this to a tacit 
understanding concerning a uniform 
price policy for all sellers. The fact 
that the code authority in most cases 
assumes no obligation to make revised 
price schedules open to the public or to 
buyers facilitates this step. Consider- 
able evidence of increasing uniformity 
of prices among competitors was pre- 
sented at the hearing on price changes 
recently held in Washington.” 


*For instance, in one case cited, bids were 
asked for on 5,000 yards of a certain standard 
bookbinding cloth. Seven bids were received 
of which five were exactly the same, and the 
other two were less than one cent away. Mr. 
Keezer, of the Consumers’ Advisory® Board, in 
presenting this evidence said that although a 
former winning bid had been slightly in excess of 
9*cents, the bids referred to were around, 23 
cents. Mr. Kirkman, Purchasing Agent for the 
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INTIMIDATION or Price CUTTERS 


When, as is true in most cases, these 
half-open price schedules are combined 
with waiting periods of ten days or 
more between the date of filing a re- 
vised schedule and its effective date, 
the monopolistic potentialities of this 
device’ are tremendously expanded. 
There is widespread suspicion that the 
waiting period is designed and used to 
whip into line obstreperous producers 
who file price schedules lower than 
those of their competitors. An inter- 
esting case recently came to the writ- 
er’s attention. A new and efficient 
concern filed a price which was about 
10 per cent below the price which its 
competitors were hoping to maintain. 
The offending party received from the 
secretary of the industry’s code au- 
thority a letter from which the follow- 
ing paragraphs are taken: 


Further in reference to this same Grade 
it was pointed out that your filed prices 
were, roughly, 10 per cent less than those 
filed by your competitors. In view of their 
experience in the manufacture of a similar 
Grade they feel it doubtful that you could. 
justify such prices. Consequently, I feel 
sure that you will wish to revise your prices 
so that they will bear a closer relation to 
those of your competitors. They pointed 
out that in the event you found yourselves 
unable to codperate that it was the opinion 
of some of the members that they might 
have to resort to the procedure provided for 
in Section 4 of Article VIT of the General 
Code. Under this provision a member 
may complain to the Industry Au- 
thority in regard to your price schedule. 
This will lead to an investigation to ascer- 
tain as to whether your prices can be justi- 
fied on the basis of the Preliminary Rules 
for Determining Costs, issued by the 
Industry Authority. Such procedure is, of 








State of Maryland, reported that in one case of 
15 bids that were submitted in one letting, 14 
were identical, while in another case 12 out of 
14 were identical, and in another all 8 bids were 
exactly the same. 
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course, unpleasant and costly. I am sure 
this matter can be straightened out with- 
out resorting to such action. 

It was pointed out that in the event the 
investigation proved that your price sched- 
ule could be justified on the basis of your 
own cost that the members would then 
be forced to meet your prices. This 
would then destroy your existing competi- 
tive advantage, and merely serve to 
lower the existing price structure to no 
avail. 


The statements in this letter un- 
questionably constitute an attempted 
group intimidation of a munority 
party. In fact the concern to which 
this letter was addressed is meetgng 
the hour and wage provisions of the 
code for its industry. Moreover, the 
price quoted was a profitable price, 
even though costs were computed in 
accordance with the standard cost ac- 
counting system set up by the trade 
association in this industry. If all 
significant facts were obtamable 
throughout the codified industries, 
how many similar cases could be 
found? If there were few pieces of 
evidence in’ writing, in how many 
similar cases have intimidating threats 
been conveyed to the offending con- 
cern by word of mouth, by long dis- 
tance telephone, or by an unsigned and 
unofficial memorandum? 


Ourricur Price FIXING 


Code provisions ordering or permit- 
ting open and absolute price fixing are 
not numerous. When made a part of 
approved codes they either put the 
power to set the price in the hands of a 
governmental agency, as is the case in 
the Petroleum Code, or make the man- 
datory minimum price established by 
the code authority subject to the ap- 
proval of the NRA, as does the Clean- 


ing and Dyeing Code. Apparently the . 


NRA has been wisely loath either to 
grant direct price-fixing power to an 
b 
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industry or to accept the obligation of 
fixing prices for an industry. 

Our economic structure has ma- 
tured in an environment characterized 
by substantially free price determina- 
tion in competitive markets by sets of 
forces labeled “supply” and “de- 
mand.” The moment any new ele-’ 
ment of price fixing by authority is 
injected, the entire intricate set of 
price relationships is affected and a 
necessity created fpr price readjust- 
ments which ramify throughout our’ 
entire economy. An injection of new 
elements of price rigidity creates an 
immediate necessity for readjustments 
throughout those parts which remain 
flexible. To describe accurately even 
the major adjustments so necessitated 
would tax the competencies of our 
most able economists. Any substan- 
tial increase in the fixation of prices by 
authority in order to be measurably 
successful must be based upon compre- 
hensive economic planning for which 
the United States as yet has not even 
laid the groundwork. 

What are the dangers of outright 
price fixing? 

First, if members of an industry co- 
operate in the setting of a mandatory 
minimum price for all sellers in the 
industry, the tendency will be to make 
that price one which will yield a mo- 
nopoly profit. Wholly aside from the 
ethical question of the justice to the 
consumer of such a price, it probably 
will not serve the long-run interests of 
the industry itself, 

The experience of the cleaning and 
dyeing industry is ample evidence of 
the truth of this statement. Its mem- 
bers contended that their industry was 
so disrupted by cutthroat competition 
that théir only salvation lay in being 
given péwer to establish regional mini- 
mum prices for their service. This 
request was granted, although the. 
mihimum priceg were made subject to ~ 
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the approval of the NRA. | The first 
schedule of minimum prices estab- 
lished under this code and ‘approved 
by the Administration proved unwork- 
able, and a serious decline in the vol- 
ume of business forced a uniform 
reduction of about 20 per cent in prices. 
“The reduced price schedule which was 
approved by the Administration and 
is now in effect has so far failed to 
correct the condition. At the time 
of writing, the industry in the New 
“York City area is completely disor- 
ganized, and the pric provisions of 
the code apparently are not being 
enforced. 

It should be noted particularly that 
the NRA was no more price omnis- 
cient than was the industry itself, 
since two governmentally approved 
schedules of minimum prices have not 
materially affected the situation they 
were designed to correct. The experi- 
ence of the bituminous coal industry 
under its laboriously negotiated code 
closely parallels that of the cleaners 
and dyers. 

Second, if the price-fixing function 
is placed entirely in the hands of a gov- 
ernmental agency, there is little more 
assurance that the price so fixed will 
work in the interests of all parties con- 
cerned. It is probably advantageous 
to throw the balance of price-fixing 
power as completely as possible into 
the possession of a governmental 
agency which by and large will envis- 
age more completely the social in- 
terests involved than will a group of 
business men operating for profit. 
However, it is questionable whether 
our Federal Government is now or 
could quickly be prepared and imple- 
mented to take over the task of setting 
prices for even one major industry. 
The experiences of our state “govern- 
ments in regulating public utilities am- 
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ELIMINATION OF TRADE Discounts 


There has been a tendency to insert 
in codes limitations upon discounts 
which had come to be widely used 
throughout many industries. In some 
few cases discounts are altogether pro- 
hibited, while in others certain restric- 
tions are placed upon the practice. 

In general, these provisions concern- 
ing discounts have stiffened the credit 
practices of the codified industries. 
The buyer or consumer is of course in- 
terested in net prices, and the degree 
to which discounts off price lists have 
customarily been granted by sellers in 
reoent years makes any change in this 
practice of major importance from the - 
buyers’ viewpoint. Although discount 
practice undoubtedly has been abused 
and in some cases has become a cut- 
throat weapon, there is little doubt 
that the intent behind such code pro- 
visions has been in part to assist in 
the process of stabilizing and unifying 
prices at higher levels. 


ELIMINATION OF SECOND-QUALITY 
Goops ° 


As all' bargain-hunting housewives 
know, large quantities of “seconds” 
have in recent years been offered 
American purchasers at prices below 
those of standard first-quality mer- 
chandise. Some of the codes have in- 
cluded provisions limiting the privilege 
of the industry to dispose of second- 
quality merchandise at less than first- 
quality prices. 

It must be admitted that sales of so- 
called “seconds” have in some cases 
been used in an illegitimate, combative 
manner. On the other hand, seconds 
have been found satisfactory to many 
buyers who could not or would not 
purchase first-quality merchandise at 
purchasing 


~ ply demoftstrate the difficulties of 
- price regulation by pyblic authority. 


agent of Cornell University reports 
that his custom has been to purchase 
e 
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pencils of second quality at $2.10 a 
gross; but that “now the salesman tells 
us that they can only sell those pencils 
abroad’and we have to pay $3.75 a 
gross.” 

It is quite impossible to weigh the 
significance of these code provisions, 
but it seems apparent that they work 
in the direction of forcing some con- 
sumers in certain mstances to pur- 
chase the better commodity selling at 
a relatively higher price, regardless of 
their desire to purchase a second-qual- 
ity commodity selling at a lower price. 


Tue Basinc-Point SYSTEM. OF 
QUOTING PRICES ° 


Provisions for quoting prices on a 
basing-point system are written into 
several of the most important codes 
approved. Under this plan an indus- 
try chooses certain cities which are to 
be used as basing points; each pro- 
ducer is required to include in the 
prices he quotes freight from these 
basing points to the buyer’s city, and 
each producer is forbidden to sell at 
any other prices than those he has 
quoted in this manner. In such cases, 
although a buyer may be located only 
a short distance from the actual pro- 

ducer and seller, the freight charge 
from the nearest basing point is fig- 
ured into the seller’s list price when a 
quotation is given such a buyer. 

The merits of the basing-point sys- 
tem have been argued elsewhere at 
length, and it is impossible to review 
the pros and cons here. Our interest 
centers in the fact that such a system 
injects an artificially controlled ele- 
ment into the price structure of every 
industry using it. The arrangement 
of basing points and the construction 
of price -zones become elements of 
prime importance in determining the 
competitive advantages of various 
concerns in the industry. The con- 
sumer is Interested in the fact that the 
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net effect of this device is to dull the 
keenness of price competition. 

The codes have not created this sys- 
tem, but In some cases they have put 
their official stamp of approval upon it 
to the satisfaction of certain important 
industries which have used it for many 
years. 

It is rumored that certain pur- 
chasing agents, not to be out-smarted, 
have adopted the practice of placing 
their orders for goeds produced under 
such codes with the farthest removed 
producer within the price zone, thus 
forcing the producer actually to pay 
the freight item which has been fig- 
ured into the quoted price. 


Restrictions on New MACHINERY 


In presenting proposed codes to the 
National Recovery Administration 
many industries have contended that 
existing cutthroat competitive condi- 
tions have arisen from “excess capac- 
ity.” These claims are often sup- 
ported by elaborate charts and tables 
showing the portion of existing equip- 
ment which has not been used in re- 
cent years. This unused equipment, 
supplemented by the probable en- 
trance of new equipment upon the first 
favorable turn of prices, is held to be a 
constant menace to the market and an 
obstacle to any attempted stabiliza- 
tion of prices. Hence the proposed 
code provisions restricting the en- 
trance of new equipment into indus- 
tries. Although those offering codes 
for approval got much less than they 
asked for in this respect, there are 
scattered through the approved codes 
a variety of complex and in some 
cases very subtle provisions restrain- 
ing thoge who may become desirous of 
setting up new machinery and equip- 
ment in such industries. 

The merits of such provisions can- 
not be examined in any detail hefe;° 
they are directed at the maintenance ~= 
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cf a price structure which cou.d not 
ke maintained if the restrictions were 
rot imposed. If such provisions give 
power to bring prices up f-om cut- 
throat levels, they also give power to 
raise prices, through the rest-iction of 
qutput, above fair competitive levels. 
The consumers’ interests dictace the 
absolute necessity of placzng such 
powers in the hands of agencies sub- 
j2ct to adequate social contrci, £ they 
are to be granted at all. It is feared 
that this has not been done. Merely 
making code-authority decKions on 
such matters subject to the ap>roval 
cf the NRA does not suffice. because 
Ics facilities are entirely inadequate to 
evaluate the factors which should be 
considered. 

The significance of this enfire prob- 
ləm is enhanced by the fact that the 
new equipment which is affected in all 
probability is the most efficient 2quip- 
ment, whose use would yield the lowest 
possible unit costs of production. 


Cuiose COÖPERATION FOSTERED BY 
CODE ADMINISTRATICN 


“Activities which are extraneous to 
the codes but which are apparently 
the result of collective understandings 
which have developed through the in- 
timate relationships .. . established 
between those operating witkin trades 
or Industries” are of prime imtezest to 
consumers.? Since the interests of 
competitors are focused primarily on 
prices, it may be assumed tiat these 
collective understandings practically 
elways deal either directly or indi- 
rectly with prices. 

The informal and intangikle nature 
of these arrangements makes if quite 
mpossible to assess their extent or 
{rue significance. There is some evi- 
dence indicating that even in those in- 
dustries whose codes contain no pro- 


bad - + * P 
3 Quoted portion of sentence is frem ¿he “{p- 
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THE ANNALS oF THE ÅMERICAN ACADEMY 


visions relating directly to prices, the 
coöperation engendered by the opera- 
tion of the code includes group discus- 
sions of price policies, if not actual tacit 
agreements as to prices. The codes in 
many cases undoubtedly have created 
definite and legal centers of operations 
for industries. Getting together is no 
longer looked upon with suspicion—it 
is actually required by the codes. 

Presumably, once an industry is 
organized to administer its code, the 
members of that industry will not 
guard their discussions and under- 
standings so scrupulously that no 
action or word will exceed the powers 
and*the privileges of that code. On 
many fronts the competitive struggle 
undoubtedly has been softened by in- 
formal gentlemen’s agreements as to 
what are proper weapons of combat 
and what constitutes their legitimate 
use. In so far as these understand- 
ings affect price, as in the nature of 
business they must, their incidence is 
upon consumers who pay the resultant 
monopolistic prices. 


PROHIBITION or SALES Ar Prices 
Bretow Cost 


Most of the codes which have been 
approved to date carry provisions pro- 
hibiting any member of the industry 
from selling goods at prices which are 
less than the cost of production unless 
such selling is to meet the price of a 
competitor who is not selling at less 
than his own cost. Such provisions 
are frankly asked for by those sub- 
mitting codes, and are approved by 
the NRA on the ground that they will 
establish a “floor” below which com- 
petition, regardless of its keenness, 
cannot carry prices. In and of them- 
selves these provisions appear harm- 
less enough, since it can be reasoned 
that it is neither good business nor in 
the long-run interest of the consumer 
to sell commodities for less than their 
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cost of production. Exceptions are 
provided for disposing of out-of-style 
goods and lines of merchandise to be 
permanently cleared from stock. 

When these minimum price pro- 
visions are examined closely, however, 
it is discovered that the codes define 
cost of production to mean a great 
variety of things. In some cases the 
“average” cost of production for the 
entire industry is specified as the cost 
below which no seller is to quote 
prices. In other cases the “modal” 
cost is taken. “Reasonable” or “rep- 
resentative” cost is written into sore 
codes despite the meaningless nature 
of the terms. In most cases thespro- 
vision simply specifies that no pro- 
ducer is permitted to sell any com- 
modity at a price below his own cost 
of producing that item. 

The consumer’s chief criticism of 
these provisions is that most of them 
tend to establish as the minimum price 
for a product a cost which is higher 
than that of the most efficient pro- 
ducer in the industry. This is clearly 
the intent when reasonable, average, 
modal, or representative cost is made 
the minimum. An illustrative pro- 
vision from an approved code reads as 
follows: 


No member of the industry may sell be- 
low a fair and reasonable cost, except that 
any member may sell below his individual 
cost to meet the price of a competitor which 
is not in violation of the code. If, in the 
opinion of the Code Authority, any price 
list indicates sales below such cost which 
would prevent in this industry the effectua- 
tion of the declared policy of the Act, the 
Code Authority shall so notify the member 
whose price list is under investigation. If, 
after due notice and hearing in such manner 
as the Code Authority may prescribe, the 
Code Authority shall find that any such 
member has engaged in selling below a fair 
and reasonable cost, it shall notify the Ad- 
ministrator, who shall approve or disap- 
prove such finding. 
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For the determination of the above 
clause, the elements of cost which enter 
into the determination of a fair and reason- 
able cost shall forthwith be developed by 


_ the Code Authority for the approval of the 


Administrator, and when approved by the 
Administrator, shall be made known to all 
members of the industry. . 


In this case it is clear that any pro- 
ducer having an actual cost of pro- 
duction less than the “fair and reason- 
able” cost as deteymined by the code 
authority and approved by the Ad- 
ministrator is not to pass the advan- 
tage of this low cost on to his buyers. 
Thus the inefficient producer is pro- 
tected against the inroads more eff- 
cient competitors might otherwise 
make on his markets, profits are forced 
upon the efficient producers, and the 
consumer is deprived of the obvious 
advantage of being permitted to buy 
from the most efficient producer at the 
lower price which his efficiency makes 
possible. 


DETERMINATION OF Cost TO 
INDIVIDUAL PRODUCER 


During the early code negotiations 
the staff members of the Consumers’ 
Advisory Board objected to all provi- 
sions establishing cost as the minimum 
price unless cost was defined as the 
cost of the item to the individual con- 
cern. This would permit any pro- 
ducer to quote prices as low as the 
efficiency of his own plant warranted 
or to meet the prices of a competitor 
who was not violating the code, but 
no producer could quote prices below 
this. This avoids taking the less effi- 
cient producer’s cost as a minimum, 
and it also assigns a fairly definite 
meaning to cost. 

However, the difficulties are only 
partially solved by this device, for it 
still remains to define cost to the indi- 
vidual producer. Most codes specify 


that each member of the industry, in=— 


| 
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calculating his unit cost of production, 
shall use a standard cost accounting 
procedure to be set up by the code 
authority for that industry, subject to 


the approval of the NRA. In such: 


cases the consumer stands to lose un- 
less some agency alert to the problem 
as given the power to protect him; for, 
in setting up these standard cost ac- 
counting procedures, the trade asso- 
ciations through the code authorities 
will probably attempt to include all 
items which can be squeezed in. 

It should be remembered that in 
many if not most cases, the trade asso- 
ciation is the heart ofthe code author- 
ity and clearly dominates its decisions. 
Such questions as how large an allow- 
ance for depreciation should be made, 
or whether raw materials should be 
- figured in at actual cost or at replace- 
ment value, are suggestive of practical 
issues which are encountered in cost 
accounting procedure and which, in 
the absence of adequate consumer 
protection, will be decided against the 
interests of the consumer. The great 
significance of overhead costs in the 
modern industrial concern creates 
scores of problems of distributing total 
overhead expense items over units of 
product. The buyer of a commodity 
is vitally interested in how such items 
are calculated and distributed, for 
every decision in industries working 
under code provisions as above out- 
lined will affect the mandatory mini- 
mum prices established for all buyers. 


Although the foregoing discussion 
does not includé every type of code 
provision which has a significant bear- 
ing on prices, it should demonstrate 
the prevalence throughout approved 
codes of devices which may be justly 
referred to as price-fixing in nature. 
-Are these provisions in the public in- 


«am terest? Were the cutthroat competi- 
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tive practices existing, particularly 
during 1930 to 1933, sufficiently ne- 
farious in their consequences to justify 
the departure from competition 
created by the price provisions in.the 
approved codes? Have unwarranted 
powers to suspend the operation. of 
competitive forces been granted to the 
codperating members of our various 
industries? Will the powers granted 
be used in a sufficiently conservative 
manner to justify the grant? Or will 
the thirst for profit, whetted by the 
lean depression years, overpower long- 
visioned discretion? The consumers 
stake is clear in the answer to each of 
these questions. 


JUSTIFIED Price RAISING 


There should not be read into our 
analysis thus far any implication that 
every rise in price which has taken 
place or will take place during the life 
of the NRA is unjustified from the 
consumer’s viewpoint. Nor can we 
assume that every rise in price is due 
to the operation of the price provisions 
found in codes. The wage, hour, and 


age provisions in the codes will tend to. 


increase costs and therefore prices. 
If we may assume that these provisions 
are socially necessary, the consumer 
must accept the consequent price in- 
creases as legitimate. 

Moreover, certain past and future 
price increases may be attributable to 
our monetary policy. It has been the 
stated purpose of the Roosevelt ad- 
ministration to raise the general level 
of prices by a manipulation of our 
monetary system. Successful pursuit 
of this policy will mean that commod- 
ity prices will rise. Such a policy 
must be judged in its entirety, and it 
becomes perfectly obvious that we are 
engaged in a logical fallacy if we ap- 
prove the broad policy and, as con- 
sumers, condemn the consequent rises 
in prices of specific commodities. 

e 
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Likewise, the Administration’s agri- 
cultural program is designed to raise 
the prices of certain basic raw mate- 
rials. The resultant increases in the 
prices of commodities made from these 
materials must be accepted as legiti- 
mate as long as they are proportionate 
to the increases in raw material costs. 

To press this thought still further: 
The long-run interest of consumers 
does not dictate the perpetuation of 
those cutthroat conditions pervading 
many industries during the 1930-33 
period. The consumer has a definite 
stake in the existence of sources of 
supply which offer standard mer- 
chandise under stable marketing ĉon- 
ditions. The bankruptcy rate which 
has characterized the depression years 
is much higher than necessary to as- 
sure a continuous elimination of the 
least efficient producers from each field 
of industry. Consumers’ long-run in- 
terests are not served when cutthroat 
competition makes them the tempo- 
rary beneficiaries of subsidies taken 
from living wages and from legitimate 
returns on efficient capital equipment. 
Consequently we conclude that price 
rises—-whether due to the operation of 
price provisions in codes or not-——which 
represent a legitimate departure from 
a cutthroat situation in which capital 
values of efficient concerns were be- 
ing undermined and sub-subsistence 
wages paid, should not be considered 
as oppressive on consumers. 


Unsustiriep Price RAISING 


If, on the other hand, prices are to 
rise beyond those higher levels dic- 
tated by our monetary policy and/or 
increased labor costs and/or increased 
costs of raw materials of agricultural 
origin and/or the elimination of so- 
cially intolerable cutthroat competi- 
tion, the consumer has a just com- 
plaint. Immediately it becomes clear 
that the complexity and interrelatjons 
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of the price-raising forces set in opera- 
tion by our entire recovery program 
forestall any ‘precise separation and 


_weighing of the causal factors in any 


one specific price rise. Difficult as is 
this analytical problem, some scientific 
agencies should be implemented with 
independent sources of revenue and 
adequate staffs to permit them to ar- 
rive at conclusions at least sufficiently 
accurate to be of practical use. 

The point to be“emphasized here is 
that the price provisions in the codes 
set the stage for fust such illegitimate 
price rises. As matters now stand, 
there is no assurance that the price 
control which has been granted to in- 
dustries through code provisions will 
be used simply to bring prices out of 
the cutthroat realm, after which these 
powers will no longer be applied. 
Knowing the tendency of business 
groups to regard any price competi- 
tion as cutthroat, one can scarcely 
imagine that these powers will be 
voluntarily surrendered by business 
groups, once the actual cutthroat 
situation has passed. Our antitrust 
laws definitely have been suspended 4 
in so far as the code provisions ap- 


‘ proved by the NRA are in conflict with 


them. For instance, provisions for 
open price schedules with waiting pe- 
riods have been approved, despite the 
fact that such price practices previous 
to the National Industrial Recovery 
Act were never considered legal. 
Clearly, we are departing from com- 
petitive conditions. What do we face 
in the future? Apparently we must 
move in one of two directions. The 
passing of the emergency may bring a 
trend backward toward competition. 
Specifically, this will mean the retrac- 
tion of eertain powerful controls over 
prices which, under the National Re- 


* Pending a Supreme Court décision on the ° 


valtdity of certain aspects of the National In- «mma 


dustrial Recovery Act. 
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covery Administration, have been 
placed in the hands of business zroups 
organized by industries. Or we may 
continue toward a complete carteliza- 
tion of industry with frankly recog- 
nized authoritative price d2tecmina- 
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tion. In either event, .the so-called 

“consumer” represents a totality of 
social interests, as contrasted with in- 
dividual acquisitive interests, which it 
will be fatal to oppress. and dangerous 
to neglect. 


Dr. W. N. Loucks is assistant professor of eco- 
nomics in the Wharton School of Finance and Com- 
merce of the University of Pennsylvania. He was 
director of the stcjf of special advisers of the Con- 
sumers’ Adviscry Board of the NRA during part 


of 1983. » 


What Government Does and Might Do 
es for the Consumer 


N THE discussion which follows I 
shall not attempt to separate the 
activities of state and municipal gov- 
ernments from those of the Federal 
Government. Their functions in the 
field of consumers’ goods overlap in 
many respects and might, so far as 
legal powers and limitations are con- 
cerned, almost completely duplicate 
each other, except that the states,and 
cities, under the police powers spe- 
cially reserved to them by the Na- 
tional Constitution, could go much 
farther in actual control of production 
and quality of product than the Fed- 
eral Government could go, in the 
light of present legal precedents and 
sanctions. 

That the states actually do go much 
farther than the National Govern- 
ment at the present time is not a reflec- 
tion of a difference in legal powers, but 
rather of the greater strength of the 
consumer point of view in local gov- 
ernment, and the weaker influence and 
diminished solidarity of the great na- 
tional corporations and trade associa- 
tions and trade alliances when a single 
state’s legislation or administrative 
practices are under consideration, in 
contrast with matters of the same kind 
affecting the industry as a whole. 


Bustness Inrerests MADE 
PARAMOUNT 


It is well known that most of the 
Government services to consumers are 
incidental to or derived from or a by- 
product of its services to industry and 
trade. In fact, it is the Government’s 
constant justification of its research, 


investigational, informational, and 
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enforcement work that it should be 
supported and not be opposed by in- 
dustry, because it is primarily a means 
of promoting business interests, in- 
creasing profits, or,protecting business 
enterprises from unfair competition. 
The latter p8int is continually made 
even with respect to the Food and 
Drugs Act of 1906, which is outstand- 
ing as one of the first fundamentally 
consumer-protective Governmental 
activities. 

It is the constant boast of the Gov- 
ernment’s administrators that they are 
protecting the interests of production 
and trade by their prevention or dis- 
couragement of traffic in adulterated, 
misrepresented, or misbranded prod- 
ucts. The forwarding of such activity 
in city, state, and national government 
has always been carried out in close 
collaboration with industry and guided 
by conferences with industrial leaders 
and politicians representing trade in- 
terests, and has ever been character- 
ized by the minimum of disciplinary 
measures which would tend to main- 
tain the existing level of competitive 
activity established by industrial and 
business executives in working out 
their technical and economic ideas. 

When an official of the Food and 


_ Drug Administration said—as he did 


at one time in respect to the grossly 
faulty control of adulterated ergot, 
then under severe criticism by quali- 
fied technicians and a certain Senator 
—that the Government was endeavor- 
ing to Work the situation out in such a 
way as “not to cause unnecessary busi- 
ness losses,” he was but putting ito» 


words, in a manner perhaps a shadesmmmmass 
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thoughtless or indiscreet, the fixed 
habit of the Washington (and Albany 
and Sacramento) bureaucrat. 

A still more striking exemplification 
of this point is the fact that regulatory 
processes which protect intermediate 
(business enterpriser) consumers pri- 
marily, rather than the ultimate user 
of the product, are more fully and 
effectively enforced and with far heav- 
ier penalties than those which concern 
ultimate consumer?’ goods, even foods 
and medicines. As pointed out re- 
cently,? it is definitely more hazardous 
on the part of the business man to 
adulterate rosin, turpentine, or insecti- 
cides than to sell a misrepresented or 
poisonous patent medicine or to adul- 
terate ice cream or butter. 


Aw Aspect oF Pustic HEALTH AND 
SAFETY WORK 


In carrying out such enactments as 
the Caustic Poisons Act, there is regu- 
larly almost no enforcement activity 
until a long period of “educational” or 
conference work has been applied to 
give the business interests an opportu- 
. nity to adjust themselves to the new 
problem. No notice is given to con- 
sumers of their need to adjust their 
purchases or practices to the fact of 
non-enforcement. Government ofh- 
cials, though they can rarely see them- 
selves in the position of the consumer 
who is poisoned, have little difficulty in 
examining any enforcement situation 
from the standpoint of the business 
man whose product or trade practices 
offend against a statute meant to pro- 
tect the public health or safety. 

One of the speakers for the Bureau 
of Public Health got into difficulties for 
suggesting in a radio addressethat a 
reduction of the consumption @f meat 
during the summer months would þe 


o Kallet & Sehlink, 100,000,000 Guinea Pigs, 
1933, p. 260; Consumers’ Research General Byl- 
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advantageous to health. Officials of 
the Bureau raised no protest and 
offered no resignations when Secretary 
Mellon ordered that future advices 
emanating from the Bureau in radio 
talks should be approved by the offi- 
cers of the Treasury Department to 
avoid risk of public officials’ offending 
a trade interest such as that of the 
packers, by any ill-considered con- 
sumer-sympathy. 

In 1926, under extreme provocation 
of grave injury to factory workers and 
feared widespread injury to consum- 
ers, the same bureau investigated the 
hazards of poisoning from ethyl (lead) 
gasoline. The study which resulted 
was carefully phrased in order not to 
give the slightest cause for alarm to 
consumers, and, although no power 
then existed in the Federal Govern- 
ment to provide assured control of the 
dangerous substance involved, none 
was asked for, nor was there any force- 
ful or forthright public announcement 
warning consumers of the hazard to 
which they were being subjected. The 
report pointed out that, its rather 
mildly cautionary aspects would need 
to be completely reéxamined and 
newly construed in case the product 
should come into wide use. In recent 
years there has been enormous exten- 
sion of the consumption of ethyl gaso- 
line, but the Bureau has not repeated 
its original investigation, nor seen the 
necessity of warning consumers of the 
inapplicability of the original mild 
cautionary measures in the exceed- 


- ingly dangerous new situation. 


Apatuy or Foop anp DRUG 
ADMINISTRATION 


The Food and Drug Administration 
now publicly, even frequently, admits 
the almost complete inadequacy of the 
act under which it operates; but until 
public attention was drawn to its in- 
adequacy by outside critics, the Bu- 


Wuat GOVERNMENT DOES For THE CONSUMER 


reau saw no necessity of urging or even 
supporting introduction of new legis- 
lative measures. Indeed, it expressed 
in print and in correspondence the 
queer concept that introduction of 
such needed legislation and increase of 
funds for enforcement were not the 
proper concern of its officers. 

The contacts of the Food and Drug 
Administration are and have been pri- 
marily with business. In the minds of 
its officials, the continuance of its ap- 
propriations and its prestige and the 
good opinion of its officers in the legg]l 
and professional and business circles 
in which they move, depend upon 
their being well regarded by busitfess 
enterprise and by professional men 
with the business outlook, such as 
commercial chemists and other con- 
sultants, and editors of trade papers 
of food and drug and patent medicine 
industries. Food and drug officials 
have therefore seen fit to minimize the 
importance of the dangers in adul- 
terated and misrepresented food and 
drug products, and to await extreme 
pressure from outside the Government 
service, and the arrival into high office 
of a member of the brain trust with 
a certain degree of fresh approach to 
the problem from the side of consum- 
ers’ interests, before they would sug- 
gest that protection required massive 
and far-reaching changes in the law. 

In every field of Government activ- 
ity this is a situation of the most 
dangerous kind, since, with rare ex- 
ceptions, the information upon the 
basis of which need for new legislation 
can be perceived and the new legisla- 
tion drafted exists almost exclusively 
among Federal Government func- 
tionaries. 


UNOFFICIAL CENSORSHIP 


There has been a continuous policy 
of suppressing information that should 
appear in publications or news bulle- 
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tins, whenever that information was 
of a type which would tend to discour- 
age the use of a commercial product 
or shift consumers’ purchases from one 
field to another. There have been 
many cases of censorship applied to 
Government publications by outside- 
interests. Two well-known and im- 
portant ones involved the grossly 
improper advance review by food- 
processing interests of bulletins before 
they were submittéd by the Depart- 
ment of Agriculture to the Public 
Printer. The public’s access to the 
material, naturally and unfortunately, 
was limited to those parts of the pub- 
lication that were permitted to ap- 
pear in print. 

The deadly poison, methanol (syn- 
thetic wood alcohol), was investigated 
by the Government at the-cost of 
and in coöperation with the industry 
which produced it.? As usually occurs 
where special reports are developed in 
Government bureaus for the advan- 
tage of commercial interests, the 
whole study, carried out under the 
auspices of the Bureau of Mines and 
in such a way as to obtain the ad- 
vantages which the prestige of the 
Government office would give it, 
was referred to the interested com- 
mercial companies before the public 
or any agency which might conceiv- 
ably act as the publies technical 
representative had any opportunity to 
examine the findings. There was 
great reason for bias in these findings. 
The Bureau of Mines has a record, 
worse perhaps than that of any other 
Government bureau, for not operating 
mainly in the public interest. 


It is not a coincidence that industrialists 
have preférred to share the costs of research 
work evers when done under Government aus- 
pices, on products in which they had a commer- 
cial concern. They never bear the whole cost, 
however, since the costs of the research plattt * 


and its overhead staff are met by the general «memes 


taxpayer.: 
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A frank and critical report on meth- 
anol would have pointed out its grave 
dangers to those who use it, in lan- 
guage which those likely to be exposed 
to its fumes could understand; and 
such a report would have insisted upon 

"necessary safeguards to the great num- 

ber of factory and craft workers who 
use the material in shellacs, varnishes, 
solvents, and cleaning substances of 
various kinds, and to the members of 
the community af large who are ex- 
posed to it through some of these uses 
and especially in its wide application 
as an antifreeze substance for automo- 
bile radiators. 

The mere emphasis upon these dan- 
gers and the setting up of public safe- 
guards against the unwitting use of 
the product would have put it at a 
very heavy disadvantage compared 
with competing materials, of which 
there are a number of a less poisonous 
or a nonpoisonous nature. Adequate 
safeguards were not, however, estab- 
lished, nor.did the Bureau of Mines in 
any appropriate way call public atten- 
tion to the dangers of the material, 
nor did it appeal for enactment of state 
legislation which would prevent the 
manufacture, transportation, and use 
under hazardous conditions of this 
deadly substance,—and above all its 
use under an unfamiliar chemical 
name or under some fantastic trade 
name, Boppazine or Feppal or what 
not, concealing, in the customary fash- 
ion of proprietary products, the true 
and deadly nature of the substance. 

As a result of this business-moti- 


vated administration of Government, 


automobile users, painters, garage 
workers, and others who use anti- 
freeze, shellac, varnish, and paint re- 
mover will pay with their livein some 
instances, and with some unknown 
. and unrecorded part of their health in 
thousands of cases, and the several 
states will without excéption faal to act 


* 
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as they should under their police pow- 
ers to restrict or control the use of the 
product within their borders. The 
conservative Journal of the American 
Medical Association, usually quite in- 
sensitive to consumers’ rights in mat- 
ters of this kind, was moved to say 
some years ago with respect to this. 
situation: 

If precautions and warnings in regard to 
the danger of inhaling [methanol] fumes 
from heated automobile radiators are not 
instituted, it is highly probable that many 
cases of blindness will result and probably 
also fatalities. ) 


Erurecs or CERTAIN LEGISLATORS 


The Government’s delicacy in such 
matters extends, as might be expected, 
into legislative fields. As a matter of 
fact, the principle of exclusion of com- 
mercial interests from direct voice and 
control, nominally adhered to in the 
administrative and executive branches 
of the Government,’ apparently does 
not even receive consideration in legis- 
lative matters. I remember well the 
surprise with which, on first looking 
into this subject in legislative hear- 
ings, I read a report of hearings on a 
truth-in-fabrics bill under a Senate 
committee chairman who was a lead- 
ing mill owner in the wool manufac- 
turing industry, and who throughout 
the hearings made it plain how un- 
reasonable he thought it would be to 
require that manufacturers of woolen 
fabrics should indicate whether their 
product was made of new or used wool, 
or of shoddy. His conduct of the 
hearings was so carried out as to weight 
the proceedings heavily in favor of the 
going practices of the woolen trade, 
which it need hardly be said are not 
in the consumer’s interest.4 

3 Except as to the National Recovery Adminis- 
tration, where the principle has from the first 
been entirely lost sight of. 


4These hearings were held nearly a decade 
ago,*but the practices go on without change, 
e 
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Senator Copeland, though trained 
in.medicine and reputedly interested 
in public health, saw nothing unethical 
in broadcasting for an advertiser at 
weekly intervals, at high fees, during 
the course of public agitation for a 
food and drugs act committed, by the 
New Deal Administration, to his 
charge as chairman of the Senate sub- 
committee. The very bill under his 
committee’s charge, if enacted, would 
have had direct and indeed devas- 
tating effect upon the advertising 
claims of the product which employed 
his services as publicist. 

The Senator’s fourth broadcast in 
the series, in association with Rady 
Vallee’s orchestra, took place follow- 
ing the first of two days’ hearings on 
the so-called Copeland bill. During 
the course of the broadcast to which 
the Senator lent his name, both as 
public officer and as physician, state- 
ments were made which were at 
variance with the opinions extant 
among reputable American physicians. 
Fleischmann’s Yeast has bought its 
direct testimonials abroad, yet even 
these have been in large part repudi- 
ated by the medical faculty of the 
University of Vienna. Indirect testi- 
monials such as those of Dr. Copeland 
are, with modern techniques of adver- 
tising, Just as effective in separating 
the consumers from their funds and in 
mis-educating the public as to the use 
of laxatives. 

Other products for which the same 
Senator-physician has carried on ad- 
vertising activities are Nujol, Air Way 
Vacuum Cleaners, Phillips’ Milk of 
Magnesia, Ceresota Flour, carbonated 
beverages, and General Electric Re- 
frigerators. He was apparently aware 
of no reason why his connection with 
several of these commercial enterprises 
would make grossly improper hisactive 


thanks to the character and temper of the Sen- 


ate committee which had the matter in cherge. 
e 
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participation in hearings on a bill 
which, if enacted, would have laid a 
heavy hand upon a major part of the 
very advertising with which his name 
had been connected. His anti-con- 
sumer interest in the question under 
discussion was shown from the first- 
hour of the hearings, where he made 
it plain that although the bill was in- 
troduced in his name, it did not have 
his approval and was not the product 
of his mind. ° 

Senator McNary, the second of the 
three Senators at the hearings, also 
had an important commercial interest 


_as a producer, though not as adver- 


tiser, in seeing the bill before his com- 
mittee modified in vitally important 
ways. 


STATE LEGISLATION 


In the states, the situation is far 
worse. ‘The control of the legislature 
by commerce is hardly concealed or 
attempted to be concealed. The lack 
of printed record of legislative proceed- 
ings and hearings and the unavailabil- 
ity of even a stenographic record, in 
most cases, permits the most high- 
handed commercialism to operate in 
state legislative committees without 
the possibility of the public’s even be- 
ing informed of the circumstances. 
The newspapers print what they are 
provided with through press releases, 
with careful selection to avoid offense 
to advertisers, and take no trouble to 
furnish their own coverage of matters 
so vitally affecting the public welfare. 

It is useless to discuss in this place 
the rank and frank commercialism of 
the lobbies and their legislative con- 
tacts in the states. Consumers are so 
rarely censidered in state legislation, 
with the outstanding exception of a 
few states such as Wisconsin, New 
Hampshire, and Massachusetts, that . 
it is quite safe to generalize in this < 
way without féar of doing injustice. 
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WORK OF THE STATES FOR CONSUMERS 


Much of the state work is Jes oted to 
the peculiar purposes of tke state in 
promoting the sale of its own products 
or discouraging the sale of products 

-from outside the state. The-Penn- 
sylvania Department of Agriculture 
warns seed dealers against unscrupu- 
lous out-of-state dealers. Hetail seed 
dealers numbering more then two 
thousand through*’Pennsylvanm, have 
been given special wgrnirg at the 
public expense by the State Depart- 
ment of Agriculture to beware of un- 
scrupulous seed wholesalers located in 
other states. 
collected from seeds sent into this 
State by U. J. Cover of Mount Gilead, 
Ohio, have violated the Peansylvania 
seed law,” officials of thə Jepart- 
ment of Agriculture assert. “Another 
offender,” they explain, “is § Rych- 
ener of Pittesville, Ohio.” 5 

The Pennsylvania Department of 
Agriculture does not, however, stigma- 
tize Pennsylvania producers, even 


those who offend its regulations, in this. 


fashion. The caution is given that all 
seeds should be tagged in compliance 
with the Pennsylvania Seec Law, but 
the State does not advis2 whether 
similarly controlled seeds ean be 
bought from sources in any cther state. 

In the same way, many fruit, vege- 
table, and seed quarantine >perations 
of state governments are cirected at 
excluding products whick compete 
with producers and sellers within the 
state exercising the quarantine. These 
quarantine situations become very 
complex at times, and result n com- 
promises and working agreements very 
similar in character and in d@tsregard 
of social interest to tariff eggeements 
between nations which compete in 
, various fields of trade. 


5 Pennsylvania -Department of Azricukture 
Weckly News Bulletin, Dec? 7. 1933. . 


“Most of tke samples ` 
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State governments, one may safely 
say, almost never carry on their mar- 
keting-controiling or standards-estab- 
lishing operations anywhere with an 
eye single to the protection of the eco- 
nomic rights, the health, and the safety 
of their own consumers or those of 
competing states. The motivations in- 
volved in particular cases are so com- 
plex that it is impossible for the indi- 
vidual to determine when a safeguard 
is a safeguard and when it is merely a 
form of local tariff wall. 


NEED or FEDERAL LEADERSHIP 


In spite of the legislative stirring in 
the Federal Government in respect to 
food and drug legislation, there has 
been almost no activity in the several 
states, primarily because the Federal 
Government has given no leadership 
to state officials. Since Dr. Wiley’s 
time, state food and drug laws have 
been weaker than Federal laws, and 
Federal officials have aided local lob- 
bies to bring about removal of particu- 
lar clauses in the state enactments 
which set higher standards of perform- 
ance or purity than were provided by 
the Federal enactment. In this we 
see a negative or backward leadership. 
The forward or progressive leadership 
for state technical and administrative 
services which it was once supposed 
the Federal Government would pro- 
vide, has been completely lacking ex- 
cept in such cases as it was to the in- 
terest of producer and trader (rather 
than consumer) groups to encourage 
or stimulate such Federal leadership. 

To cite an outstanding exception of 
the latter type: In the field of public 
roads the Federal Government has had 
exceedingly effective control of state 
practices through its control of sub- 
sidies to the states. Some states 
which have allowed the public road 
work to become a football of politics 
ang the abject of exceptional commer- 
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cial chicanery have found their funds 
cut off. The économic value of the 
roads to the farmer (a producer) and 
to business interests (manufacturers 
and traders) is too great to permit the 
control of road-building services on 
other than a sound and technically 
competent basis. This applies, of 
course, only as a generalization; indi- 
vidual exceptions, no doubt exist in 
considerable numbers. 

A similar subsidy system on food 
and drugs, which Arthur Kallet and 
I have suggested in another plage, 
would provide precisely the same-tech- 
nical precision, definiteness, and work- 
manship in food and drug analysis and 
enforcement. But here is a feld where 
the producers resent rather than en- 
courage Federal and state activity; so 
the powerful method of economic 
control adopted in the state highway 
system has not been proposed or en- 
couraged by Federal officials for food 
and drug research and enforcement 
work. ' 


Insurrrcmycey oF STATE SUPERVISION 


Certain it is that no other method of 
developing competent workmanship 
and enforcement in state food and 
drug matters can exist under our type 
of uncodrdinated state governments, 
which are almost uniformly badly 
adapted for the management of mat- 
ters essentially technical in their con- 
tent. The weak impact of the Federal 
Government upon state productive 
and distributive methods, through its 
right of intervention in the passage of 
products across state lines, affords an 


all too slight means of control or di- ` 


rection. 

It seems to me certain that com- 
petent and forceful admimistration of 
food and drug and beverage laws, the 
control of dangerous poisons used as 
cleaners and solvents in the household 
and in industry, the control ofe city 
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water supplies—all these matters are 
hopeless to approach in the sense of 
bringing about a reasonable degree of 
technical competence in local adminis- 
tration, except through a national 
leadership and research and publica- 
tion. And, so far as we know, spokes- 
men for Consumers’ Research are the 
only persons that have pointed out the 
importance of bringing about this im- 
portant change of public policy. 
Manufacturers and business and 
publishing iaterests have a vested 
interest in seeing maintained the in- 
competence or the laxity of local en- 
forcement officials with respect to 
weights and measures, foods, bever- 
ages, drugs, confectionery, cosmetics, 
and so on. They will see to it that 
under the guise of maintenance of 
state rights, every pressure and dis- 
couragement of a moral or legal char- 
acter is applied to thwart any activity 
which would implement local food and 
drug and health officials with a uni- 
form and high standard of tests, polic- 
ing and administrative techniques, 
manuals of practice, and so on. In- 
deed, we are persuaded that no more 
important field of public control exists 
than that of such technical and ad- 
ministrative leadership by the central 
Government to the states and cities. 


[IMPRACTICAL EDUCATION 


Another of the major weaknesses of 
Federal leadership is in the field of edu- 
cation. The United States Office of 
Education has been completely im- 
potent, both in its administrative pur- 
poses and its technical qualifications, 
to provide leadėrship to local commu- 
nities on technical problems which 
concern the consumer and which 
shouldebe a part of the school child’s 
preparation for life. The Office of 
Education contents itself with dealing 
with matters of noncontroversial kind 
with refusing Appeals for Federal sub- 
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sidies to the schools, with farrishing 
the type of leadership which relies 
upon inspiration and “hoopla” and 
Rotarianism rather than upcn Enowl- 
' edge, and it studiously ignozes those 
cuestions which would affect ths edu- 
eation of the school child and the col- 
lege student in those braickes of 
technics, mechanic arts, and Aandi- 
craft that are of basic importaace to 
the citizen as a consumer. 

The Governmenf’s pedagcgical ex- 
perts have offered no advice or service 
to public institutions and state univer- 
sities about the testing of com modities 
kought and used by the people of the 
several states. It has not encouraged 
the schools in the promulgation cf the 
findings which have been accuired by 
public expenditures for purchase of 
testing and analytical equipmert and 
ky the carrying on of mutifarious 
kinds of technical work. Such tangi- 
kle informational activities as are car- 
ried on by the schools in a few cases 
with respect to products purchased 
and used by farmers, are done ertirely 
without respect to the educat:onal fac- 
tors in the situation and without ad- 
vice or encouragement by th= United 
States Office of Education or any com- 
petent Federal agency whatsoever. 


AVOWANCE OF CONTROVaREY 


It is fair and accurate to say as a 
generalization that the bureaacrat, by 
professional habit, avoids problems 
and modes of thought which lead him 
into controversy. He wants, above 
all, to maintain his position end. pres- 
t:ge, to avoid attack by commercial 
or politically antagonistic interests, 
and not to introduce by farthright 
pronouncements or consumer-ortented 
policies any hazard to the appropria- 
t:on of his department or burzau. In- 
deed, if the loss of income be a s2rious 
one, such pronouncements and policies 
will almost certainly reult ir. the too 
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bold official’s removal and replacement 
by a more tactful or discreet executive 
—Government bureau chiefs’ appoint- 
ments being handled on a patronage or 
friendship basis, even to a degree in 
those cases where purely technical 
qualifications are supposed to govern. 

It therefore behooves the officers 
and staff of the Office of Education to 
avoid suggestions that would give 
high-school and college students cor- 
rect information about Pebeco, Lister- 
ine, 3-in-1 Oil, Vapex, Lifebuoy Soap, 
Ambrosia, and other articles which 
enter in an important way into his or 
her consumption budget during a col- 
lege*course and for the remainder of a 
lifetime. It is not for the educational 
administrator to put the college boys 
upon their guard against expensive 
and silly changes in style of eyeglasses 
or watches, or against excessive con- 
sumption of sweets or white flour or 
ice cream, or in favor of public control 
of quality and purity of all products 
which affect the health, the safety, or 
the basic economic sufficiency of the 
individual. ° 

The introduction of the Recovery 
Administration programs into the 
school system has not included critical 
examination of the lacking consumer- 
protective measures in the Recovery 
program, nor would such critical con- 
siderations on any account be in- 
cluded, as Government and the school 
systems are administered and financed. 
Consumer-protective measures are vi- 
tally needed in respect to price-raising 
agreements bemg set up by industry 
extensively and without resistance on 
the part of those branches of the 
Recovery Administration nominally 
charged with maintaining the govern- 
mental or general-welfare point of 
view; and in respect to the need for 
standards of quality and performance 
and price-and-use-economy for the 
products of industry. But such meas- 
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ures are not emphasized in the new 
parts of the curriculum dealing with 
the New Deal economics and political 
science. 


Srare Recuiatory Bonws 


To discuss the particular public serv- 
ice activities and operations of the 
State, protective or nominally protec- 
tive of the consumer, in the space avail- 
able is impossible. Suffice it to say 


that in nearly every case, what started 


as a public protection has evolved into 
an agency for maintenance of the 
commercial status quo. The public 
service or public utility commissions 
have notoriously, and of record in 
these ANNALS,® retreated from their 
original attitude of protection of the 
public interest in utility rates and serv- 
ices, and, where they have not re- 
treated of their own motion, have been 
worn down by corporate appeals to the 
courts to such an extent that they are 
as nearly powerless in a practical sense 
as any nominally important arm of 
Government. Unless consumers are 
organized iato larger and more power- 
ful special pressure groups than are 
practicable except in the rarest cases, 
their complaints are given but slight 
hearing or consideration. Moreover, 
the procedural impediments placed in 
the way of appeal by consumers to 
public service commissions are so se- 
vere that only the most doughty can 
effectively push through them. 

It is clear that these difficulties do 
not arise by accident. Previous cor- 
porate and stock-market interests of 
the commissioners account for a part. 
Their day-by-day contacts and friend- 
ships with the bankers and lawyers 
and judges connected with or friendly 
to the utilities account for a part. 
And the comfortable berths as vice- 
president or counsel or legislative 


€ See “Power and the Public,” Vol. 159, Jan. 
1932, n 
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agent, with excellent pay but without 
onerous duties, which appear so often 
to fall their way after retirement ac- 
count for the rest. 


Procedural difficulties and delays 


are likewise characteristic of the work 
of the Federal Trade Commission, 
which originates its activities upon 
order of one branch of Congress, or 
more commonly by appeal by a busi- 
ness man or firm whose interests are 
invaded by the operations of a com- 
petitor. A remarkable exception to 
this principle that will be of interest 
to all practitioners and students of the 
law of trade regulation occurred in the 
case in which the Federal Trade Com- 
mission investigated Consumers’ Re- 
search upon request of a member of 
the tire industry whose tire had been 
given a low rating for quality; yet 
Consumers’ Research, a non-profit re- 
search agency supported exclusively 
by consumers in their own interest, 
was assuredly not in competition with 
any member of the tire industry or any 
other industry. The exercise of illegal 
pressure upon consumers and the pro- 
tection of business enterprise from its 
technical or economic critics is a new, 
and we may hope not a developing or 
permanent, function of the Federal 
Trade Commission. 

Few of the states have anything cor- 
responding to the Federal Trade Com- 
mission, so that in intrastate business 
there has been substantially nothing 
corresponding to even the slight con- 
trol over unfair business competition 
exercised by the national Trade Com- 
mission. This, however, is not an im- 
portant lack, because the Commission 
is so heavily tangled up in procedural 
difficulties and delays, and, worse still, 
so hampered by a long line of court 
decisions unfavorable to its practices 
and its powers that its complete r re- 
equstitution, legislatively and in re- 
spect to personnel, seems one of thè” 
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most necessary developments for the 
near future. 

The states’ control of weights and 
measures is notoriously weak, and ma 
large number of cases almost entirely 
lacking. The losses to consumers in 
a single state are well known to be suf- 
ficient—though unfortunately diffused 
and so in the main unappreciated— 
to provide adequate financing for the 
needed weights-and-measures control 
in all the states insthe Union. Here 
again, Federal leadership is almost en- 
tirely wanting, in this case mainly for 
lack of appropriation of the rather 
large funds needed to do the job. The 
great proportion of the state weights- 
and-measures officials are political 
sinecurists rather than technically 
qualified persons, and there is, besides, 
the greatest diversity of powers and 
duties of such officials under a variety 
of state enactments, which in most 
cases are fifty to a htindred years out 
of date. Municipal jurisdictions are 
as bad and in some cases worse, and 
almost entirely lacking in leadership, 
either from the Federal Government 
or from their own states.’ 


INFORMATION SERVICES OF 
GOVERNMENT 


On the other side of the shield we 
must examine the informational serv- 
ice of the Government by which it re- 
sponds to direct inquiries and requests 
from consumers. The position of the 

1For activities of the Federal Government 


antagonistic to consumers, the reader is referred 
to numerous discussions in the bulletins and 


handbooks of Consumers’ Research, and to two . 


articles in The Nation, issues of November 11, 
1931, and June 1, 1932. It goes without say- 
ing, however, that a Government agency sup- 
ported for industry and directed by ebusiness- 
minded executives, as is the Bureau of Foreign 
and Domestic Commerce, could not carry on its 
activities for a single day without engaging in 
ayk whose very purpose and direction ‘are 


counter to the best interests or even the rigkts 
==" “Gf the general population. » 
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Government in these matters is well 
exemplified by an inquiry to two Gov- 
ernment agencies in respect to an in- 
ferior cheese product, now very com- 
mon, which is displacing genuine 
cheese from the market. 

Process cheese is a substance which 
to a degree simulates cheese m ap- 
pearance, and to the average consumer 
or housewife not brought up in a posi- 
tive tradition of intelligent selection 
of food, is practically interchangeable 
with cheese. Itis, however, an article 
of trade which, as its use increases, 
diminishes the sale of milk products 
by the farmer, and lowers the market 
prict of “surplus milk” and of.genuine 
cheese. On this account it might 
reasonably be expected that the De- 
partment of Agriculture, through its 
several bureaus concerned, would be 
very actively interested (if not for 
consumers, in whom it has only a 
theoretical and academic interest) to 
understand exactly the processes by 
which process cheese is made and the 
extent to which its extending use and 
displacement of regular cheese reduces 
the farmers’ income. 

In order to test this matter, a letter 
was addressed to the Bureau of Dairy 
Industry, to the attention of the divi- 
sion having charge of cheese manufac- 
turing investigations, for information 
as to the practices and the mate- 
rials in the production of process 
cheese, and the character and type of 
additions made, which would reveal 
the extent and importance of the devi- 
ation of imitation cheeses from the 
properties of and requirements for 
true cheese. The reply of the Bureau 
of Dairy Industry was to the effect 
that it regretted that it had “no in- 
formation on the process cheeses about 
which you ask. . .. Process cheeses 
are usually covered by patents.” The 
letter was referred to the Food and 
Drug Administration, of the same De- 
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partment, for attention regarding a 
question on the labeling of certain 
commercial process cheeses, and their 
reply pointed out, as of course we al- 
ready knew, that much of this type of 
cheese was exempted from the require- 
ments of the Food and Drugs Act by 
coming under the distinctive-name 
provision of the act, which permits the 
use of a distinctive name such as Cha- 
teau or Pabst-ett in lieu of a fully de- 
scriptive name. 

A second letter addressed to the De- 
partment was not replied to, the De- 
partment being apparently content to 
have it understood that as a research 
agency of the Federal Government 
having to do with this trade, it was 
unconcerned to know or to under- 
stand the practices of the trade either 
from the manufacturing side as they 
affected farmers or from the utilization 
side as they affected ultimate con- 
sumers. 

The Department of Agriculture, 
through the Bureau of Dairy Indus- 
try or the Bureau of Home Economics 
or the Food and Drug Administration, 
all three of which would by right have 
an important interest in the matte?, 
has not issued to consumers any in- 
formation which will enable them to 
distinguish process cheese from true 
cheese in respect to their relative food 
values, economy, adaptability to vari- 
ous uses, digestibility, or other essen- 
tial properties. The process cheese in- 
dustry, a part of which operates by 
regrinding of old and spoiled cheeses 
and by their synthesis into new and 
adulterated, blended, and processed 
cheese, goes on indefinitely decreasing 
the market for genuine cheese and for 
milk and cream to make it, without the 
Government’s being concerned or even 
aware of the mechanism by which a 
farmer is losing his market and the con- 
sumer his right to buy an original, well- 
known, long used, and healthful food. 
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Undoubtedly, the Bureau of Dairy 
Industry is in such a relation to the 
process cheese and the true cheese in- 
dustries that it wishes to avoid any 
trouble which might develop from 
giving consumers information which 
would enable any large number of 
them, as through Consumers’ Re- 
search, to exercise discrimination to 
their own advantage and the proces- 
sors’ disadvantage. 


+ 
INFORMATION FOR PRODUCERS 


The failure of the Government bu- 
reaus to give information to consum- 
ers, which has been pointed out in a 
number of publications available from 
Consumers’ Research, is a highly 
selective failure. To manufacturers, 
and to a less degree to primary pro- 
ducers, the Government can and does 
supply regularly, at great expense, in- 
formation of a highly valuable and 
practical type. It is unnecessary to 
discuss in this place the simple eco- 
nomic doctrines which are used to ra- 
tionalize this type of proceeding. 
Economists will by this time know that 
information which the Government 
supplies to a manufacturer does not 
necessarily, in either the long or the 
short run, reach down to the advan- 
tage of the purchaser of that manufac- 
turer’s products.8 

For example, the investigators of 
the Forest Products laboratory were 
able to perform a signal service for the 
beer barrel manufacturers and for the 
agencies which cut and market red 
oak lumber. An investigation at the © 
public cost resulted in making avail- 
able for brewers’ use eight or more spe- 


®See Robert A. Brady, “How Government 
Standards Affect the Ultimate Consumer,” Tre 
Annas, May 1928, pp. 247-252; F. J. Schlink 
and Robert A. Brady, “Standards and Specifica- 
tions from the Standpoint of the Ultimate Con- 
sumer,” ibid, pp. 231-239; F.e J. Schlinly ə» 
“Gavernment Bureaus for Private Profit,” The 
Nation, Nov. 11, 1931, referred to in footnote 5. 
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cies of American red oak, whizh by a 
simple and inexpensive srccess is 
made suitable for beer barrel purposes, 
whereas hitherto the more expensive 
and scarcer white oak had to be used. 
In this case the Forest Prcduzts lab- 
-oratory not only studied and com- 
prehended the material amd vrocess 
factors involved, but also—as the Bu- 
reau of Dairy Industry by its own 
statement did not in respect to process 
cheese—familiarized itself wth the 
manufacturing processes. 

The Forest Products labozatary also 
helped the industry to place the new 
process in operation. It is a matter 
of general knowledge that a similar 
procedure is not carried aut by the 
Federal Government with respect to 
consumers’ goods. There i ro Gov- 
ernment agency that makes it :ts duty 
to advise consumers in the better or 
more economical utilization oz shoes, 
writing paper, bedding, or roof.ng, un- 
less the consumer happens at the same 
time to be an agricultural procucer or 
a fisherman, in which case ke ~eceives 
through experiment stations ard occa- 
sionally through Federal Government 
bureaus at Washington, a certain 
amount of direct and effect-ve help. 

For example: The Bureau of Fish- 
eries of the Department of Commerce 
teaches, through special memorandum 
No. 1651 H, how the Amerfar. fisher- 
man may obtain longer life from his 
fish nets. It gives him formulas for 
treating the nets with agents which 
increase their durability «nd. resist- 
ance to rotting. It even v.oletes the 
standard tradition of Government 
agencies and gives the names of 
commercial sources of supply for 
kettles and tanks for processing the 
nets, for the tar which is ysed, for 
cutch extract, and for marine weed 
, killer, and, shows ability ard willing- 
* hess to discriminate straigh= forwardly 
“and competently between zompeting 
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brands in such phraseology as “the 
only anti-oxydant recommended is 
‘Oil Soluble No. 10’ manufactured by 
the R. T. Vanderbilt Company, East 
Norwalk, Connecticut. . . . The only 
copper naphthanate recommended is 
manufactured by the Texas Company, 
135 East 42nd Street, New York City, 
N. Y. In ordering specify ‘Conap- 
than.’” It closes the memorandum 
with the phrase: “This bureau wishes 
to be of every possible assistance to 
fishermen. If you do not get reason- 
able life from your nets, write to the 
Bureau of Fisheries, Department of 
Commerce, Washington, D. C.” 


2 
Consumers’ DEPARTMENT Propossp 


Consumers’ Research has recom- 
mended that a department of the con- 
sumer should be set up in the Federal 
Government expressing and carrying 
out precisely this pomt of view and 
that of the Forest service on beer bar- 
rels for brewers, with respect to con- 
sumers’ goods and not merely goods 
for fishermen or farmers or manufac- 
turers. To such a depar{ment would 
be transferred all the Federal agencies 
whose supposed major function is the 
protection of consumers. Into such a 
department will be transferred also the 
oil, gasoline, coal, coke, and other fuel 
and lubricant testing activities of the 
Bureau of Mines; likewise the whole of 
the Bureau of Standards, the Office of 
Education, and the Bureaus of Home 
Economics, Chemistry, and Entomol- 
ogy; and new bureaus would be set up 
for dairy products (instead of a Bu- 
reau of Dairy Industry) and for meat, 
poultry, eggs, fish, and so forth, and 
for all aspects of public health ques- 
tions directly important to consumers. 

Such a department of the consumer, 
with its chief officer in the President’s 
Cabinet, would be in a position to 
speak with an authoritative voice in 
the enormously important consumer 
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questions which arise in the work of 
every arm of Federal Government, 
including especially at this time the 
activities of the Recovery Administra- 
tion and the Agricultural Adjustment 
Administration. At the present time 
the consumers’ rights and interests are 
almost entirely without protection or 
even reasonable and sympathetic in- 
terest in the Recovery Administration, 
and activities which would prevent 
monopoly price fixing and avoidance 
of quality standards are nearly com- 
pletely lacking. The present policy 
of the Government, which in legal and 
political theory (and as supposed by 
the less sophisticated segments of the 
public itself) is an arm of the whole 
people and not of business enterprise, 
does not, of course, make sense, nor 
has any one been able to defend the 
peculiar myopia of Government execu- 
tive officials and members of the 
Congress, as having any relationship 
to intelligent political and economic 
ideas, or indeed to anything else than 
political expediency and the time- 
honored principle of “what they don’t 
know won’t hurt them” (referring, of 
course, to the voters). 


INFORMATION UNAVAILABLE TO 
CoNSUMERS 


Under present: conditions, it is im- 
possible for consumers to obtain from 
the Bureau of Standards, the Bureau 
of Mines, or the Food and Drug Ad- 
ministration, information which has 
been collected, digested, and tabulated 
at public expense. The elaborate tests 
of the Bureau of Standards, for exam- 
ple, on nearly two thousand dry bat- 
teries from a dozen different manufac- 
turers are released free of cost to each 
manufacturer, with the names of the 
other manufacturers deleted (out of 
consideration for their feelings and 
probable reactions). This work and a 
hundred others of similar scope and 
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value are done at the taxpayers’ ex- 
pense, but consumers are invariably 
refused access to the extremely definite 
and practical information which would 
aid them in buying doorbell or flash- 
light batteries or anything else. 

Incidentally, state and municipal 
governments also are refused access to 
this information, unless they will agree 
in advance that it shall not become 
available to their own citizens and 
taxpayers. Tires, gusoline, oil, grease, 
storage batterjes, silks, stockings, un- 
derwear, shoes, boots, paint, paper, 
inks, roofing, and hundreds of other 
commodities are tested by the Bureau 
of Standards and other public agencies 
for the benefit of the Government itself 
as purchaser of supplies, and for busi- 
ness, just as business, without charge 
to it, while consumer taxpayers foot 
the bills and receive nothing of sub- 
stantial value from the exceedingly im- 
portant and significant findings. 

Yet such findings would be worth, I 
should judge, some billions of dollars 
a yedr to ultimate consumers if the 
data were but widely publicized for 
consumers’ use. Indeed, it is prob- 
ably no exaggeration to say that this 
one extension of the Government’s 
work, which could be carried out at 
only trifling expense, would have a 
total value to the population as a 
whole equal to, if not greater than, the 
present total cost of operation of the 
Federal Government, including its 
present permanent or unreimbursed 
subsidies to industry and agriculture. 
To release such data to consumers 
freely and without yielding to com- 
mercial pressures would be a means of 
making our individual tax payments a 
profitable payment for services ren- 
dered, and not a mere outlay to be 
grumbled at and regarded as without 
substantial value or return to the tax- 
payer. 

It is not, unfortunately, part of the” 
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thinking of Government officials that 
the national wealth and tacome are 
determined by the use-and-enjayment 
values of the goods produced cnd dis- 
tributed rather than by the funds 
which are collected for them Dy income 
-recewers who sell the prodacts of m- 
dustry and the stocks and bcnds which 
underlie the corporate struc-ur2 of the 
- Nation’s business and industry. 


SUPPRESSION @F INFORMATION 


Not only do the Goverr ment þu- 
reaus fail to issue these findings, but 
in many cases reports which 1ave actu- 
ally been prepared for distribution 
have been suppressed. Ar. interest- 
ing illustration of this occurred some 
years ago when the Bureau of Stand- 
ards had ready for issuance a -nimeo- 
graphed report upon the painting of 
wall plaster, the successful amd durable 
painting of which is a very difficult 
problem because of the well-known 
likelihood of discoloration or peeling of 
the paint some time after its epplica- 
tion, by chemical action taEinz place 
at the surface of contact of the plaster 
and the paint film. It was foind by 


the Bureau’s technicians thai cold- 


water paints afforded an especially 
successful method of painting plaster 
surfaces. Cold-water paints are far 
more economical and more easily ap- 
plied than oil paints, and are of negligi- 
ble toxicity, while lead paiat is dan- 
gerous for indoor use. 

When the bulletin on tke subject 
was issued, strong representatiois were 
made by the paint trade, which, for 
~ good reason, would regret to have con- 

sumer choices switched from ‘ead or 
zine-filler-and-oil paint to colc-water 
paint on plaster walls. Tke.3ureau 
took quick measures to stcp,7urther 
circulation of the offending document 
and issued g new one much nore satis- 
"Factory to the oil paint trade (which is 
“well organized) and very muzh less 
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helpful to consumers. So effective was 
the Bureau’s official clamping down 
upon the issuance of this information 
that even the members of its own labo- 
ratory staff were unable to obtain cop- 
ies of the suppressed report. Copies 
are not even to be had in libraries. 
The only ones in existence are those 
in the Bureau’s secret files and in pos- 
session of the oil paint industry. 

The paint industry has had a long 
and successful record of performance 
with Government services in matters 
of this kind. The organization of the 
trade association some thirty years 
ago was, indeed, in response to the 
thitat of state enactments which were 
proposed to require paint cans to be la- 
beled with a statement of the composi- 
tion of their contents. Fortunately 
for consumers, the farm producer was 
so incensed by the cheating and mis- 
representation to which he had been 
subjected by the paint interests of the 
country, large and small, that he per- 
sisted against heavy odds in his deter- 
mination to obtain formula-labeling 
laws, which afford almostethe only as- 
surance that paint: will be described 
accurately enough for intelligent pur- 
chase. ' 

The manufacturers, not easily 
daunted after thirty years of practice 
and partial success, have devised an 
ingenious strategy of writing “model 
paint laws,” which are suggested to the 
legislatures as a more reasonable en- 
actment whenever any one proposes 
one of the consumer-motivated laws. 
These model laws are couched in such 
general terms as not to require dis- 
closure of the composition of the paint 
in a form that will be practically use- 
ful to its purchaser. 


ARGUMENTS FOR AND AGAINST RELEASE 
oF DATA 


The Bureau of Standards and other 
Goyernment bureaus which are con- 


i] 
Waar GOVERNMENT DOES FOR THE CONSUMER 


cerned with consumers’ goods pretend 
to believe that broad release of their 
findings would make for injustice to 
the manufacturers, and that a general 
disclosure of test results might mis- 
lead, since tests are not made often 
enough or on a sufficiently wide vari- 
ety of products. Release of data 
would make for disturbance here and 
there, without question, and some 
slight injustice would now and then 
be done; but the present method in- 
sures that great injustices will be con- 
tinually done to consumers. The pos- 
sibility of misuse of technical findings 
is something that must always be 
faced, and those who see the consumer 
as a convenient source of income for 
industry, and not as a person having 
rights and prerogatives of his own, are 
sure that the unsettling effect of wide 
promulgation of consumer information 
would be catastrophic to business. In 
this, one must agree in so far as busi- 
ness thrives by misrepresentation and 
by consumers’ ignorance, which, as has 
been well pointed out by James Cor- 
bett,® is to many trades practically a 
vested interest. 

The data which are good enough for 
the Government to use in selecting 
scissors, twine, linoleum, or typewriter 
ribbons, while they may not answer 
all questions. raised by any ultimate 
consumer anywhere, provide a better 
method of buying than the only 
method which is available to the con- 
sumer, which is to guess as to what 
small part of the advertising and 
competitive claims and sales talk is 
worthy of credence. 

The honest manufacturer of efficient 
products would be greatly advantaged 
by the truth’s being told. To him 
would quickly be transferred a large 


® Corbett, James F., “The Activities of Con- 
sumers’ Organizations, ’ Law and Contemporary 
Problems, Durham, N. C.: Duke University 
School of Law, Dec. 1933, p. 66. 
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share of the present business of the 
producer of shoddy and misrepre- 
sented and third- and fourth-rate mer- 
chandise. The benefits which would 
flow from a free release of the work 
now done in Government bureaus and 
the far greater amount of work which 
should be done under such auspices 
would be enormous in comparison 
with the disadvantages which would 
accrue; most of the latter of course 
would affect only a few manufacturers 
(a negligible proportion of the popula- 
tion numerically) and not at all the 
commonalty of consumers. 

Every allegation made against re- 
lease of data by the Government de- 
partments would apply with equal 
force to the public tests and judg- 
ments of the state agencies which now 
test producers’ goods, such as seeds, 
feeding stuffs for animals, fertilizer, 
insecticides, gasoline, and oil,and kero- 
sene for farmers’ use, and so on. In 
these cases, of course, the arguments 
against the release are not allowed to 
prevail, because it is a producer (usu- 
ally the agriculturist) rather than a 
consumer whose interest in the infor- 
mation is at stake. 


PUBLICITY of FINDINGS 


At any rate, arguments against re- 
lease of data are on their face specious, 
since the charge of incompleteness and 
danger of over-genéralization by the 
user or the student, given as a reason 
why the Bureau of Standards, for ex- 
ample, should not release information 
to consumers, is one which can be 
levied against publication of results of 
any research work of whatever nature, 
carried out for whatever purpose. The 
point is, pf course, that most published 
research is innocuous in an economic 
sense, or offends the interest not of 
business but of the general population, 
and it may therefore be safely pub- 
lished, however imperfect, incomplete, 7 
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superficial, or unscientific it may be. 

The tests of tooth paste conducted 
at the University of Chicago, which 
proved that a certain very ordinary 
kind was outstandingly the best of the 
many brands tested, is an example of 
such socially harmful and scientifically 
misleading findings. Other illustra- 
tions are afforded by tests of bran, and 
of a depilatory at Columbia University 
—a depilatory which later turned out 
to be an exceedingly poisonous sub- 
stance, but had nevertheless been given 
a clean bill of health by the Associate 
Dean of the School of Pharmacy. 

Neither Columbia nor Chicago (nor 
California nor Ohio) has set down any 
bar to research for commercial agen- 
cies which invades the rights of 
consumers only. The amount of 
commercialized and commercially sub- 
sidized scientific work which is pro- 
mulgated through advertising and in 
reputable technical and trade journals, 
both of commercial and non-commer- 
cial type, is prodigious; yet there is 
neither a strong current of custom nor 
of ethics among scientists and engi- 
neers inhibiting this type of activity 
or penalizing its practitioners. As a 
matter of fact, reports based on ex- 
amination by the Federal Government 
of every important kind of consumers’ 
goods from the point of view and for 
the benefit of consumers would be a 
major force to offset the harm now 
done by commercial enterprise en- 
gaged in the prostitution and exploi- 
tation of college professors and the 
quasi-scientific and semi-technical per- 
sonnel of nearly all commercial testing 
laboratories and most of the experi- 
ment stations. 


6 
Tue CONSUMERS’ ADVISORY Boarp 


The Government’s difficulties and 
. hesitationg with consumers’ problems 


z - frequently brings it into circumstances 


where it is even unable to distinguish 
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the consumers’ interest from that of 
the other parties to a problem. For 
example, the Consumers’ Advisory 
Board of the National Recovery Ad- 
ministration has given a great share 
of its limited and halting efforts to the 
protection of the intermediate con- 
sumers of cold laid bituminous con- 
crete, power and gang lawn mowers, 
carnival equipment, and the hke, on a 
theory that the protection of the in- 
termediate purchasers’ interest would 
provide a protection for the consumer 
at the end of the productive and dis- 
tributive chain. Yet, the Board has 
no theory of price or price regulation, 
afd holds to the view that price must 
not or cannot be determined in the 
Recovery Administration set-up on 
any cost-of-production basis. 

The Committee on Consumers’ 
Standards of the Consumers’ Advisory 
Board, being a collaboration of econ- 
omists unfamiliar with the technolo- 
gies or with economics of consumption 
in respect to its fundamentally im- 
portant technological relationships, 
has recently prepared a yeport reveal- 
ing a number of misconceptions that 
would be amusing if it were not for the 
fact that the Board’s failure correctly 
to interpret governmental projects will 
mean that the agency which it sets up 
to do standardization work for con- 
sumers will be so constituted and 
staffed that it likewise will be unable 
to deal competently or even fairly with 
ultimate consumers interests. Byway 
of example: In the list of “Research 
Projects under Way in November, 
1933, Related Directly or Indirectly to 
the Development of Standard Specifi- 
cations for Consumers’ Goods,” a 
number are included which are not so 
related, unless the word “indirectly” 
is construed in so strained a sense as to 
be ridiculous. 

10 Eprror’s Nore.-—-For reasons of space it has 
been necessary to omit at this point a part of 
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Furthermore, the report, which war- 
rants discussion because it represents 
the first governmentally sponsored ap- 
proach to the problems of introducing 
the consumer point of view into gov- 
ernmental administration, includes a 
number of other errors that could only 
have been made because economists 
insisted upon carrying on work whose 
administrative relationship can be 
clear only to technicians and to per- 
sons knowing the real instead of the 
paper relationships of Government 
bureaus. 
worthy misstatements in the report are 
the following; the present author’s 
comments in each case follow in italits: 


DISCUSSION OF THE REPORT 


“The organization of the NRA in- 
cludes the consumers as one of the 
three groups in whose interests codes 
are drawn.” 

No person informed on NRA code 
operations will need any comment to 
characterize the inaccuracy of the last 
six words above. 

“The development of inferior-qual- 
ity ‘fighting brands.’” ... 

Fighting brands may be of exactly 
equal quality; it may be cheaper to 
make two brands of the same quality 
than to take the trouble to differenti- 
ate them except as to the label or name 
plate. 

“The competitive situation which 
industry and retailing face is such as 
to render it difficult, if not impossible, 
for the maker or seller of a commodity 
to exercise much initiative in elevating 
standards far beyond current competi- 
tive practices.” 

If this were true, it would be impos- 
sible for a college or university to give 





Mr. Schlink’s paper. Beginning with this para- 
graph, the balance of the paper will be printed 
in full in The Executive Purchaser, and can be 
obtained in reprint form from Consumers’ Re- 
search after May 30. e 


Some of the more note- 
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an outstandingly better course in eco- 
nomics or structural engineering than 
its neighbor or competitor. The 
Board’s committee ignores or blinks 
the real reason, which is the consum- 
er signorance of the necessity of stand- 
ards from his own standpoint, and of 
the pressure which they would exert 
upon manufacturers to enter into ac- 
tive rather than merely nominal price 
competition. 

“It requires thé authority and 
prestige which Washington alone can 
give, if existing scattered work is to 
be codrdinated and new work driven 
ahead.” 

Perhaps the Board’s Committee re- 


fers to the prestige of the Shipping. 


Board, the Radio Commission, the 
Bureau of Mines, the Office of Educa- 
tion, or the Air Mail Servicel 

“ Hitherto the functions of the Gov- 
ernment in relation to its citizens in 
their capacity as consumers have been 
largely overlooked, while its services 
to industry have been steadily aug- 
mented.” 

The Board does not mean over- 
looked. The Board means neglected, 
and the neglect is deliberate;- several 
of the most important bureaus con- 
cerned have been emportuned to pro- 
vide these services since 1927, and 
several books and articles strongly urg- 
ing the adoption of this point of view in 
the Government service have reached 
a very large circulation. 

“Provisions calling for the use of 
standards and grades have been pro- 
posed for the following codes and mar- 
keting agreements.” 

Here follows a list of thirteen, in- 
cluding the California Canned Cling 
Peach Agreement, the Florida and 
Texas Citrus Agreements, Grapefruit 
Canners Marketing Agreement, the 
Egg and Poultry Industry Code, and. 
the Coffee Industry Code. 

It would be not only helpful but im- 
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portant in a very high degree to indi- 
cate what results followed the pro- 
posals. The information which has 
reached us to date would indicate that 
in not one of the thirteen cases of codes 
and marketing agreements has any- 
thing corresponding to effective or, 
from the consumer point of view, sig- 
nificantly useful standards of grade or 
quality or designation been estab- 
lished. 

“The meat grades are more under- 
standable to the merchgnt than to the 
consumer.” 

This sentence would have been in- 
formative and correct if it had been 
written: The meat grades were in- 
tended to be more understandable to 
the merchant than to the consumer, 
and the desired result was achteved by 
the Department of Agriculture, which 
did the work, as usual in such cases, in 
cooperation with meat-producing in- 
terests. 

Two commodities on which “ stand- 
ards ... have been pushed to some 
kind of settlement” are asserted to be 
gas equipment and ice refrigerators. 

The statement misleads by its fail- 
ure to state that on the gas equipment 
project the standard was dominated 
by the American Gas Association, 
which decidedly does not have a con- 
sumers’ interest in the standard, and 
that in ice refrigerators, the standard 
is not a standard in the ordinary sense 
of the word, but only a standard 
method of test, which is but the first 
halting step toward providing a con- 
sumers’ safeguard. 

In answer to the “accumulated need 
for standards faced by 30,000,000 fam- 
ilies,” 
$315,000 for administrations and re- 
search, which affords one centoper fam- 
ily in the first year to catch up in the 
field of copsumers’ standards, totally 
- neglected up to this time from .the 
* founding of the Republic in 1776. 


the Board proposes a fund of © 
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These are but a few. examples of 
many in the report which represent 
misstatements or mistaken emphasis 
or suppression of necessary facts in 
judging the situation with respect to 
consumers’ standards and their pres- 
ent stage of development. 


SuMMARY 


To sum up, I may say that the 
Government does much for business 
and industry, a fair amount for inter- 
mediate consumers, especially agri- 
culturists, and practically nothing of 
consequence for ultimate consumers. 
What it does for industry and agricul- 
tufe is heavily and consistently biased 
(as in the case of promotion of the use 
of lead and arsenic insecticides on 
fruits and vegetables) against con- 
sumers, and what little it does for 
ultimate consumers is heavily and con- 
sistently biased for business and in- 
dustry and agriculture. This is true 
in the state and city governments as 
well as in the Federal Government. 

Those in academic or governmental 
circles who are studying and reporting 
upon the subject at the present time 


are in various ways misled by the su- 


perficial or putative rather than actual 
relationships existing between Gov- 
ernment and consumers, or between 
the various Government departments 
concerned, and in some cases their 
findings and judgments certainly con- 
sciously misrepresent the situation and 
mislead consumers to their very great 
cost. l 

A. reconstruction of governmental 
activities into forms directly useful 
and valuable to ultimate consumers 
would bring into being social and eco- 
nomic values equal to or greater than 
the whole present cost of government, 
and change the tax payments of con- 
sumers from what is now felt to be 
mainly an unavoidable expense to an 
investment profitable to and appreci- 
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ated by the individual, as fire protec- 
tion and hospital services now are 
valued. But the consumer-informing 
and consumer-protective functions of 
the state would be continually useful 
and continuously in evidence, and 
therefore far more apparent as value 
received by consumers for tax moneys 
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expended than are such rare or occa- 


sional services as fire or police protec- 
tion, or even the more steady flow of 
activity—if not of benefits—seen in 
speeches by the Recovery Administra- 
tor or Cabinet ministers before manu- 
facturers’ and merchants’ associations - 
and chambers of commerce. 


Mr. Frederick J. Schlink is president and technical 
director of Consumers’ Research, Inc., Washington, 
N. J., a consumers’ technical and economic reséarch 
agency which he established in 1927. He was re- 
search engineer and physicist in the National 
Bureau of Standards for. six years, and was assistant 
secretary of the AmericanStandards Associationfrom 
1922 to 19381. He has published papers here and 


abroad on various scientific and technical subjects, 


and is co-author with Stuart Chase of “Your 
Money’s Worth” and with Arthur Kallet of “100,- 


000,000 Guinea Pigs.” 


New York City’s Consumers Service’ 


Ey Frances F. GANNON 


HE consumer has been neglected 


by past administrations Legisla- 
tures have chiefly considere= the pro- 
ducers and distributors of fcod, giving 
little attention to the needs of the 
consumers, except, for food ard drug 
enactments. ‘The consumer public has 
always been largely influermed im his 
purchases by the advertizer. by a 
scanty education in the growing body 
of knowledge of the science of food, 
and by his own experiences. Lately, 
however, certain consumers organiza- 
tions have been attempting Io educate 
the public still farther, and <hay have 
met with a response whicL indicates 
that as a result of the eccomic de- 
pression which makes necessary a more 
careful expenditure of its -mited in- 
come, the public is eager to learn. 
Awake to this situation, tl2 progres- 
sive administration in New York City 
has decided to offer practizal help to 
the ten million consumers = the met- 
ropolitan district of GreaterNew York. 
Scientific buying, regarded 2y large 
corporations, government éegencies, 
and public institutions, such es hospi- 
tals, as the only method of intelligent 
and economical purchasinz, has had 


1 Eprror’s Nore.-—Shortly befae zhe manu- 
script for this volume was sent £ tie printer, 
the Department of Public Market. of New York 
City Inaugurated, through its zəw-y created 
Consumers Service Division, dail> radio broad- 
casts in which quality, quantity prices, and 
sources of foodstuffs are discussed. This at- 
tempt to increase the informatioz available to 
housewives will, if successful, eliminate wastes 
which would otherwise be difficul’ ifSnot impos- 
sible to circumvent. The plan is 29teble in that 
it is sponsored by one of the l-:gest govern- 
, mental units of the country. Mz Gannon has 
“ Supplied, on ‘short notice, the flowing oe 
» ment of the plans of the Division 
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no place in the housewife’s schedule. 
The explanation for this is clear. ‘The 
housewife has neither the time, the 
training, nor the inclination to do the 
necessary research to make planned 
buying possible. Haphazard buying, 
however, could not meet the rigorous 
demands forced upon the consumer 
by the depression, and he has conse- 
‘quently become aware of the fact that 
greater care must be exercised in his 
buying from the standpoints of both 
nutrition and economy. 


Forms or SERVICE RENDERED 


The Consumers Service Division of- 
the Department of Public Markets, 
Weights and Measures, of the City of 
New York, hopes to effect savings for 
the housewife by informing her daily 
through the radio and the press of rel- 
ative trends in prices. Before the 
housewife leaves for matket, a five- 
minute radio talk and a special bulle- 
tin which we expect to publish in the 
newspapers will have advised her of 
the best bargains for the day. A new 
crop of a certain fruit or vegetable 
is coming into New York and prices 
are lower than they have been for a 
few weeks. This is a situation which 
should be called to the attention of 
the consumer. Another instance of 


- how we could be of service occurred 


one week when spinach commanded 
such a low price that it did not even 
cover its freight charges. By inform- 
ing the housewife of this situation we 
could be of assistance to both the con- 
sumer and the producer. Many valu- 
able buying hints can be given to the 
housewife. For example, certain cuts 


of meat which are not popular are 
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New YORK Crry’s CONSUMERS SERVICE 


cheaper, and when properly prepared 
can be made as tasty as more sa a 
sive cuts. 

The foregoing are a few Drg of 
the way in which the department ex- 
pects to function. To conclude, then, 
these are the services, some of them 
exclusive, which we expect to secure 
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for the hitherto neglected person, the 
consumer: to coördinate the purchases 
of the consumer with marketing con- 
ditions, to bring the consumer to an 
intelligent understanding of herself as 
a purchasing agent, and to aid her in 
getting the most and the best for her 
money. j 


Mrs. Frances Foley Gannon, who has for many 
years been active in civic and welfare work, is 
Second Deputy Commissioner of the New York 
City Department of Public Markets, Meh and 


Measures. 


The Bureau of Standards and the Ultimate Consumer 
3y D. W. McConnern 


HE services of the Feders] Gov- 

ernment are well deseriked by 
George K. Burgess, former cirector of 
the Bureau of Standards. He says: 


... The Federal Government provides 
business , . . with e statistica. organiza- 
tion, a trade information and promotion 
service, a patent office, anda measurement, 
research and development unit. This last, 
represented by the Bureau of Standards, is 
most closely allied to the manufactaring or 
production phases of business bat, zhrough 
certain of its standardization activities, 
comes also in contact with the cistctibution 
aspects of business. 


Thus does Mr. Burgess place the 
Bureau of Standards in the general 
scheme of things. He openty admits 
that the Bureau was “established to 
aid trade and industry.” Mor is this 
all. According to Mr. Burgess the 
Bureau accedes to the wiskes of the 
powers that be. He says, “The Bu- 
reau also finds it impracticakle to ‘ap- 
prove’ any commodities of commerce, 
nor does it rate them as to merit or 
performance without the consent of 
the interested parties.” Cr as he 
states it in another way, “Much of 
the work of the Bureau is planned and 
carried out in direct coéperation with 
groups representing business, industry, 
engineering and physical science.” 

Of course this attitude does not sur- 
prise the business groups. In fact, 
they have assumed that the Govern- 
ment bureaus are primarily d2voted 
to their special interest, even though 
the publie at large supports} taxes 
the Bureau-as a supposedly gmaartial 
research institution. When the busi- 
> Ress interests suspect that tke Bureau 
e 15 working for any other aim -han that 
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of helping business, vociferous protests 
are heard. V.B. Phelan of the Bureau 
of Standards wrote a series of articles 
in a number of newspapers on the 
“Care and Repair of the House.” 
These were not official releases from 
the Bureau of Standards, but never- 
theless the Plumbing and Heating 
Gontractors Trade Journal complained 
bitterly: 


Ta the opinion of T'he Journal, this is an 
act on the part of the Government which 
deserves the most severe condemnation by 
the manufacturers, wholesalers and con- 


-tractors of the plumbing and heating in- 


dustry. 

The Journal contends that the Govern- 
ment is entirely out of place in using the 
taxpayers’ money to tell owners how to 
make their own repairs and replacements of 
the sanitary equipment of residences and 
other buildings. Certainly this is not 
stimulating business for the plumbing in- 
dustry. s 


ALLEGED BENEFITS TO CONSUMERS 


The Bureau of Standards does 
occasionally mention the ultimate 
consumer, and has a very curious ex- 
planation of how the consumer will be 
benefited by the Bureau’s present 
work. The Bureau has a “specifica- 
tion plan” and a “labeling” arrange- 
ment which supposedly will eventually 
aid the ultimate consumer. But this 
aid starts with manufacturers, not con- 
sumers. As the Bureau explains the 
arrangement: 


In accordance with the “certification 
plan” introduced by the Bureau of Stand- 
ards, there are compiled, for distribution 
upon request, lists of manufacturers who 
have expressed their desire to supply mate- 
rial under contracts based upon certain 


¢ 


e 
Tur BUREAU OF STANDARDS Jo THE ULTIMATE CONSUMER 


selected Federal specifications and com- 
mercial standards, and their willingness to 
certify to the purchaser, upon request, that 
the material thus supplied complies with 
the requirements and tests of the specifica- 
tions and is so guaranteed by them. 


The “labeling plan” would put la- 
bels on the articles so certified. There 
is no reason to believe that the stand- 
ards and specifications which manu- 
facturers certify are the ones that will 
be of any use to the consumer. But 
assuming that they are, how'is the 
consumer to obtain such benefits as 


the certification promises? š 


At this point the Bureau takes ref- 
uge in the beneficent workings of 
competition. In referring to simpli- 
fied practice recommendations made 
by the Bureau, Mr. Burgess said: 


Although the benefits derived from the 
reduction in the number of commodities 
needed to supply a given market are felt 
immediately by the producers, these bene- 
fits are shared also in large measure by the 
distributors, and competition insures that 
some share of the benefits are passed along 
to the final consumer., 


Competitioħ is a very thin reed on 
which to support the final consumer. 
As the Bureau itself knows or could 
easily discover, there is very little com- 
petition left in modern business. And 
what remains is not of the kind that 
the classical economists referred to 
when they spoke of consumers’ regu- 
lating business by their purchases. 
The purchases always went to the 
most efficient firm, so that those busi- 
nesses which overcharged or tampered 
with quality were forced into bank- 
ruptcy. It is doubtful if this kind of 
competition ever existed to any appre- 
ciable extent; and if it did once exist, 
it obviously appears at present only in 
scattered and sporadic cases. Harry 
Laidler has shown the extent of con- 
centration and monopoly in various 
industries; Professors Berle and Means 
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have shown the growing control by 
the two hundred largest corporations 
of the total nonfinancial corporate 
wealth. , Recent governmental inves- 
tigations of various financial institu- 
tions reveal a highly attenuated com- 
petition and one that does not offer 
much protection to the consumer. ` 
Not only is business discarding com- 


‘petition but it is being aided and 


abetted in the act by the Government. 
So far, the weight of the NRA has been 
thrown against- competition. And 
whether the uléimate control goes to 
the left or to the right, neither side 
envisages any considerable help for 
competition. The Bureau unblush- 
ingly hands over the consumer to be 
protected by a force that no longer 
exists. 

There is one other way in which 
the Bureau expects the consumer to 
profit by its work. Many Government 
agencies have learned to purchase 
their supplies according to Bureau of 
Standards specifications. This results 
in great savings to the taxpayers. The 
$100,000,000 which is supposedly saved 
annually for the taxpayer is only a 
small part of the total expenditure by 
the Bureau of Standards. And while 
such savings through better purchas- 
ing are highly valuable to the public, 
they are not sufficiently great to justify 
the Bureau’s activities from the stand- 
point of the ultimate consumer. 


QUALITY STANDARDS 


We have been arguing that the con- 
sumer benefits from the Bureau’s pres- 
ent work only by accident. That is, 
savings gained by manufacturers pass 
on to the final consumer if and when, 
and only if and when, the manufac- 
turer chooses to pass them on. There 
is no force that will make him pass on 
the economies. 


There is, however, one extremely. . 


impertant aid which the Bureau could | 


+ 
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supply to the ultimate consumer in 
large part. It might set up quality 
standards for goods bought at retail, 
just as it has done or helped to do in 
the case of goods bought by producers. 
The report of the Committee on Con- 
sumer Standards of the Consumers 
- Advisory Board of the NRA states: 


Obviously the Bureau of Standards 


should play a leading rôle in the basic test- >` 


ing of all commodities save . . . [those] on 
which other Federal laboratories have been 
working. [And elsewhere in the report it 
is stated] Such work [asehas already been 
done]. . 
ready has an important mass of latent 
material which, while in most cases not in 
final form for inclusion in over-the-counter 
consumer standards, could be made to con- 
tribute materially to the development of 
such standards if technical personnel and 
funds were available. 


But many persons say the consumer 
is not interested in standards and 
specifications for consumers’ goods— 
that the consumer buys according to 
whims and fancies, and values fashion 
and style more highly than quality and 
price. If this is so, why should the 
Bureau of Standards bother about 
classifying consumers’ goods in terms 
of standards? Other critics would not 
want the Bureau to develop standards 
for consumers’ goods because life is 
standardized enough as it is. These 
objections have confused the meaning 
of standards. 

The desire for stylish or fashionable 
clothes is not incompatible with some 
interest in standards which reveal the 
quality of the article. Even though 
a woman may not have any precise de- 
sire for definite qualities, she will prob- 
ably be angry if the first time she sends 
a dress to the cleaner it i» returned 
shrunken so badly that it eannot be 
worn. She is interested in knowing 
__that the,dress is really pre-shrunk 
when the seller claims it is. Perhaps 


. suggests that the Bureau al- » 
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women do not have any very definite 
standards for silk hosiery. But it is 
not unreasonable to assume that 
women are interested in, say, stand- 
ardized sizes for stockings or in buying 
hosiery that will not fall to pieces at 
the first wearmg. While people may 
disagree as to the exact standards they 
want, I think experience will testify to 
the fact that even the most fashion- 
minded people are interested in stand- 
ards at one point or another in their 
expenditures. 


ADVANTAGES OF STANDARDIZATION 


Standards may perform two func- 
tions: (1) they may facilitate identifi- 
edtion, and (2) they may make possi- 
ble greater mass production and hence 
lower prices. As regards the first, it 
is reasonable to suppose that the con- 
sumer is interested in standard nomen- 
clature and labeling. In fact, such 
standardization is absolutely essential 
to living in society. If the meaning 
of words were changed daily or hourly, 
communication would be practically 
impossible. At present, consumers’ 


goods are called by so many different 


names and labeled so differently that 
no one is able to say what goods he is 
buying. He must rely on the good 
will and honesty of the seller. Or- 
ganized commodity markets have 
standard nomenclature and labeling 
as an essential condition for carrying 
on business. But the ultimate con- 
sumer has no means of knowing 
whether such terms as “silk,” “ wash- 
able silk,” “fast dye,” “pre-shrunk,” 
“virgin wool,” and “cotton cloth” 
mean what they seem to mean, or 
something else. The Bureau of Stand- 
ards could do such work of standard- 
izing nomenclature and labeling for 
consumers’ goods without robotizing 
any one, and with considerable sup- 
port from consumers. 

Endless argument has been spent on 
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the evils of the machine age. Much 
has been made of the mechanization 
and robotization of life under the rule 
of the machine. But the one advan- 
tage of the machine lies in its ability to 
produce innumerable goods if allowed 
to operate fully. Within the limits of 
construction, every machine operation 
is uniform, and each machine-made ob- 
ject is standardized according to some 
relatively fixed pattern. The more 
standardized the object, the more con- 
tinuous the operations; and the larger 
the scale of production, the more, 
cheaply the commodity can be pro- 
duced. Standardization makes pos- 
sible the full economies of machine 
production. 

This does not mean that all articles 
need be uniform. By standardizing 
the quality of silk one does not stand- 
ardize the pattern according to which 
the dress must be made. The oldest 
and perhaps most rigorous quality 
standards in the Western world are to 
be found in artists’ pigments, paints, 
canvases, and brushes. Whatever 
standardizatien there is in art, how- 
ever, it has had nothing to do with the 
standardization of the materials with 
which paintings are created. The 
difficulties are not with standardiza- 
tion so much as with the fields in which 
it has been applied. Ifit could be kept 
from being applied to features of pro- 
duction in which style, fashion, and 
individual taste are dominant, it could 
have no other effect than that of 
raising material standards of living 
through increased output at lower 
prices, 


ALLEGED INJUSTICE or RATINGS 


The Bureau of Standards has con- 
sidered the feasibility of distributing 
information on the qualities of various 
consumers’ goods, but after due de- 
liberation such plans have been re- 
jected. The Bureau is so businęss 
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minded that such information is taboo 
on the ground that it might hurt some 
businesses. And anything which dam- 
ages businesses would damage the ulti- 
mate consumer. 

In an article on the effectiveness 
of quality standards, Mr. I. J. Fair- 
child of the Bureau of Standards 
Says: 


The testing laboratory, of course, has no 
control over the qualityeof subsequent pro- 
duction. If reports indicate a low rating, 
the manufacture? most likely will immedi- 
ately strive to improve the quality of his 
product so as to obtain a better rating, or 
if this seems impracticable he will lower 
the price in an effort to maintain produc- 
tion and sales. If the report indicates a 
high rating, the natural tendency is (1) to 
attempt to increase sales on the basis of the 
superior rating, or (2) to raise the price so 
as to obtain a greater profit. Manufac- 
turers may also bring out new designs 
which may prove either superior or inferior 
to the product tested, and when the new 
product bears the same trademark or brand, 
as is frequently the case, the consumer has 
no means of making any distinction be- 
tween the two when attempting to follow 
the laboratory rating. 

Such a system would lead to grave in- 
justices to the manufacturer who subse- 
quently improved his products, but who 
through loss of reputation as a result of the 
Government ratings might find it imposst- 
ble to weather the storm until a more favor- 
able report could be obtained. Even then 
the unfavorable rating, through inertia of 
the public mind, would continue to be a 
millstone about his neck. Such reports 
would be misleading also to the consumer, 
since he would quite naturally assume that 
all of the products of the leading company 
or bearing the leading trade brand would 
rate similarly or be of top-notch quality. 
In fact, quality ratings by a really authori- 
tative bod¥, such as the Government, would 
tend, at least temporarily, to focus all busi- 
ness on certain highly rated brands and lull 


the buyer into a sense of security and com- w 


placency in making purchases of such 
brands. , . 
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If this argument means anything, it 
means (1) that quality standards will 
damage the producers who have low 
ratings and (2) that subsequent pro- 
duction may not be at the quality level 
of the previously tested commodities. 
But the argument gives away the 
whole show. The difficulty in quality 
standards is not that the -consumer 
will be lulled “into a sense of security 
and complacency in making purchases 
of such brands,” but that business men 
who do not attain the standards set 


‘are going to squawk. The Bureau of 


Standards is not willing to undergo 
criticisms from business, or encourage 
“injustices” as Mr. Fairchild refers to 
them. 

This tenderness for the feelings of 
business men has led to a distrust of 
the Bureau by representatives of the 
consumer, which is very mildly ex- 
pressed by the Committee on Con- 
sumer Standards of the Consumers’ 
Advisory Board of the NRA. In its 
report of December 1, 1933 it states: 


Of the specific Bureaus which might be 
considered fas the agency best suited to 
develop a program of consumer standards] 
the Bureau of Standards is the most obvious 
one to undertake this consumer standard- 
ization work. Apart from its sharing the 
disadvantages common to all existing bu- 
reaus, the Bureau of Standards is not rec- 
ommended for the task because of its 
location in the Department of Commerce 
and the fact that the past history of its 
Commercial Standards division, its planned 
future close coöperation with the indus- 
trially affiliated American Standards As- 


sociation, and the presence of research - 


workers supported by industry in its labo- 
ratories, all give it a traditionall¥ industrial 
approach. Although a Consumer Stand- 
ards Board must lean heavily upon its Com- 
mercial Standards division for codperative 
contacts with industry, it cannot leaye to 
the Bureau the task of representing the 
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consumer point of view and developing 
standards which fully meet consumer needs. 


The Bureau of Standards has infor- 
mation which may be of interest to 
the ultimate consumer, but it does not 
tolerate the distribution of such infor- 
mation. Forexample, Consumers’ Re- 
search once reported to its members 
(who have pledged themselves to keep 
such material confidential) the results 
of a study on watches conducted by 
the Bureau. The tests were requested 
and paid for by Consumers’ Research. 
Yet the Bureau found such report very 
“objectionable” and refused to coöp- 
erate in any more investigations with 
Cénsumers’ Research. The Bureau 
stated that “it is also generally under- 
stood that the Bureau does not make 
comparative tests of competitive com- 
mercial articles.” 

The net result of the Bureau’s pres- 
ent work is to benefit the final con- 
sumer only if and when business men 
see fit to pass along whatever econo- 
mies they may have gained through 
the work of the Bureau. One may say 
that this is adequate pretection, since 
business men see the advantage of 
standardization in decreasing prices 
and increasing output so that net prof- 
its may be increased. But to expect 
business men to act this way is to re- 
ject all evidence presented by common 
observation. 


PUBLIC INTERESTS SHOULD BE 
PARAMOUNT 


It may be unqualifiedly stated that 
the Bureau of Standards belongs to 
the people of the United States, and 
that they are entitled, according to the 
principle that “he who pays the piper 
calls the tune,” to its full exploitation 
in their own interests. This general 
statement of policy is deserving of an 
early and emphatic indorsement at the 
hands of the new Administration if 
the claims of the Bureau officials are 
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to continue to be anything but pious 
generalizations. 

Once this policy has been declared, 
there can be no objection to continued 
pursuit of the valuable research work 
of the several divisions included in the 
Bureau’s present range of functions. 
There is every reason for continued 
expansion along these lines, and no 
reason whatsoever for any curtailment 
if the best interests of the community 
are to be served. Nor is there any 
reason why the codperation with in- 
dustry and trade should be curtailed 
in any respect whatsoever. It is fo 
the interest of the community that 
standards be developed, promulgated, 
and used in industry provided the ma- 
chinery established for these purposes 
insures that the manifest benefits be 
passed on to the consumer without 
fail. But that this may happen, it 
will be necessary to insure that the 
findings are public property, and that 
industry be allowed to reserve to it- 
self from its savings through this work 
only enough to reimburse itself for 
original outlays and a percentage re- 
turn on such time and investments. 
Even this latter concession is not good 
from the point of view of public policy, 
but it might be allowed as a transi- 
tional compromise. 

Since the standards are being used 
in industry, and industry is being 
brought under the control of code au- 
thorities—equivalent in power and 
control to cartels—the codperation be- 
tween industry and the Bureau will 
be unavailing in reducing prices to the 
ultimate consumer unless it be sup- 
ported by the power and the practice 
of determining costs and fixing prices. 
Since, as everybody knows, this is al- 
ready being done on a widespread 
scale in industry, the coöperation of 
the Bureau must be refused where 
costs and prices are not known, and 
where the authority on the part of the 
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Government to examine books and de- 
termine allowable costs is not present. 
The forces of competition cannot be 
counted on to bring this result, and 
under monopoly there is no other al- 
ternative unless it suit the caprice of 
business management so to act. Only, 
the naïve and simple minded expect 
or entertain the latter even as a pos- 
sibility. 


Merron or PgoMULGATION 


The coöperation should be rounded 
out to includ@ consumers’ goods—i.e., 
goods sold over the counter and pur- 
chased by the ultimate consumer. 
This would make possible systematic 
study of consumer standards and 
labeling problems analogous to those 
already undertaken by industrial 
standards committees. A proposal of 
this character has already been made 
by Professor Lynd and his associates 
for the Consumers’ Advisory Board. 

Backed by the extensive research 
facilities of the Bureau of Standards, 
and with the several special standards 
formulating bodies in the fields of in- 
dustrial, commercial, and consumer 
problems, the matter of promulgation 
should be centralized in some one or- 
ganization. Promulgation implies ac- 
tual introduction of the standard into 
the interstices of industry and trade. 
For reasons which cannot be given 
here, confusion is Inevitable unless 
standards work is centralized in a sin- 
gle body within each economically sig- 
nificant region. Otherwise a system 
of standards without internal contra- 
diction and flexible enough to admit 
readily of all needed changes is abso- 
lutely impossible. The best organiza- 
tion for this purpose would appear to 
be the American Standards Associa- 
tion. But before this body could be 
intrusted with such promulgation— 
following the recommendation of ame 
standards research and formulating 
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body—it would have to be made re- 
sponsive and responsible to the general 
public. That is to say, all its hear- 
ings would have to become public 
property, and its standards would of 
necessity be established only upon 
clear proof of economic pov En age to 
the community. 

In order that the standards work 
could be economically justified, it 
would have to be supported not only 
by scientific and etechnical research, 
but also by cost accounting, statisti- 
cal, managerial, and org@nizational re- 
search at each stage of formulation 
and promulgation. In order that pro- 
mulgation could be economically jus- 
tified, it would be necessary for the 
central authority, whether acting di- 
rectly under a code authority or other- 
wise, to be empowered to authorize, 
and if necessary compel, thorough- 
going reorganization of any industry 
or industries where the introduction 
of standards should be deemed worth 
while and desirable. This would mean 
power to eliminate badly located, 
high-cost, inefficient concerns and to 
wipe the slate clean of duplicate and 
overlapping facilities and services; the 
obligation of insisting upon access to 
books; and the right to police what- 
ever brand, specification, and labeling 
system was devised. It would also 
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carry with it the duty of making all 
data collected freely accessible to the 
public, and would create the need of 
publicizing as far as possible the facts 
of most intimate concern to ultimate 
consumers. 

This may seem like going a bit far, 
but there are no alternatives if, given 
the more or less complete abolition of 
laissez faire under the codes, the coun- 
try is to enter a stage of far-reaching 
monopoly. If that monopoly power is 
to be exercised by private industry, 
the Bureau of Standards and all other 
governmental bodies must refuse their 
coöperation in full, on pam of bemg 
nothing more than tools of vested in- 
terest. If it is to be exercised by a 
Government responsive to the public 
interest, it will be hard to establish 
alternatives in opposition to the above 
generalizations. Itis extremely doubt- 
ful whether this is either possible or 
desirable without the full socialization 
of industry and trade. But if not, the 
alternative for the Bureau of Stand- 
ards seems perfectly clear: that of co- 
operating if, when, and only when the 
direct benefits can be shown to re- 
dound in full to the public which it is 
established to serve. This calls not 
for indorsement of, but for radical 
changes in the present procedure of 
the Bureau. 


been assistant professor 


of economics at Washington Square College, New 
York Unwersity, since 1980. He is co-author of 


“Economic Behavior.” 
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Services of the National Bureau of Standards 
to Consumers 


NY discussion of the services of the 
National Bureau of Standards 
which does not give full consideration 
to the control exercised over the Bu- 
reau by Congress is likely to result in 
inaccurate and misleading conclusions. 
Congress set forth the functions of 
the Bureau in “an Act to Establish the 
National Bureau of Standards,” ap- 
proved March 3, 1901, as follows: 


Sec.2. That the functions of the bureau 
shall consist in the custody of the stand- 
‘ards; the comparison of the standards used 
in scientific investigations, engineering, 
manufacturing, commerce, and educational 
institutions with the standards adopted or 
recognized by the Government; the con- 
struction, when necessary, of standards, 
their multiples and subdivisions; the testing 
and calibration of standard measuring ap- 
paratus; the solution of problems which 
arise In connection with standards; the de- 
termination of physical constants and the 
properties of materials, when such data are 
of great importance to scientific or manu- 
facturing interests and are not to be ob- 
tained of sufficient accuracy elsewhere. 

Sec. 3. That .the bureau shall exercise 
its functions for the Government of the 
United States; for any State or municipal 
government within the United States; or 
for any scientific society, educational insti- 
tution, firm, corporation, or individual 
within the United States engaged in manu- 
facturing or other pursuits requiring the use 
of standards or standard measuring instru- 
ments. All requests for the services of the 
bureau shall be made in accordance with 
the rules and regulations herein estab- 


lished. 


APPROPRIATIONS FOR THE BUREAU 


Committees of Congress each year 
review the program of activities of the 
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Bureau, and the Congress makes 
specific appropriations to provide for 
the services to be rendered. 

It is worthy of note that the largest 
appropriation ever,made by Congress 
for the National Bureau of Standards 
($3,647,971 fer the 1930-31 fiscal year) 
represented-only the equivalent of one 
three-cent postage stamp during the 
year for each inhabitant of this coun- 
try. Moreover, 27 per cent of this 
amount (namely, $1,012,000) repre- 
sented not current expenses but in- 
vestments for land, buildings, and 
permanent equipment. Had the Bu- 
reau been permitted to charge the 
Federal and state governments as well 
as the public for tests made by it, and 
been given credit for the fee values of 
the tests (namely, $816,980) and for 
$102,000 turned back into the Treas- - 
ury, the net cost to the taxpayers of 
the Bureau for operating expenses 
would have been, recorded that year as 
only $1,517,734. The Treasury (not 
the Bureau) was paid $71,380 for tests 
made by the Bureau for the public. 
During the same year the Bureau re- 
ceived $474,015 by transfers and reim- 
bursements for researches made for 
other departments of the Federal Gov- 
ernment. The total appropriation for 
the Bureau of Standards for the com- 
ing fiscal year is $1,436,908. 


Bureau Actrvitres or VALUE TO 
CoNSUMERS 


Many, in fact most, of the activities 
of theeBureau have a direct relation 
to consumer problems—particularly 
those of the Federal, state, and mye 
nicipal governments—and its re- 
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searches and tests are of definite if not 
direct value to the purchasers of ‘the 
country, both contract and over-the- 
counter. Many of the publications of 
the Bureau of Standards and of the 
Federal Specifications Board, of which 
the Director of the Bureau is chair- 
man, ex officio, are of immediate inter- 
est and value to the household 
purchasers. A list of these publica- 
tions will be sent on request. 

As an example of Bureau of Stand- 
ards publications of immediate inter- 
est to the householder, w® may cite the 
handbook entitled “Care’and Repair 
of the House,” the sales of which have 
already exceeded 34,000 copies. Fol- 
lowing its publication, the pamphlet 
was also widely reprinted in certain 
newspapers. 

As a part of its services to the Fed- 
eral and local governments, the Bu- 
reau has taken an active part in 
preparing commodity specifications 
and in making these specifications 
readily available for use by tax-sup- 
ported agencies. 

While primarily prepared for use in 
' governmental purchasing, these speci- 
fications and the tests developed in 
connection with them have often been 
of direct value to the general consum- 
ing public by establishing quality as a 
basis for competition among manufac- 
turers. The competition thus stimu- 
lated has certainly brought about 
remarkable improvement in several 
widely used commodities. 


RELATIVE Maprirs or COMPETING 
COMMODITIES 


Not infrequently the Bureau of 
Standards is asked to give to individ- 
uals or to the public in general, infor- 
mation which, it is supposed fo have 
concerning the relative merit? of dif- 


* The titles of some of the Bureau’s publica- 
ions of interest to household purchasers are 
kisted at the end of this article. g 
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ferent brands of articles on the market. 
As a matter of fact, the Bureau has 
relatively little information of this 
kind. Such information as we have 
is secured from the examination of a 
part of the supplies purchased by the 
Government. These purchases are 
made on the basis of specifications. If 
the material supplied on the lowest bid 
meets the specification, this closes the 
transaction, and competing materials 
are not examined. Consequently our 
knowledge of any line-of competing 
materials is in general exceedingly 
fingmentary. 

Bills have been introduced in Con- 
gress from time to time authorizing 
the Bureau of Standards to determine 
and report upon the relative merits of 
competing commodities; but Congress. 
has not looked with favor upon this 
proposed expansion of the Bureau’s ac- 
tivities, which would necessarily in- 
volve an enormous expense if a 
comprehensive, reliable, and up-to- 
date service were to be maintained. 

The Bureau tests regularly, upon re- 
quest, certain types of commodities 
requiring comparison with its stand- 
ards, such as weights, graduated glass- 
ware, electrical, mechanical, and 
optical measuring instruments, ther- 
mometers, and watches, with which it 
Issues individual certificates. Obvi- 
ously each certificate applies only to 
the separate article tested. Having no 
control over the factories and being 
unable to inspect with any degree of 
thoroughness the products which the 
various makers place upon the market, 
the Bureau cannot properly issue gen- 
eral certificates even for articles of the 
types mentioned, because it would be 
quite misleading to give the impression 
that the tests made indicate the per- 
formance of the general run of prod- 
uct. This condition applies even more 
strongly to the more widely used con- 
sumers goods of which the Bureau 
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tests at most a minute fraction of the 
production. 

Although it has been impossible to 
comply fully with the numerous re- 
quests from consumers, both organized 
and unorganized, for data concerning 
the researches made and the goods 
tested at the Bureau of Standards, 
these requests have been given serious 
consideration. The conclusion has 
been that the best method of extend- 
ing to the non-governmental consum- 
ers the maximum benefit from the tests 
and investigations made at the Bureau 
is to place the results of the researches 
at the disposal of committees (both 
governmental and non-governrhen- 
tal) formulating nationally recognized 
commodity specifications; to encour- 
age firms to manufacture goods to 
comply with these specifications, and 
to facilitate the purchase of specifica- 
tion-made goods by both contract and 
over-the-counter buyers. 

In order to make generally available 
the information concerning the speci- 
fications and specification-made goods, 
the “certifieation plan” and the “la- 
beling plan” have been developed. 


Tur CERTIFICATION PLAN 


The certification plan involves the 
compilation and distribution of lists of 
manufacturers who are willing, when 
requested to do so, to certify to the 
purchaser that the commodities deliv- 
ered comply with the requirements 
and tests of certain nationally recog- 
nized specifications. This plan has 
been applied to 404 Federal specifica- 
tions and 38 commercial standards, 
18,500 requests for listing having been 
received from 8,750 firms. 

Although the certification plan was 
inaugurated for the purpose of facili- 
tating the use of nationally recognized 
specifications by purchasers not ade- 
quately equipped to make tests of all 
of the commodities delivered, with 
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special reference to purchases made 
out of tax moneys, it has not been ex- 
pected that acceptancé testing will be 
dispensed with. On the contrary, such 
testing at irregular intervals is strongly 
advocated, to be so conducted, how- 
ever, as to be free from any appreciable 
burden to either the small or the large 
purchaser. 

The value of the certification plan 
has already been demonstrated 
through the use of the lists by tax-sup- 
ported purchgsing agencies. Many of 
these have thus been able to make 
contacts at the minimum of expense 
with firms willing to supply commodi- 
ties guaranteed by the preducers to 
comply with designated specifications. 


Tue LABELING PLAN 


For over-the-counter buyers and 
small consumers in general, the label- 
ing plan would give many of the ad- 
vantages which the contract buyer 
gains under the certification plan. 
Self-identifying, quality-guaranteeing 
labels on the containers or the com- 
modities themselves would enable such 
buyers to identify immediately com- 
modities guaranteed by the makers to 
comply with nationally recognized 
specifications. The Bureau has taken 
the lead in impressing upon manufac- 
turers the benefits which they as well 
as their customers gain by using such 
labels. 

The labeling plan outlined above, 
which represents a marked improve- 
ment over the trade-brand plan of 
identification, should not be confused 
with the many systems in operation 
involving labels the exact significance 
of which is seldom understood by 
over-the-counter buyers, who are 
therefoxe somewhat inclined to dis- 
credit all labels. 

The self-identifying, quality-guaran— 
teging type of label is enforceable 
through the nredium of the Federaf 
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Trade Commission, which is being 
given added support at this time be- 
cause of the development of the codes 
of fair competition. In many of these 
codes the industries have given official 
recognition to the unfairness of mis- 
‘representation of commodities on 
labels. In certain lines the self-identi- 
fying, quality-guaranteeing labeling 
plan is being made even more directly 
effective through the action of progres- 
sive trade associations, several of 
which are underwriting he labels and 
maintaining inspection services to in- 
sure that the guarantees on the labels 
will be complied with. 


APPENDIX 


TYPICAL PRINTED PUBLICATIONS OF THE 
BUREAU OF STANDARDS OF [INTEREST TO 
HousEnoLD PURCHASERS * 


Circulars 


(C 55) Measurements for the Household; 
(C 70) Materials for the Household; (C 
116) How to Get Better Service with Less 
Natural Gas in Domestic Gas Appliances; 
(C 400) Inks; (C 402) Sundials; (C 404) 
Cautions Regarding Gas Appliance At- 
tachments. 


Research Papers 


(RP 48) Sound Transmission Through Wall 
and Floor Structures; (RP 113) Data on 
Ultra-Violet Solar Radiation and the So- 
larization of Window Material; (RP 294) 
Laundry “ Winter Damage”; (RP 600) Ef- 
fect of Weave on the Properties of Cloth; 


2 For reasons of space the complete list of such 
publications cannot be given. The titles listed 
were arbitrarily chosen from several hundred in 
the following manner: Where more than six 
titles occur under any one classification, the first 
three and the last three (according to classifica- 
tion number) are given, except in the case of 
Federal Specifications, where all the titles under 
“C” are printed. Copies of these prblications 
can be purchased from the Superingendent of 
Documents, Government Printing Office, Wash- 
ington, D. C. Most of the prices are five or ten 

«ewents, though*in some cases they are higher. 
The identifying symbols shown in parentheses 
are given to facilitate orderitig. . 
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(RP 640) Wear of Carpets; (RP 644) 
Flow in Roof Gutters. 


Technologic Papers 


(T 56) Protection of Life and Property 
Against Lightning; (T 274) Use of United 
States Government Specification Paints and 
Paint Materials. 


Miscellaneous Publications 


(M 39) Household Weights and Measures 
(card); (M 45) Buying Commodities by 
Weight and Measure; (M 85) Specifi- 
cations and Tolerances for Commercial 
Weighing and Measuring Devices; (M 135) 
International Metric System Weights and 
Measures; (M 137) Paint for Priming Plas- 
ter Surfaces; (M. 140) A Study of the De- 
terioration of Book Paper in Libraries. 


Building and Housing 

(BH 12) Present Home Financing Meth- 
ods; (BH 13) Recommended Minimum 
Requirements for Plumbing; (BH 14) 
Recommended Minimum Requirements 
for Fire Resistance in Building; (BH 15) 
Care and Repair of the House; (BH 17) 
How to Own Your Home; (BH 18) Recom- 
mended Minimum Requirements for Small 
Dwelling Construction. 


@ 
Handbooks 


(H 9) Safety Rules for Radio Installations; 
(H 17) Code for the Protection Against 
Lightning. 


Commercial Standards 


(CS 0-380) The Commercial ` Standards 
Service and Its Value to Business; (CS 
1-28) Clinical Thermometers; (CS 2-30) 
Mopsticks; (CS 45-38) Douglas Fir Ply- 
wood; (CS 46-83) Hosiery Lengths; (CS 
47-34) Gold Filled and Rolled Gold Plate 
Articles Other than Watch Cases, Mark- 
ing of. 


Simplified Practice Recommendations 


(R 2) Bedsteads, Spring and Mattresses: 
(R 5) Hotel Chinaware; (R 8) Range Boil- 
ers and Expansion Tanks; (R 149) Sieve 
(Sereen) Sizes of Canned Peas; (R 150) 
Copper Wire Nails; (RR 1) Simplification 
of Sizes and Terminology of High Volatile 
Bituminous Coal. 
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Letter Circulars 

Copies of these mimeographed circulars are 
available, without charge, from the Bureau of 
Standards 
(LC 30) Information on Refrigeration; (LC 
60) Publications of the Bureau of Stand- 
ards of interest in connection with accident 
prevention and safety; (LC 80) Publica- 
tions relating to gas; (LC 402) Cellophane; 
(LC 403) Detergents and related subjects; 
(LC 407) Automobile engine lubricating 
oils, 


l Federal Specifications 
(CCC-C-81) Cambric; (C-C-91) Candlés; 
(DDD-C-51) Carpets and Rugs, Axmin- 
ster; (DDD-C-61) Carpets and Rugs, vel- 
vet, plain; (DDD-C-71) Carpets “and 
Rugs, Wilton; (CCC-C-231) Chambray; 
(CCC-C-271) Cheesecloth, bleached and 
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unbleached; (DDD-C-301) Cheesecloth 
for wiping purposes, remnants and seconds; 
(CCC-C-321) Cheviot, cotton; (DD-C- 
311) Chimneys and Globes, lamp and lan- 
tern, glass; (M-C-301) Chinaware, vitri- 
fied; (CCC-C-406) Cloth, awning; (CCC- 
C-411) Cloth, birdseye, diaper, in bolts; 
(CCC-C-451) Cloth, handkerchief, cotton;’ 
(CCC-C-521) Cloth, shade; (DDD-C- 
481) Cloths, table, cotton; (DDD-C-491) 
Cloths, wiping; (T—C-571) Cord, sash, cot- 
ton, braided; (AA-C-571) Cots, folding, 
canvas; (JJJ-C-561? Cotton, absorbent; 
(C-C-811) Cushion, carpet and rug, hair- 
felt; (ZZ-C~791) Cushions, ring, cloth- 
inserted; (ZZ-C—796) Cushions, ring, 
rubber; (GGG—C-746) Cutlery, galley and 
kitchen. 

The Federal Specifications Board has 
promulgated 173 specifications for vege- 
table and animal food products. 


Dr. Lyman J. Briggs is Director of the National 


Bureau of Standards. 


He has been engaged in 


_ scientific work for the Government since 1896, in 
connection with the Bureau of Soils; the Bureau of 
Plant Industry, and the Bureau of Standards. He is 
the author of numerous technical papers in the fields 


of physics and engineering. 


Private Organizations Working for the Consumer 


By EDITH Ayres 


ONSUMERS think they know 
. what they want. But they never 
seem to know before the moment of 
actually putting the money across the 
counter, and sometimes not until long 
afterwards. What we want, appar- 
ently, is freedom eof choice, freedom 
to look around and see what the mar- 
ket has to offer, freed®m from the 
trouble of deciding beforehand how 
our money is to be spent, freedom 
from having to arrange that certain 
articles be made up for us in certain 
ways. We have whole-heartedly sup- 
ported the movement towards ready- 
to-wear clothing, ready-to-eat food, 
and ready-to-occupy housing. These 
things do not always save time, cer- 
tainly, but they always give us a feel- 
ing that we need not commit ourselves 
to buying them until we actually need 
them. 
This love of independence limits the 
usefulness of organizations working in 
our behalf. We hesitate to pay for 
expert advice, even in important pur- 
chases, because it might make us feel 
that we ought to use it. Private or- 
ganizations offering help in an imper- 
sonal way are less obnoxious than the 
idea of government interference, be- 
cause they can never compel us to 
adopt their suggestions; but we tend 
to be suspicious even of them. Are 
they perhaps trying to make us want 
fewer things, we think, are they en- 
couraging regimentation and forced 
simplicity, and might that not lead 
into a kind of communism? It would 
be sad indeed if it did, for the indi- 
vidualist’s chief comfort is thé feeling 
that if he wanted to he could be an 
‘mdividual. ° 
e To be sure, we are enormously etri- 
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ous about how other people live, at 
any rate # they belong te our own or 
a higher income level. And ordinarily 
we do not find out how other people 
live so that we can differentiate our- 
selves, but so that we can live in ex- 
actly the same way. As long as it is 
possible to counteract the inevitable 
monotony by frequent changes of 
fashion, we are not upset by the fact 
that what is bought today by people 
of the upper income levels will be 
bought tomorrow in cheapened form 
by people of the lowest income levels. 


Our NATIONAL PHILOSOPHY 


This voluntary uniformity is partly 
an expression of the American protest 
against fixed social classes. Perhaps it 
is also an expression of the lonesome- 
ness of spirit which we feel in associat- 
ing with people of so many different 
racial and social backgrounds. It is 
both cause and effect of “the melting 
pot. We need to live in the same 
houses, buy at the same stores, eat 
the same food, and dress in the. same 
clothes because we are fundamentally 
so different. l 

In countries where the standard of 
living does not change, consumers let 
their habits dictate their purchases; 
and this holds even in industrialized 
countries where membership in a fixed 
social class is taken for granted, where 
members of the white-collar, working, 
and farming classes expect always to 
remain more or less in those classes 
and are therefore exempt from com- 
petition with members of other classes. 
The fixed social habits of the various 
classes influence the market to a de- 
gree that is noticeable even to the 
most superficial traveler. But in our 
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country, the children of gangsters 
compete socially with the children of 
the “Mayflower,” and the children of 
peasants with the children of planters. 
Our national philosophy 'contains an 
obligation which is alike for all—the 
obligation to get ahead, with praise 
for those who succeed and blame for 
those who fail. 

To be sure, we have no well-cut 
steps on our social ladder. We have 
many different kinds of individuals 
and groups, each with its own peculiar 
ideas of what is the best way to rise, 
but all are looking to the same goal-*- 
betterment through change. And al- 
though for most people this means 
buying more things, no one can afford 
to buy everything, and our markets 
must therefore provide a great variety 
of things which look alike, to satisfy 
all tastes and combinations of demand. 
In fact, as the spread between low and 
high incomes widens, and the need to 


keep abreast in the struggle becomes: 


more acute, greater and greater vari- 
ety is required. 

Yet because this competition in- 
volves the® entire people and not 
merely our upper classes, and because 
we respond to it by demanding modi- 
fied versions of the things people just 
beyond us buy, our lives even now 
look painfully regimented to foreign- 
ers. For whenever we can, we buy 
not only articles with similar func- 
tions but things with exactly the same 
trade names. Purchase of the right 
brand is often the very best evidence 
of worldly wisdom and urban sophis- 
tication. 

We may owe a part of this slavish 
uniformity to advertising and large- 
scale production; this is what is often 
claimed. But advertising could not 
move us if we did not want to be 
moved. The completeness of our sub- 
mission depends upon our religion of 


individual self-betterment. 
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Some such general observations as 
these must be borne in mind in judg- 
ing the usefulness of organizations of- 
fering help and advice to consumers. 
Roughly, these organizations fall into 
three groups, though it will not be 
convenient to discuss them all strictly 
in this order. There are those associ- ` 
ated with some business interest, those 
which grow out of the activities of a 
professional group, and those which 
have no connection,at all except with 
the interests of ultimate consumers. 

In the first group are magazine “in- 
stitutes,” department-store “bureaus 
of standards,” trade associations, and 
Better Business Bureaus; in the sec- 
ond, professional organizations such as 
the American Medical Association and 
the American Home Economics Asso- 
ciation; and in the third, Consumers’ 
Research and the various local buying 
clubs which spring up from time to 
time but which do not usually last 
long or make their influence felt over 
a very wide area. No clear line of de- 
marcation exists between the first two 
classes, for the distinction between 
business and the professions is a purely 
traditional one, and there is a modern 
tendency towards bringing elements of 
each into the other; but there is a 
fairly wide gap between the first two 
and the third, between services offered 
to consumers and services initiated by 
them. 


THe MAGAZINE INSTITUTES 


Among the so-called “institutes” 
connected with women’s magazines, 
Good Housekeeping Institute is per- 
haps the largest and the best known. 
Others are the Delineator Institute, 
the (New York) Herald Tribune Insti- 
tute, ard the various services provided 
by thesLadies Home Journal and the 
Woman’s Home Companion. Most of 
them are known and used only hy 
readers of the magazine, although the 
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Good Housekeeping star, the symbol 
of Good Housekeeping approval, is 
often attached by manufacturers to 
their products and has perhaps a wider 
circle of acquaintances than has the 
magazine itself. 

The institutes often set up perma- 
“nent exhibitions of house furnishings 
or of model kitchens which local read- 
ers can visit. They usually have do- 
mestic science laboratories or food 
chemistry laborateries, and sometimes 
small engineering laboratories and test 
rooms. Generally the products which 
they examine for official approval in- 
clude foods (frequently also hygienic 
preparations), kitchen utensils, and 
household appliances (vacuum clean- 
ers, refrigerators, laundry equipment, 
and so on)—in other words the prod- 
ucts advertised on the pages of the 
magazines. Popular Science Institute 
tests radios and their accessories, tools, 
oil-burning furnaces, and so forth. In 
principle it is hke the mstitutes con- 
nected with the women’s magazines, 
although it covers a somewhat differ- 
ent ground. 

The tests and standards employed 
are usually worked out by technicians 
of the institutes; there is of course 
some conflict among them, and much 
duplication of effort. Sometimes they 
publish lists of approved products, 
and sometimes they merely answer re- 
quests for information about specific 
appliances; but m no case, it is be- 
lieved, do they issue warnings about 
particular trade-marked articles. Nor, 
in general, do they publish the results 
of their tests, and indeed it is usually 
impossible to find out precisely what 
tests have been applied. Since they 
are financed by the magazines with 
which they are connected, their obvi- 
ous purpose is to build up cireulation 
and advertising, and consequently 
there is usually nothing said about 
the relation of price to quality. All 
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products above a certain minimum 
level of quality are approved. 

It is difficult to estimate fairly the 
services which these organizations of- 
fer to consumers. They do of course 
steer a certain number of people away 
from really bad purchases. ‘They dis- 
courage false advertising, and compe- 
tition on the basis of greatly lowered 
quality. But their most important 
contribution, if one regards it as a 
contribution, is that they leave peo- 
ple’s social aspirations and prejudices 
exactly where they found them, or 
yather that they encourage them far- 
ther in the direction in which they 
are already tending. Nobody decides, 
after reading their advice, to buy less, 
or in general to get along with cheap 
rather than expensive products. There 
is no attempt to change the national 
scheme of values. 

The standards set by these insti- 
tutes are naturally set in such a way 
that a fairly generous number of arti- 
cles will be approved; thus freedom of 
choice is interfered with as little as 
possible. Consumers are given some 
information about the ndftionally ad- 
vertised products which other Ameri- 
cans buy, and as a result they are 
better able than before to live as other 
people live. This is especially true 
of the institutes which employ large 
staffs to answer individual letters ask- 
ing in more detail about the etiquette 
of kitchen and household. ‘Their so- 
cial philosophy is that of the climber 
rather than that of the reformer. And 
as long as consumers are still largely 
climbers, depressions notwithstanding, 
as long as they feel obligated to rise 
as far as they can, these services will 
continue to be valuable. 


Consumers’ RESEARCH 


To this picture Consumers’ Research 
offers perhaps the deepest contrast. 
In the first place, it is financed by 
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those who use it. Its recommenda- 
tions cover a much larger group of 
products, selected with reference to 
the total needs of consumers, not with 
reference to possible advertising fees. 
Like the institutes, it prepares lists 
of recommended products; but unlike 
them, it accompanies these with lists 
of articles, also by brand name, which 
it does not recommend. By no means 
all its tests are original; many of 
course are, but wherever the results of 
reliable tests are fully available the 
recommendations are based on these 
rather than on duplicated work, and 
considerable effort is made to indicate 
the basis of judgment. Thus, all ¢he 
information that can be found of con- 
crete value to consumers in Govern- 
ment or trade sources is presented in 
one place and in convenient form. 
Where the recommendations of Con- 
sumers Research cover the same 
ground as those of the magazine insti- 
tutes, they tend to be different, less 
perhaps because its experts have more 
technical skill and information (though 
perhaps there are instances where this 
is also true) than because they have a 
different social philosophy. 

Consumers’ Research appeals to the 
dissatisfied. Now, most consumers of 
course are dissatisfied, but most of 
them, those who cherish the national 
ideal of getting ahead by keeping up 
appearances, believe that satisfaction 
would lie in being able to buy the 
things producers fabricate—the things 
that other people buy. Consumers’ 
Research appears to take the view 
that producers ought to fabricate the 
things consumers want, and there is 
probably a large group, probably a 
growing group, to whom this view of 
things appeals. 

It is further assumed by this organ- 
ization that consumers want com- 
modities which will perform certain 
physical functions measurably well, A 
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kitchen stove, for example, should 
provide certain temperatures with an 
economic use of gas, and without pre- 
senting the hazard of carbon monox- 
ide poisoning. If it performs these and 
other physical functions satisfactorily, 
if it is durable and convenient to oper- 
ate, and if it costs less than other com- 
parable models, it is by that very fact 
better than they, and is so listed in the 
bulletins. By emphasizing the engi- 
neering point of view in consumption, 
by giving relatively little attention to 
prestige and style values, Consumers’ 
Research appears, however, to have 
something of a reform attitude, to be 
calling for a change in consumers’ 
values away from standardization on 
the basis of appearance and towards 
standardization on the basis of physi- 
cal function. 

An interesting question is raised by 
the observation that the recommenda- 
tions of Consumers’ Research appeal 
rather strongly to men, even (perhaps 
especially) when they concern the ar- 
ticles women buy. Is it that many 
men have become discouraged about 
ever being able to earn enough money 
to keep up in the struggle for purely 
prestige expenditures? Or is it that 
they are still unaware of the fact that 
the struggle for a competitive place 
In society today is more largely con- 
cerned with prestige values than it 
was a generation ago when the pro- 
vision of physical comfort was the 
ideal? Or that being aware of this, 
they choose to be conservative? 

Perhaps the criticisms of advertis- 
ing and of the chaos in retail markets 
such as one finds in the pages of 
Consumers’ Research give men more 
real pleasure than they do women. 
Women,no less than men, pride them- 
selves on knowledge of the economic 
system. But emancipated. women are 
rugged individualists at heart. Evet 
the most social-minded do not want 
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to believe that the system into which 
they fought their way might have been 
more orderly if they had stayed at 
home and exercised some passive re- 
sistance to experiments made at their 
expense. 

Consumers’ Research is a radical 
It emphasizes function 
rather than style. It works sincerely 
in the interests of consumers as it þe- 
lieves consumers ought to be—inde- 
pendent and rational and interested in 
getting the most physical value for 
theirmoney. Itantagonizes those who 
do not want to question their present 
standards of good and bad expendi- 
ture, those who want to be foolish 
when other people are foolish and wise 
only when other people are wise. Per- 
haps this is still the larger group. 


PROFESSIONAL ASSOCIATIONS 


The activities of professional asso- 
ciations in behalf of consumers are of 
several sorts. The American Medical 
Association has for some time fought 
the fight against quack remedies by 
publishing and circulating information 
about them. More recently it has per- 
mitted the use of a label of approval 
on certain foods sold directly to the 
public. Through its popular magazine 
Hygeia it offers consumers a little edu- 
cation of a general nature calculated 
to counteract some of the food and 
health fads promoted by interested 
manufacturers. This of course is good 
as far as it goes. The Association does 
not, however, concern itself with the 
pocketbook of the public. It does not 
tell people specifically how to spend 
their money rationally. Its technical 
examinations of foods and drugs have 
more scientific standing than,those of 
the magazine institutes, but aside from 
that its recommendations are very 
much like those of the institutes, 

Though perhaps they do not yet reach 
*so large a section of the general public. 
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They fit in excellently with the pre- 
vailing social prejudices. 

Following the lead of the American 
Medical Association, the American 
Dental.Association has undertaken to 
examine some of the popular hygienic 
preparations and to publish lists of 
those it can approve. 

A somewhat different line of attack 
on the consumers’ problem has been 
taken by the American Home Econom- 
ics Association. This is mainly made 
up of teachers of home economics, and 
there is in the teaching profession no 
long tradition of responsibility toward 
the public except through classroom 
coatacts. In fact, much of the tradi- 
tion that exists is being undermined 
by members of our technical faculties 
who combine teaching with work for 
private companies. Maintenance of 
large testing laboratories would be out 
of the question for such an association 
even if it were possible to limit the 
field of commodities tested, as the 
magazine institutes limit it to adver- 
tised products and the medical asso- 
ciations limit it to thiygs affecting 
health. 

The Home Economies Association, 
under the leadership of a few inter- 
ested and able women, has taken an 
active part in the movement towards 
the use of standard specifications for 
standard articles like sheets and blan- 
kets. In promoting this kind of thing, 
however, the members of the Associa- 
tion are obliged to work through trade 
associations or through the Govern- 
ment, and the results of their efforts 
are consequently hard to estimate. 
They favor the grading and the label- 
ing of products in such a way that con- 
sumers will have much more definite 
ideas about the probable performance 
to be expected from the products, and 
indeed if such schemes could be in- 
augurated, home economists would be 
in a good position to instruct consum- 
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ers on their use. But as yet little 
enough has been accomplished. 

Meanwhile, perhaps the most impor- 
tant function of the Association is the 
education of its own membership, 
which is by no means unanimous in its 
interest in the work. An important 
section of the organization is made up 
of home economists who have taken 
positions in business organizations, 
whose main job is the promotion of 
certain products, and who oppose any 
changes in the distributive system ex- 
cept those furthering the interests of 
manufacturers and selling organiza- 
tions. Some of these are the experts 
who devise new recipes or newe uses 
for household appliances, who conduct 
baking powder or mayonnaise “insti- 
tutes,” who speak over the radio and 
dictate articles showing consumers 
how to live more like other people. 

The home economists in business 
have much more influence than their 
numerical strength would indicate, be- 
cause they are well paid and articu- 
late, and because their field during pe- 
riods of prosperity offers almost the 
greatest attraction to those of the pro- 
fession who are personally ambitious. 
Even home economists in teaching 
have come more and more to empha- 
size fashion and style as opposed to 
mere quality, and to those the activity 
of their Association in behalf of qual- 
ity standards is less interesting. Yet 
with all its limitations, the work of the 
Association is outstanding. 

Two other national organizations 
have recently begun to take up the 
cause of the consumer—the National 
League of Women Voters and the 
American Association of University 
Women. Neither of these is a profes- 
sional association, nor are they, strictly 
speaking, groups of consumers work- 
ing in their own behalf. Both suffer 
from the usual curse of women’s or- 
ganizations, a rigid adherence to cer- 
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tain specified procedures. But both 
are attempting to put forward educa- 
tional programs on the problems of 
the consumer; both therefore in some 
degree supplement the work of other 
organizations by bringing it to the at- 
tention of the public. And in so far 
as education leads towards a reéxami- 
nation of the current scale of values, 
it is Important in promoting changes 
in what the public demands. 

The League his already demon- 
strated its usefulness in collecting price 
data. In connection with its public 
utility program it induced large num- 
bers of its rank-and-file members to 
save and present their electric light 
bills, and with these the organization 
was able to assemble some unique evi- 
dence about rates actually paid. 


OTHER ORGANIZATIONS 


Of somewhat more conventionally 
accepted significance is the work of cer- 
tain trade associations and other quasi- 
business organizations. The American 
Gas Association, for example, issues a 
monthly list of approved gas equip- 
ment, basing approval on definite 
standards designed to insure safety to 
the user from such things as carbon 
monoxide poisoning. Perhaps rela- 
tively few consumers know about this 
list or are in a position to demand the 
installation of approved equipment, 
but in some instances cities require 
that American Gas Association stand- 
ards be met in gas-burning installa- 
tions. Again no account is taken of 
differences in price. The consumer is 
assured of certain qualities if he buys 
the approved products, but he has 
little way of knowing whether or not 
he is paying a fair price for what he 
gets. 

Probably the labels of the Under- 
writers’ Laboratories are better known 
to average consumers, since they fre 
diten found ọn small electrical pants 
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and other pieces of household equip- 
ment bought more often than gas 
appliances. These labels presumably 
offer a certain minimum protection 
against fire hazard, but they do little 
towards solving the larger problems of 
consumption. 

Information about motor roads, ho- 
tels, tourist homes, and a variety of 
other things is to be had without di- 
rect charge to the consumer, some- 
times by the use of signs and labels. 
Some of the fruit growers grade and 
label their products. Here too, how- 
ever, the price variations are such as 
to deprive this of much of its useful- 
ness to consumers. Little has been 
done in the field of textiles. And in 
all fields the consumer is at a disad- 
vantage because he has no way of 
knowing which of the certifying*agen- 
cies are socially responsible, which 
serve business interests that coincide 
with his interests, and which, on the 
contrary, are merely attempting to sell 
him something he may or may not 
want, by establishing the notion that 
some particular trade name is a guar- 
antee of high quality. Since the last 
group is much the largest, it probably 
more than compensates for the work 
of the first. 

Even if trade associations were all 
working strictly in the public interest, 
it would be absurd to expect that con- 
sumers could ever become acquainted 
with their grading and labeling activi- 
ties in all industries, or could come to 
demand particular Jabels when they 
are different for all classes of products. 
For there is, after all, a definite limit 
to the amount of time and attention 
that consumers can give to the techni- 
cal problems of buying, unless, indeed, 
our working life is so shortened and 
the hours when stores are kept open 
are so carefully planned that a.critical 
ant detailed* attention to marketing 
can become a recognized economic 
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task, and spending money can achieve 
the important status which earning 
money now has. This is a serious sug- 
gestion for the experts who occupy 
themselves with the problem of in- 
creased leisure; and the only difficulty 
with it is the opposition which it 
would encounter from business in- 
terests if it should be promoted on 
a large scale by schools or public 
agencies. 


Department-store bureaus 


The bureaus of standards main- 
tained by some department stores can 
hardly be thought of as aids to the con- 
sumer. ‘They arenotas yet sufficiently 
developed to give him an appreciable 
amount of relevant information, and 
they are more than likely to give pub- 
licity only to the superior points of 
superior products. They cannot of 
course be expected to give out infor- 
mation damaging to the sales of the 
store. They resemble the advantage 
which some advertising agencies are 
taking of the outcry for more truth in 
advertising. These agencieg use a few 
qualifying phrases, or point out a few 
observable and unimportant defects in 
the products under consideration, and 
let it be inferred that they are pioneers 
pressing upwards to a new level of ad- 
vertising morality. 


Budget schemes — 


Budget schemes—plans which de- 
partment stores, popular magazines, 
and banks develop for showing con- 
sumers how to apportion their ex- 
penditures—are of some use to peo- 
ple moving from one income level to 
another. They provide information 
about how the general run of people 
at that income level live. But their 
fundamental purpose, of course, is to 
get a generous share of the consumer’s 
money for themselves or their adver- 
tisers. 


` 6 
PRIVATE a FOR THE CONSUMER 


Better Business Bureaus 


Some slight degree of protection is 
afforded urban consumers by the ac- 
tivities of Better Business Bureaus or 
other such organizations working in a 
general way to improve and standard- 
ize busmess ethics. For example, they 
oppose misleading window displays 
and other practices which are unfair 
to reputable merchants as well as to 
consumers. Asa result of their activi- 
ties the less scrupulous retailers are 
often obliged to do business only in 
the poorer sections of the cities; for of 


course this kind of protection, like the. 


censorship of advertising which the 
better papers and magazines carry on, 
serves chiefly the more intelligent sec- 
tion of the public, leaving those who 
have neither money nor education to 
get on as best they can. 

Perhaps this is the one criticism 
which should be leveled at all private 
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agencies working for the consumer. 
They help the intelligent classes in 
the community to achieve and retain 
a ‘position of superiority, and they 
leave to the relief agencies the prob- 
lem of showing people who cannot 
earn enough for self-support how to 
spend what they have in such a way 
that the taxpayers and the givers of 
charity will not entirely withdraw 
their contributions on the charge of 
shocking extravagance. If serving con- 
sumers who most need help is, in the 
nature of the case, impossible for pri- 
vate agencies, it may sometime be nec- 
essary to choose between good public 
education for consumers and the fur- 
ther indefinite perpetuation of eco- 
nomic inequalities. Or is it possible 
that in time we may conquer our aver- 
sion to the compulsory use of planned 
quality standards, even in the produc- 
tion of consumers’ goods? 


Dr. Edith Ayres is this year visiting professor of 
economics at Connecticut College for Women. She 
was formerly associated with the Department of 
Economics of the Washington Square College of 


New York Unversity. 
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Consumers’ Cooperative Methods 


By JamEs'PETER WARBASSE 


HE consumer is concerned about 
„A the best possible access to the 
things he needs. In the presence of 
the ownership and control of these 
things by others, the consumers’ ac- 
cess is often difficult. The proft mo- 
tive, which dominates producticn and 
supply in industry, succeeds only in the 
presence of scarcity. The consumer, 
cn the other hand, is advanzaged by 
plenty. As an economic principle 
plenty can be substituted for scarcity 
only when the consumer’s Imtezest is 
made supreme and the winning of prof- 
its by producers and handlers ceases 
to be the motive of industry. 

The purpose to win profits Las re- 
sulted in a perfection of productive 
end distributive machinery. The zeal 
for profits has made possible the cre- 
ation of an adequate supply f all the 
most needed commodities. But neglect 
of the consumer has accompamied con- 
cern about the producer and the han- 
dler and their profits. The result has 
Deen a stalemate of consumers’ pur- 
chasing power and consequeért stagna- 
tion of industry. 

This discussion 1s based on the thesis 
that service of the consumer under his 
own control as a motive and method 
of industry better conduces to plenty 
for the consumer than does tie motive 
and method of profit for producer and 
handler. This is naturally precicated 
upon the ability of the corsumer to 
serve himself. Has he this zapacity? 
Can he develop the efficiency neces- 
sary to this end? 

Abundant examples of two *itterly 
different approaches to this problem 
areinevidence. The political method 
- ig accomplished through the agency of 
jhe state. The other method existsan 
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the consumers’ coöperative societies. 
In one, the individual is represented 
as the citizen; in the other, as the 
voluntary member. ‘This discussion is 
addressed to the latter, representing 
cooperatively organized consumers. 


Tur NATURE OF CONSUMERS’ 
COÖPERATIVE ORGANIZATION 


eIn coöperative societies a number of 
people pool their resources to create a 
centralized fund which shall be ade- 
quate to finance the supplying of cer- 
tain of their needs. This principle has 
great possibilities. It may be illus- 
trated by the coöperative society of 
Tiflis, in which a thousand people put 
in the equivalent of five dollars each to 
establish a symphony orchestra. One 
of these members could not afford to 
have an orchestra of his own, but by 
uniting with his neighbors he could 
hear just as much music as though he 
had his own orchestra. Hs neighbors 
contributed, but took nothing away 
from him. And each of these one 
thousand persons could say the same. 

Twenty-eight people in Rochdale, 
England, put into a pool the equiva- 
lent of five dollars each, in 1844, and 
started a small food store. They had 
not been able to employ servants in 
their homes, and they proceeded to 
dispense with the servants who had 
bought commodities for them from the 
wholesalers and had fixed their own 
wages for the service. These Roch- 
dale pioneers became their own store- 
keepers. 

They saved for themselves the re- 
tailer’s profit or wages. 

The saving did not amount to much 
but it was a beginning. Jn time so 
many similar societies sprang up that 
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in 1863 they united and created their 
own wholesale business. That too 
was small; but now it is the largest 
wholesale supply house in the British 
Empire. 

Soon the wholesale was buying so 
much of the products of factories that 
it took the next step and organized its 
own production. Now the British and 
Scottish Codperative Wholesale Soci- 
eties are the largest manufacturers in 
Great Britain. With some hundred 
and fifty different productive enter- 
prises, they make practically every 
kind of commodity needed by the 
seven million families who constitute 
the membership of the British coöp- 
erative societies and who own these 
plants. They produce the simple and 
essential goods and the luxuries as 
well. The English codperative flour 
mills on the Manchester Ship Canal 
are the largest mills in the country if 
not in Europe. Factories for making 
clothing, furniture, soap, chemicals, 
brooms and brushes, automobiles, and 
watches demonstrate the capacity of 
these consymers to organize industry 
for their own service. ‘The business of 
the British Codperative Wholesale So- 
ciety in 1933 amounted to £84,000,000. 
It manufactured £25,000,000 worth of 
goods in the year. 

This same sequence of events is in 
operation in all countries. Forty 
countries have reached the stage of na- 
tional federation of their codperative 
societies. Thirty countries have de- 
veloped national wholesale societies 
with manufacturing industries. When 
these societies find that they need ac- 
cess to raw materials, they take the 
next step and acquire the sources of 
natural products. Fifteen of them own 
supply sources of raw material. The 
English wholesale owns thirty thou- 
sand acres of farm lands. Its coal 
mines are the safest and best managed 
mines in England. Olive groves in 
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Africa for oil for soap factories, vine- 
yards in Spain, and currant planta- 
tions in Greece are other evidences of 
this reaching out toward the products 
of Nature. The Swedish codperatives 
own lands and gardens. The Finns 
own forests for lumber and wood for. 
their match factories. The Swiss con- 
trol much land and many productive 
plants. Other codperative consumer 
groups own and conduct such enter- 
prises as: fishing ffeets; grazing lands 
and herds for milk and meat produc- 
tion; and lars yielding fruit, vegeta- 
bles, eggs, wool, flax, and dairy prod- 
ucts for their factories and for direct 
distribution to their members. 


COÖPERATIVE PRINCIPLES 


There has always been such a thing 
as coöperation. It exists throughout 
Nature. Kropotkin and other natu- 
ralists have described it among ani- 
mals. Moralists, politicians, and high- 
waymen have sponsored it. But what 
is known as consumers’ coöperation, 
or the codperative movement, is some- 
thing different. It is something spe- 
cific that has grown out of the 
Rochdale experiment which evolved 
the Rochdale principles. The world 
codperative movement is based on 
these principles. Adherence to them 
constitutes the test of codperative 
soundness. President Roosevelt, in his 
Executive Order of October 23, 1933, 
referring to consumers’ codperatives, 
used the words “bona fide and legiti- 
mate codperative organizations.” The 
tests applied to this order of the Presi- 
dent by the interpreting authorities are 
the Rochdale principles, which are as 
follows: 

1. Each member shall have one vote 
and no more, irrespective of the 
amount of money invested or the num- 
ber of shares held. This means democ- 
racy of control. People not shares, 
vote. e 
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2. Invested capital, if it receive in- 
terest, shall be paid a fixed percentage 
which shall be not more than the prev- 
alent legal rate of interest. This means 
that capital does not get the “ profits” 
or the savings of the business. 

3. Commodities and services shall 
be supplied at the current retail mar- 
ket price; and the surplus-saving——the 
difference between net cost and distri- 
bution price, after deduction of over- 
head costs and reserves—shall be re- 
turned to the members in proportion 
to their patronage. ThYs means that 
profit is abolished and that business is 
carried on for service. 

4, Membership shall be unlimited. 
This prevents exclusive organization. 

5. So far as‘ possible, business shall 
be done for cash. This is a method of 
expediency. 

Political and religious neutrality and 
the promotion of education are also 
observed. 

In the organization of a éodperative, 
the society mecorporates and issues 
shares to the members. It is custom- 
ary to deny no eligible person member- 
ship. Individuals become members by 
application and election. If a candi- 
date does not have the money to pay 
for his share he may pay what he can, 
and the credits from his patronage are 
applied to the purchase of the stock 
necessary for membership. When this 
amount has accumulated he becomes 
a member. He buys, or consumes, 
himself nto membership. Elected di- 
rectors are charged with the duty of 
appointing executives, experts, and 
other employees to administer and 
conduct the business under their su- 
pervision. In large societies, directors 
are full-time salaried officials. . 


Co6PERATION AT Work? 


By selling at the current market 
price, a surplus accumulates in the 
treasury equivalent to the profit ‘of 
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profit business. This surplus belongs 
to the members. There is a natural 
tendency to pay it to themselves as a 
cash dividend on patronage. That this 
tendency is not utterly dominant is 
shown by the fact that codperative ex- 
pansion depends upon the use of some 
of this fund for opening new depart- 
ments, acquiring new properties, going 
into new businesses, and establishing 
wholesales and factories. In all coun- 
tries, the codperative movement has 
continued to expand by the use of this 
surplus-saving. It may be said that 
coöperation is a scheme for shunting 
the current of profits from the pockets 
of those who supply the consumers to 
the pockets of the consumers them- 
selves. And since the acquisition of 
profits is the motive of the dominant 
method of industry, coöperation is 
changing the motive of industry from 
that of profits to that of service to the 
consumers. 

The principles of coöperation can be 
understood when we realize that the 
store of commodities owned by a group 
of codperatively organized consumers 
has already been bought by those con- 
sumers and paid for. It sometimes 
happens that the transaction goes no 
farther than that. A carload of coal 
is sometimes bought and backed on to 
the siding, the members drive up and 
carry away the coal, and the business 
is closed. This, however, is not the 
common practice. Usually the mem- 
ber goes to the store and takes away 
something which he already owns. It 
was to pay for these goods that he put 
in his original money. But now, so 
that the business may continue, when 
he takes something away from his 
store of goods, he leaves an amount of 
money sufficient to replace what he 
has taken. That is the cost price. To 
this he adds another amount, the dif- 
ference between cost and current re- 
tail price. This latter amount is es- 
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sentially a loan to his society, which is 
destined to be paid back to him in 
whole or in part—in cash, in service, 
or m larger ownership of property. 
The savings-return, sometimes called 
dividend, patronage rebate, or patron- 
age dividend, is essentially the return 
ofaloan. It represents the saving due 
the members by virtue of codperative 
membership and patronage. Codper- 
ators do not buy at their store, al- 
though they go through the motions of 
buying. One cannot buy what he al- 
ready owns. p 
Profit business in all countries has 
striven to have the saving of coöpera- 
tives taxed as profit. When the mat- 
ter has been explained to the taxing 
authorities of the state, they have had 
to rule that this saving is not profit. 
In the process of these debates before 
parliamentary bodies, profit business 
has seen a new light. It has realized 
that should it succeed in having the 
savings of codperatives taxed as prof- 
its, codperatives might distribute their 
goods at cost and thus have no profits. 
This is an eventuality which compet- 
ing profit business views with anything 
but satisfaction. The pressure to 
compel coéperatives to declare their 
savings as profits has not continued 
after this light has illuminated the 
subject. . l 
Consumers’- coöperation may be 
thought of also as a distribution of the 
stock ownership of business into the 
hands of the consumers of the product 
or of the service supplied. In the case 
of any useful business, if all the stock 
is owned by all the consumers of the 
service of the business, the one impor- 
tant step toward. consumers’ coöpera- 
tion has been taken. The institution 
of one vote for each stockholder and 
the distribution of what was once the 
profits to the patron members com- 
plete the essentials. The other coöp- 
erative principles naturally folloy. 
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From the standpoint of administra- 
tion, codperative business is carried on 
much as profit business. The meth- 
ods of accounting and bookkeeping are 
the same. The language of “profits” 
and “dividends” is also much used. 
If we think of these in conventional 
terms, the codperative corporation dis- 
tributes its profits to its stockholders 
as dividends. 

In consumers’ coédperatives the con- 
sumer is in a strategic position in con- 
trol of his own supplies. A cause of 
poor goods, ‘adulteration, and other 
fraud is eliminated. Some consumers’ 
societies maintain chemical and phys- 
ical research laboratories for testing 
commodities and for original investiga- 
tion in the fields of science and indus- 
try. They haveno need forinspectors, 
laws, courts, pure food and drug acts, 


‘or penal institutions to prevent them- 


selves from cheating themselves. They 
save themselves also most of the costs 
of advertising, salesmanship, and their 
many expensive accessories. 

Schools for general codperative cul- 
ture and for the training of executives 
are widely maintained. Codperative 
publications are issued by many soci- 
eties, and all national organizations 
publish periodicals. Successful coöp- 
erative publishing societies exist in 
several countries. 


Tur PHILOSOPHY oF COÖPERATIVE 
SUPPLY 


A woman arises in the meeting of a 
codperative society and asks why the 
price of butter is two cents a pound 
higher in her society than in a neigh- 
boring store. The manager is called 
upon to explain. This takes place the 
world over, in innumerable fields of 
codperative demand and supply. The 
consumer learns to make himself ar- 
ticulate in the business which he owns 
and controls. When a cOnsumer gots 
tô a private shop and makes a pur- 
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chase he has no voice in the business, 
and there are conflicting interests on 
either side of the counter. When he 
unites with his neighbors and owns his 
source of supply, he learns how to 
carry on business for himself; the coun- 
ter does not separate the seller and 
the buyer, but unites them into one. 
And he learns how to work with his 
neighbors. 

Codperation begins with the con- 
sumer and the functions of supply that 
are nearest to him, This is the rea- 
son that retail storekeeping, to sup- 
ply food, clothing, and furnishings, is 
a common beginning. Housing and 
credit are also close to the individual 
consumer. In many countries the co- 
operative organization has the name 
of “ Consumers’ Supply, Housing and 
Credit Society.” 

It is natural that when the supply- 
ing of immediate needs has been mas- 
tered, the next step is taken, and 
wholesaling is entered into. Manu- 
facturing, and ownership of land and 
sources of raw material come next. 
Thus the circle is completed. There 
are many commodities now produced, 
transported by codperative carriers, 
warehoused, and distributed to the 
point of consumption, without being 
touched by the profit motive. To the 
question, What is the fair price to the 
consumer? the codperator answers, The 
cost price at the point of production, 
plus the consumer-controlled costs of 
handling and transportation to the 
consumer. 

In this business‘ the leader and 
the expert are required. Indeed, they 
are the great essentials. Codpera- 
tion represents the democratic mass 
discovering and employing experts to 
serve its interests. ‘There areno illu- 
sions as to the creative power of de- 
mocracy. It has no creative power. 
A new con¢eption, an invention, an 
idea, emanates only frem the individ- 
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ual. Democracy approves or disap- 
proves. That is all. But in that 
approval or disapproval resides the 
practicability of economic democracy. 
Cooperation tends to make economic 
democracy workable; and where there 
is economic democracy there is little 
need for political organization. 


COÖPERATIVE EXPANSION 


Codperative distribution has slowly 
expanded in all countries. For exam- 
ple, in Great Britain, where there are 
11,000,000 families, the codperative 
societies now have close to 7,000,000 
members. The amount of share capi- 
tal held by the members is greater to- 
day than it was in 1929. It amounts 
to about £18 per member. The aver- 
age loan capital also has increased over 
the same period, and now amounts to 
about £3. 14s. per member. The total 
share and loan capital is £145,000,000. 
The total sales of the 1,150 societies 
federated in the British Codperative 
Union in 1933 were over £210,000,000; 
the net surplus-saving (“profit”) was 
£27,000,000. The actual eeturn upon 
investment, then, is about 19 per cent. 
The total number of employees of co- 
operative societies in Great Britain is 
265,000. The largest retail society in 
the world is the London Codperative 
Society, with 500,000 members, 12,000 
employees, £7,600,000 capital, and £10,- 
000,000 turnover in 1933. 

The countries in which the codpera- 
tive movement is notably strong are 
Sweden, Denmark, Iceland, and Swit- 
zerland. ‘These, incidentally, are the 
most highly cultured countries. They 
are the countries in which the up and 
down swings of the economic curve 
are the least. They have the least 
poverty and are least affected by over- 
production and underproduction, un- 
employment, depressions, and the 
threats of war. One third to one half 
of the population of these countries is 
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served by coöperative societies. The 
statement is credibly made that in 
Sweden the failure of a coöperative so- 
ciety is impossible. Ina recent article 
the quality of the movement is char- 
acterized as follows: 


They have enlisted, it is almost needless 
to say, the services of men who have had 
not only a social point of view but who have 
possessed business acumen and organizing 
skill. Albin Johansson, the head of the Co- 
operative Union, is conceded by all factions 
to be the keenest merchant in the country.’ 


This is the country of Kreuger and 
great trusts which have made a poor 
showing in comparison with the coöp- 
eratives. The two largest flour mills 
of Sweden, owned and operated by the 
codperative consumers’ societies, are 
an index of the consumers’ capacity to 
serve themselves. This may be said 
also of their many other factories. 

The codperatives were the original 
chain stores. They continue to lead in 
this field. European cities well know 
their chains. The Hamburg Codpera- 
tive Society has over 500 stores; the 
Stockholm gociety has 340; the Leeds 
society has 246. In addition, such so- 
cieties carry on a multitude of other 
activities. ‘The Consumers’ Codpera- 
tive Services, for- example, in New 
York, beginning with one restaurant 
in 1920, now has ten restaurants, an 
apartment house, a credit union, a 
bakery, and several food stores. 

Codperative expansion is always 
threatened by governments. In Rus- 
sia, Italy, Germany, and Austria, the 
destruction of the codperatives has 
been attempted by the state. The at- 
tempts will probably fail, for the 
codperative societies are slowly freeing 
themselves from political domination 
in these countries. The state, whether 
under capitalist, socialist, or fascist 
control, may be discovered as hostile 


Childs, M. W., “Sweden Where Capitalism Is 
Controlled,” Harpers Magazine, Nov. 1933. 
e 


17] 


to consumers’ coöperation. This hos- 
tility is inherent in the nature of the 
state. Governments are most likely 
to be friendly where coöperation is 
weak. 

Africa, Algeria, Argentina, and Ar- 
menia, as well as the great industrial | 
countries, show a growing codperative 
movement. In all countries the co- 
operative method is applied to an 
expanding catalogue of services. Out 
of this experienceeit may now be 
said that the codperative system of 
organization may be used to supply 
any need or service for the consumers 
which is supplied by profit business or 
which is contemplated by the social- 
ized state. 


SPECIFIC SERVICES 


The supply of service cannot eas- 
ily be separated from the supply of 
things. The codperative method is 
applied to each. Credit, banking, in- 
surance, housing, recreation, educa- 
tion, medical care, and transportation 
are among the services of codperative 
organization. 


Banking 


In codperative banking the service 
is for the depositor and the borrower, 
and not for the stockholders and the 
directors as is the case with our prev- 
alent form of banking. In Europe, 
coéperative banking has been growing 
steadily for nearly a hundred years, 
and in many countries has attained 
large size and efficiency. The bank- 
ing department of the British Coöp- 
erative Wholesale Society had in 1933 
a turnover, deposits and withdraw- 
als, of £700,000,000. In most coun- 
tries banking accompanies the other 
codperative developments. In the 
United States the 2,100 codperative 
banks, with 500,000 members and 
$45,000,000 assets, represent the most 
suecessful type of private banking, 
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The small losses among these institu- 
tions in comparison with capitalist 
banks indicate something of superi- 
ority in their methods. 


Housing 


Cooperative housing is a method in 
which the tenants become their own 
landlords. Genuine coéperative hous- 
ing aims to prevent exploitation of the 
tenant or of real estate for economic 
profit. It creates and administers 
homes for home purposes. It shows 
also that housing may move away 
from the complications of political 
control and ownership. Codperative 
housing requires corporate ownership 
of the property, long-term leases for 
the members, constant par value of 
stock, no profit-making traffic in 
leases or shares on the part of mem- 
bers, and a reserve fund to buy im the 
shares of members who must move 
away. These provisions take houses 
out of the speculative field and con- 
vert them into homes. The potency 
of rea] estate dealers’ influence, the in- 
efficiency of tenants, and the cupidity 
of those who are offered codperative 
housing tend to make such housing 
unacceptable in this country. 


The political method of municipal ` 


housing—turning the job over to 
somebody else—makes political hous- 
ing more appealing to many reformers. 
It seems an easier method of escape 
from the exploitation of landlords. 
But it makes housing subject to the 
vicissitudes of politics. 

In New York City, in the presence 
of a welter of spurious codperative 
housing and the demand that the 
politicians be placed in control, there 
are twenty-five genuine codperative 
housing societies with somé twenty 
million dollars of investment fh homes. 
One such group of working people’s 
houses emleraces twelve hundred fam- 
eilies im buildings covering several 
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blocks. This society conducts: stores; 
a nursery school; a library; auditori- 
ums for concerts, lectures, and plays; 
a barber shop; a shoe mending shop; 
and a farm for recreation and for pro- 
ducing food for the members. 

In many European countries, no- 
tably in Central Europe and Scan- 
dinavia, codperative housing has 
attained large development. In Den- 
mark the federation of these societies 
owns: cement and brick works; sash 
and door factories; and plants for pro- 
ducing tiles, pipes, plumbing supplies, 
and paints. 

The codperative village Freidorf, 
in Switzerland, is wholly owned by a 
codperative society—houses, streets, 
park, and all—and wholly occupied by 
codperative employees. ‘The Scottish 
Codperative Wholesale has bought 
several villages. The Codperative So- 
ciety of Desborough, England, has 
purchased the village: of Harrington, 
including the church and the grave- 
yard. 

In Copenhagen one may see on the 
same street cooperative, houses and 
municipal houses of much the same 
type; and he may be able to tell the 
difference a block away. On one hand 
are houses that look like homes, occu- 
pied by their owners. On the other 
hand are houses that look like tene- 
ments, neglected by transient tenants. 
The same difference: may be seen in 
Vienna and many other cities—pro- 
vided one can break through the 
municipal housing guides and discover 
for himself the codperative homes. 


Insurance 


The limitations of this article will 
not permit the discussion of codpera- 
tive insurance for the benefit of the 
insured, more than to say that it grows 
steadily and in some countries is be- 
coming the predominant method of 


insurance. 
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Health 


Codperative health protection, in 
which patients and prospective pa- 
tients organize and create clinics, hos- 
pitals, and sanatoriums for them- 
selves, is meeting with signal success. 
A consumers’ coéperative society in 
The Hague, for example, established 
in 1882, has a health department with 
118,000 members. It employs twenty- 
two physicians, nine specialists, seven 
dental surgeons, five dental mechan- 
ics, sixteen apothecaries, forty nurses, 
and twelve chauffeurs. Its building's 
consist of a hospital, a polyclinic, a 
dental clinic, and two drug stores., It 
maintains insurance funds and a 
burial service. The staff are full-time, 
salaried, high-class professional ex- 
perts. Efforts on the part of the 
socialists to have the city take over 
this efficient consumers’ service and 
turn it over to the political municipal- 
ity have thus far been successfully 
resisted. It is interesting to note that 
former castles of the nobility and 
manor houses of the aristocracy in 
Great Britain are passing into the 
hands of codperative societies to be 
used as sanatortums and health cen- 
ters for their members. 


Public utilities 


In the field of public utilities the 
consumers have organized with some 
success. Some 275 codperative soci- 
eties in Switzerland have water-power 
plants for creating electric current for 
their members. Codperative electric 
supply societies are developing in the 
United States. The farmers in this 
country have also over two hundred 
codperative telephone societies; the 
switchboard, often in a farmhouse, is 
attended by the farmer’s wife, and 
sometimes the barbed wire fence 
serves for line purposes. It was the 
Socialist leader Hyndman, in England, 
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who proposed that the British postal 
service might with advantage be 
turned over to the more efficient Brit- 
ish Coöperative Wholesale Society. 


Social control 


Were we to look for some service 
that seems more difficult for consum- 
ers to maintain, we might turn to the 
court function of settlement of dis- 
putes or the treatment of the social 
offender. We might ask the question, 
Can the people as members of a co- 
operative socfety control and adminis- 
ter this business as well as the people 
called citizens? This is difficult to 
answer. It can only be said that 
some codperative societies have arbi- 
tration committees for such purposes. 
Nonpolitical courts have sprung up 
in many countries where the people 
have disapproved of the political 
courts. In India are many successful 
codperative arbitration societies to 
which the members take their civil 
cases. 


COÖPERATIVE FEDERATION 


Coöperative societies federate to 
secure the same advantages which in- 
dividuals aim to secure by uniting in- 
to coöperative societies. The same 
methods of organization and adminis- 
tration are used. The surplus-sav- 
ings of federations of societies are 
returned to their constituent member 
societies. Of the countries which 
have national unions of their societies, 
about half maintain two distinct na- 
tional federations—one for business, 
wholesaling, and manufacturing; and 
one for education, propaganda, guid- 
ance, and policy fixing. 

The national organizations of forty 
countriés are united into the In- 
ternatidnal Coöperative Alliance, with 
executive offices in London. Its next 
congress will be held in London, Sep- 
tefaber 4 to 7, 1934. This league of 
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peoples was formed in 1892 and now 
embraces 250,000 societies with over 
100,000,000 members. It is the only 
international organization that was 
not interrupted by the Great War, its 
Bulletin continuing to be published in 
. its three official languages. The AHi- 
ance has in process of development an 
international wholesale society, an 
international banking society, and 
an international insurance society. 
These are international federations of 
the national organizations of their re- 
spective fields. ` 

International coöperative whole- 
saling is making slow but steady prog- 
ress. A federation of the national 
wholesales of Norway, Sweden, 
Denmark, and Finland (Nordisk An- 
delsforbund), with headquarters in 
Copenhagen, operates as a joint pur- 
chasing concern for the codperatives of 
these countries. It has already gone 
into manufacturing. Its electric lamp 
factory in Sweden caused a reduction 
of prices of lamps from 37 cents each 
to 22 cents. The lamp trust seems 
unable to compete with this coöp- 
erative factory. This international 
wholesale has recently bought a coffee 
plantation in Java. It is negotiating 
for rubber producing lands to supply 
its tire and overshoe factories. Its 
annual business is over $150,000,000. 

The British and Scottish Codpera- 
tive Wholesale Societies are united in 
international trade and carry on busi- 
ness in common in tea, coffee, cocoa, 
and other commodities. Jointly they 
own, among other things, 35,000 acres 
of tea plantations in Ceylon, India, 
and Assam. Theirs was the largest 
tea business in the British Empire in 
the best days of Thomas Lipton, and 
it still is. 

Already seventeen countrie§ are em- 
braced in international wholesaling. 
The movement goes slowly, but today 
àt is 20 per cent larger than in 1929s 
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Co6OPERATION IN THE UNITED STATES 


In this country coöperation has 
been both slow and backward because 
of the heterogeneity of the population, 
the pioneering individualism, the pos- 
sibilities of the attaimment of wealth, 
and the extraordinary development 
of competitive business. Codperation 
has been hindered by being started by 
idealists without practical sense and 
by business men without ideals. 
There was no national organization for 
fact-finding and guidance until The 
Codperative League was formed in 
1915. Since that time the picture has 
changed. Standardized information 
has’ been made available. The im- 
portance of correct auditing and edu- 
cation have been ‘recognized, and the 
mutual help which societies may ren- 
der one another is now better under- 
stood. The League has slowly ex- 
panded. It now consists of 1,498 
consumers’ societies, with over 500,000 
members. These are the most sub- 
stantial societies in the country. 
Their losses during the depression 
following 1929 have been strikingly 
less than those of profit business in the 
same fields, in comparison with the 
amount of turnover and of capital 
invested. Their business in 1933 
reached $100,000,000. | 

There are in this country about 500 
societies with stores; 2,100 banking 
societies; 1,600 farmers’ supply co- 
operatives which buy and manufac- 
ture feed, fertilizer, seeds, and other 
farm necessities; about 1,500 oil sup- 
ply societies; and 900 societies carry- 
ing on housing, restaurants, bakeries, 
hotels, milk supply, insurance, tele- 
phone service, medical care, laundries, 
electric supply, undertaking, and 
other services. There are many mu- 
tual insurance societies and building 
and loan associations which are on the 
borderline of coöperation, to say 
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nothing of clubs and other nonprofit 
organizations. 

The most difficult of these busi- 
nesses is retail store distribution. The 
development of a number of district 
wholesale societies in the last few years 
may help m this competitive field. 
The offer of assistance from the large 
European wholesales may in time be 
accepted. 

The past five years have witnessed 
much growth of the oil coöperatives 
among the farmers. These have pros- 
pered. They have been forming at 
the rate of about three a week. They 
supply gasoline, kerosene, heavy oils, 
greases, and automobile accesseries. 
Their wayside stations dot the road- 
sides throughout the Middle West. 
Their investment amounts to $15,- 
000,000, their total turnover in 1933 
was about 300,000,000 gallons of gaso- 
line and kerosene, selling for over 
$33,000,000. On this they paid to 
their member patrons savings returns 
(patronage rebates) varying from 10 
to 20 per cent and amounting to over 
$5,000,000 jn cash. In business terms 
this amounts to a 33 per cent return 
on the investment. 

Funds have been set aside for whole- 
saling and expansion. One federation 
.of 600 of these societies maintains 
laboratories and blending plants, and 
has on foot a project for its own re- 
finery. The ownership of oil wells is 
the next natural step. Bulletin No. 
80 of the United States Department of 
Agriculture shows that the forty oil 
societies in Minnesota made 69 per 
cent on their invested capital. The 
oil industry is domg what it can to 
destroy these oil codperatives. A pro- 
vision in the Oil Code of the NRA hit 
them hard—until it was eliminated. 
Similar efforts are on foot. It is pos- 
sible the attacks may succeed. An 
influential oil dealer, now a member 
of the National Oil Code Authority, 
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said: “These codperatives put out of 
business in Wisconsin and Minnesota 
over one hundred of my oil stations; 
they are destroying the oil industry.” 
still, people who have invested in these 
societies have not lost their money nor 
have their employees lost their jobs. 
It was not the codperatives that made 
necessary the National Recovery Ad- 
ministration, but it was such busi- 
nesses as now seek to destroy these 
cooperatives. ° 


E ONCLUSIONS 


A teacher of economics has said that 
coöperation is not essentially different 
from any other business, inasmuch as 
it earns profits and pays them out to 
its stockholders in dividends. The 
difference may be discovered first by 
the examination of what coöperation 
is not, and then by studying what it is. 

The billboards that line the coun- 
tryside; the billion-dollar burden of 
advertising carried by the consumers 
of this country; the multitude of laws 
against adulteration and fraud in 
commerce; the army of inspectors to 
protect the public from what business 
would do to it if not controlled; the 
courts and jails for such offenders; the 
need for institutions such as Consum- 
ers’ Research; the natural aim of in- 
dustry to produce things that look as 
though they were good without being 
good—all testify to the peculiar char- 
acter of the profit motive as it affects 
the consumer, and indicate what co- 
operation is not. 

An investigation of the milk supply 
of the Basel Codperative Society, pro- 
duced from its own cattle on its own 
lands, revealed that no inspectors were 
necessary to see that the milk of 
diseaséd cattle was not sent to the 
consufhers. Any dairy superintend- 
ent who permitted such a thing would 
lose his job. “People do not purposely 
cheat themselves.” This stands Jn 
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contrast with the private farm super- 
intendent in New York who did lose 
his job because he refused to send to 
town milk from diseased cows. 

The steady growth of codperation 
has been in the constant presence of 
competition with profit business and 
the steadily moving tendency toward 
socialization of the state. Codpera- 
tion grows only as it proves its value 
toconsumers. ‘There are places where 
the majority of business is carried on 
by the codperative society, but there 
is no codperative leader*who desires 
100 per cent coöperation established 
by law or enforced by coercion. Co- 
operation needs to enjoy the advan- 
tage of the competition of profit 
business or of the state, or at least the 
possibility of their challenge if either 
of these can render the service better. 
Without this challenge there is always 
the danger of the slump into medioc- 
rity. 

Codperative societies suffer from 
the weaknesses of individuals. There 
is often indifference and apathy, some- 
times inefficiency, and: at times dis- 
honesty. But it can justly be said 
that codperation exhibits the last two 
of these deficiencies to a less degree 
than do profit business and govern- 
ments. Indifference is a positive ob- 
stacle to codperative progress; and 
apparently it is overcome most effec- 
tively by calamity to the society. 
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The regard for democratie methods 
often makes prompt action difficult, 
and opportunities are missed that 
could be taken advantage of under 
autocratic control. The coöperative 
movement often fails to move forward 
as fast as profit business would under 
the same circumstances. It accumu- 


‘lates large reserves which often are not 


effectively employed. Its policy is 
one of centralized administration and 
decentralized control, but the control 
often hampers expediency of action. 
The difficulties inherent in large mem- 
bership are being met by dividing 
large societies into district groups each 
having local autonomy and central 
representation. 

The differences between coöperation 
and the state are so obvious as to re- 
veal two utterly different systems. 
Coöperation is voluntary; the state is 
coercive. The member criticizes, plans 
the dissolution of, or resigns from his 
cooperative society without fear of ex- 
patriation or prosecution for treason. 

The world is struggling with the 
evolution of economic methods. The 
profit method, socialism, fascism, and 
coöperation are all making their im- 
pressions on society. Which will be- 
come dominant cannot be predicted. 
Which is best for society, no one 
knows. Unfortunately,.the merit of 
the method seems not always to be the 
determining reason for its dominance. 


James Peter Warbasse, M.D., practiced surgery 
until 1918 when he retired to enter economics, spe-— 
cializing in consumers’ coöperation. He has been 
president of The Codperative League of the United 
States since its organization in 1916 and member of 
the Central Committee of the International Coöp- 
erative Alliance since 1921. He has sat as a delegate 
in all the Congresses of the Alliance since 1913. His 
“Codperative Democracy” (1923-1927), dealing 
with the philosophy, methods, and accomplishments 

*of the. codperative movement, has been translated 
4 into German, Japanese, Chinese, and Yugoslavic. 


The Consumer at Law 


By NatHan Isaacs 


HE President, with his much ad- 

mired skill for casting the thought 
of the multitude into rounded ringing 
words, proposed in his message to Con- 
gress of March 29, 1938, that we add 
“to the ancient rule of caveat emptor the 
further doctrine, ‘let the seller also 
beware.’” No one will object to the 
general sentiment behind these words, 
although it has been shown that caveat 
emptor, in spite of its Roman sound, is 
not an ancient doctrine,! and altltough 
it can easily be further shown that in 
any sense in which it can be taken to 
indicate any immunity on the part of 
the seller, it is not law.? Furthermore, 
an examination of the legal relation be- 
tween buyer and seller shows a con- 
tinuous improvement in the relative 
position of the buyer up to the moment 
of the President’s pronouncement, with 
(such is the irony of current history) 
the first very considerable setback in 
the work of the Congress to which the 
proposal was made. 

Laws, whether favorable to the con- 
sumer or against his interest, it must be 
understood, have come into being with- 
out much direct attention to his needs 
or his interests.2 It is impossible to 
turn to any part of an Anglo-American 
digest or encyclopedia of law for a 
systematic or even a substantial treat- 
ment of them. Anglo-American law 


1 Radin, Max, The Lawful Pursuit of Gain, 
1931, p. 54; Walton H. Hamilton, “The Ancient 
Maxim of Caveat Emptor,” 40 Yale Law Journal 
1133. ` 
_ *See p. 181, 

3 What is a consumer? The law does not say, 
nor are the lines easy to draw, in fact. The 
industrial purchaser and the investor are ex- 
cluded here, though there is justification for 
including both. 


just didn’t grow that way. It has not 
even separated the affairs of business 
from the other affairs of life, as the laws 
of Continental Europe have. 

Anything in the four hundred odd 
headings that make up the current 
digests that can be brought to bear on 
the consumer’s rights or duties is rel- 
evant. Not’ only must we include 
here the law of Contracts, with its two- 
score subdivisions, most prominent of 
which would of course be the law of the 
Sales of Goods, but also many of the 
hundred divisions dealing with classes 
of Persons, especially the score of divi- 
sions devoted to particular occupa- 
tions; likewise many subdivisions of the 
law of Property, a great many Crimes, 
practically all the principal phases of 
Procedure and Remedies, and an in- 
creasing number of the scattered parts 
dealing with Government. 


TECHNICAL INCONSISTENCIES 


But the mechanical bringing to- 
gether of these scattered members 
would not end our search for the elusive 
law of the consumer. Unfortunately 
the particles do not fit together like 
those of a jig-saw puzzle cut from one 
piece of wood. These parts go back to 
various times, to different types of 
courts, actually to different legal sys- 
tems, and in large part to sporadic 
legislation. There are accordingly 
both gaps and overlappings, to say 
nothing of doubts and inconsisten- 
cles. 

The height of refinement from a 
technical lawyer’s point of view and the 
height of absurdity from the con- 
sumer’s, appear in the two restaurant 
cases where opposite “results were 
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reached on similar facts because differ- 
ent forms of action were used. The 
unfortunate woman who swallowed a 
tack in blueberry. pie lost her case be- 
cause her lawyer proceeded in tort, 
alleging and failing to prove negligence.‘ 
The slightly less unfortunate woman 
who broke a tooth on a beanlike stone 
in her order of baked beans won be- 
cause her lawyer, though equally 
unable to prove negligence, had drawn 
up his papers on the basis of breach of 
warranty.) And then, to cap the 
climax, we are told that fugnishing food 
in a restaurant is not a sale, and there- 
fore not affected, even as to its implied 
warranties, by the language of the 
Sales statute.® 

The consumer seeking redress from a 
manufacturer who was not his imme- 
diate vendee has a still rockier road to 
travel. The failure of the law to estab- 
lish any warranty relation between 
manufacturer and subvendee, coupled 
with the desire of courts to do substan- 
tial justice in particular cases, has led 
to a host of irregularities and absurdi- 
ties. We find some courts stretching 
the “dangerous agency” doctrine (un- 
der which they allow recovery against 
the manufacturer) until they blandly 
take judicial notice of the inherent 
dangers in a coffee urn or a piece of 
soap.’ We find other judges hesitat- 
ingly feeling their way by extending the 
principle of the law of negligence and 
the quasi-negligence of the res ipsa 
loquitur formula.’ And, finally, we 
find a few courts sufficiently bold or suf- 
ficiently ignorant to apply the ordinary 


4 Ash v. Childs Dining Hall Co., 231 Mass. 86, 
1918. 

5 Friend v. Childs Dining Hall Co., 231 Mass. 
67, 1918. 

6 Nisky v. Childs Co., 103 N. J. Law 494, 1927. 

? Staller v. George A. Ray Mfg. Co., 195 N. Y. 
478, 88 N. E. 1068, 1909; Armstrong Packing Co. 
v. Clem, 151 S.NW. 576, Texas, 1912. 

8 McPherson v\\Buick Motor Co., 217 N. Y. 382, 
1916. 5 
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baw of warranty to the case.? To finda 
design in such a crazy quilt requires no 
little self-hypnotism. 

Nevertheless, we can piece together a 
large number of legal provisions that 
tend to make the market safe for the 
consumer: safe against fraud, misrepre- 
sentation, duress, and undue influence; 
safe against tradesmen’s incompetence, 
irresponsibility, carelessness, or even 
likelihood to become a drag on the 
market; safe against exorbitant prices 
or otherwise one-sided bargains; safe 
against interference with competition 
ore other unreasonable restraints on 
trade; safe against unmarked dangers 
or against deleterious commodities alto- 
gether; and, finally, safe from defects of 
title. 


ANTI-CONSUMER LEGISLATION 


Such an ideal, even if consciously 
entertained by the legislator, is far 
beyond the “limits of effective legal 
action.” Furthermore, there are other 
interests in society, inconsistent with 
those of the consumer, that have led 
and are leading to what might be called 
by reference to their workfhg, though 
not their motive, anti-consumer legisla- 
tion. Here we may place in a general 
way all lien laws. The unpaid seller, 
the repairman, the innkeeper, the ga- 
rage owner, and a host of others, are 
given the right to withhold possession 
of the goods, though the title may be in 
the consumer, until payment is made. 
In imitation of these liens on movable 
goods we have the liens of mechanics, 
materialmen, laborers, and contractors 
on real estate, which likewise impose 
an incidental burden on the buyer 

9 Coca Cola Bottling Works v, Lyons, 111 South- 
ern (Miss.) 305, 1927, discussed in “The Liability 
of the Manufacturer of a Defective Article for 
the Injury to the Person or Property of the 
Ultimate Consumer,” 6 Harvard Business Re- 
view 494, 1928. See also Curtiss Candy Co. v. 


Jackson, 141 Southern (Miss.) 762, 1932, dis- 
cussed in 45 Harvard Law Review 1418. 
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primarily for the benefit of the seller. 


Registration laws cut both ways; for, 
while they protect the buyer who takes 
all the precautions prescribed, they lay 
him open to the effects of constructive 
notice of what he may find, and to this 
extent the buyer must be careful. 
Patent laws, the laws permitting co- 
operative marketing associations, laws 
requiring special formalities such as 
those established in some states as con- 
ditions precedent to the registration of 
automobiles, laws against collusion 
among bidders at auctions, the bad- 
‘check laws, laws regarding the.defraud® 
ing of innkeepers, protective tariff laws 
——all these may be looked upon as anti- 
consumer in their operation. 

Such provisions are hardly notice- 
able, however, in their effect on ordi- 
nary business transactions. It is only 
when we turn to the legislation of the 
last Congress that they assume alarm- 
ing proportions. The National Indus- 
trial Recovery Act leads the way by 
suspending the operation of the Federal 
antitrust acts so far as codes are con- 
.cerned, and providing a means whereby 
the additional cost of the labor provi- 
sions can be passed on to the public. 
As expressed in the Official Explana- 
tion of the President’s Reémployment 
Agreement: 

This agreement will usually increase the 
costs of those who sign it. The purpose of 
this paragraph [Paragraph 12] is to pass any 
such imereased costs along from one signer 
to another and so on to the consumer. 

Of course the consumer pays the bill. 
Obviously, any price-raising scheme, 
however beneficent the object— 
whether it be dollar depreciation, Gov- 
ernment hoarding, the destruction of 
commodities or the legal limitation of 
output, or codes that limit services, 
concessions, and various kinds of al- 
lowances and keep out newcomers from 
a business—is in the first instance 


against the interests of the consumer. 
s 
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CONSUMER IntERESTs SUBORDINATE 
TO THE Economic WHOLE 


Social needs require the weighing of 
the interests of the consumer against 
those of others in the economic scheme; 
or, if you prefer, of all persons in their | 
capacity as consumers against their 
own interests in other capacities. It is 
therefore not necessary in defending 
these anti-consumer measures to pre- 
tend that they accomplish their pur- 
pose without adversely affecting the 
consumer’s legal as well as his eco- 
nomic position. He may get extra 
protection through a Consumers’ Ad- 
visory Board under the NRA, but the 
NRA‘ is the occasion for the need of this 
protection. It is possible that a new 
road to recovery has been found which 
will involve taking a firm stand against 


‘the consumer instead of winning back 


lost markets by more conciliatory 
means. It is of course too early to 
judge whether this emergency legisla- 
tion has permanently changed the 
course of our development. In any 
event, for the period of the greatest 
concessions to the point of view of the 
consumer in most things, we must look 
to the very moment when the President 
spoke. i 

The present temporary measures, 
like those of the war days when the buy- 
ing of more than a modicum of sugar or 
wheat flour was frowned on, may be 
looked upon as the call of the Nation on 
the consumer to make sacrifices for the 
general good. Perhaps we may expect 
this phase of the subject to come out 
into the open without any of the silly 
camoufiage that pretends that the 
NRA is an institution for the protec- 
tion of the interest of consumers, or 
that the AAA can by some magic de- 
crease tle price of pork while increasing 
the price of pigs and at the same time 
benefit the industries that stand be- 
tween the farmer and the consumer, or 
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that codes of no competition are codes 
of fair competition.?° 


CHARGES AGAINST BUSIRESS 


We shall do well in the mezntime to 
concentrate our attention on what 
„might be called the normal couse of 

the law in the development =f srotec- 
tion for the consumer. Taere are 
many who were quite sure, ever in the 
zest of conditions, that the lew was 
-oaded against theeconsumer. ‘The in- 
zeresting books of Messrs Chase, 
Schlink, Kallet, and &lyan+ and 
numerous articles in the liberal periodi- 
cals were calling attention ‘o the 
adulteration of foods and druzs, the 
puffing in advertising, the hig- -fressure 
salesmanship, and the big przfits made 
out of packaging simple items amd giv- 
ing them fanciful names, whch not 
only were supposed to characterize 
business in general but actually to be 
the essence of business. 

Politics, in turn, looking for s scape- 
goat for all our troubles, reazil-7 seized 
upon the idea of washing business 
clean. ‘The wicked bankers were to be 
punished, unfair methods of competi- 
tion were to be stopped, the stock ex- 
change was to be purged, anc a new 
era of goodness was to come in which 
business men could never again bring 
us into such a predicamert as their 
wickedness had brought abort in 1929. 

This search for personal devib is nat- 
ural enough. It has many precedents 
in history. The only troulH2 about it 
is that if we lay hands on the-wrong per- 
sonal devils we shall accom lsh very 
little of what we set out tod=. It may 
very well be that the situatiea m which 
we find ourselves is not due to dishon- 


esty, or unfairness of competition, or 
rÈ 
10 Cf. “The NIRA in the Book and in Busi- 
ness,” 47 Harvard Law Review 488 
1t Chase and Schlink, Your Momew’s Worth, 
1928; Kallet ¢nd Schlink, 100,0(0,000 Guinea 
Pigs, 1933; Flynn, Graft in Busine-:, 1931. e 
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eatoni or high-powered sales- 


manship, or fancy packages. What 
then? History is full of answers. 
And they are such as to make it worth 
our while to pause and see if our 
troubles are traceable to the immunity 
that the law has heretofore given the 
vendor at the expense of the emptor. 

The mere enumeration of what the 
law tries to do for the buyer in the way 
of keeping the market place clean and 
safe and wholesome for him is enough 
to show that the phrase caveat emptor 
is not a fair summary of the law. On 
the other hand, the enumeration of 
anti-consumer laws is enough to show 
that there is common sense in the ad- 
vice that buyers exercise reasonable 
care in making their bargains. In any 
event, a legal remedy is a poor substi- 
tute for not having been hurt in the 
first place. 


BREACH or WARRANTY 


As matters stand, the buyer is armed 
with all the varieties of remedy known 
to the law today, and well armed. Let 
us take the simple case in which a mis- . 
statement is made by a sêller: the ar- 
ticle that was said to be pure silk turns 
out to be partly artificial silk. How- 
ever innocently or casually the state- 
ment may have been made, and regard- 
less of whether it was oral or in writing, 
on a label in a printed advertisement or 
in a radio broadcast, or only by im- 
plication as when the dealer hands the 
goods to the buyer in response to the 
buyer’s description of what he wants, 
without himself saying a word—regard- 
less further of whether the misrepresen- 
tation was made by the seller in person 
or by an employee, and, if made by the 
latter, regardless of the instructions 
and cautions given and other precau- 
tions taken by the employer to prevent 
the employee from making misstate- 
ments—the buyer can rely in the first 
instance on the breach of warranty 
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which the Uniform Sales Act in force in® 


the majority of our states reads into the 
transaction. 

Whatever the law may have been in 
1606 ? as to the distinction between a 
bare affirmation and a warranty, this is 
the law today: 


Any affirmation of fact or any promise by 
the seller relating to the goods is an express 
warranty if the natural tendency of such 
affirmation or promise is to induce the 
buyer to purchase the goods, and if 
the buyer purchases the goods relying 
thereon. 


There are also liberal implied con- 
tracts of correspondence with descrip- 
tion, conformity to sample, fitness for 
particular purposes, merchantability, 
and compliance with trade usages and 
customs. Of course it is possible to 
make the contract in such a form that 
all warranties are excluded. But the 
setting up of a standardized contract of 
sales by statute, from which deviation 
is possible only by making clear provi- 
sion to the contrary, is a mighty force 
in this busy world to bring about even- 
handed bargains. 

To understand the tremendous mean- 
ing of breach of warranty under the 
Sales Act, let us consider the courses 
open to the disappointed buyer. 

First, he may keep the goods and sue 
or set-off for the breach. 

Second, he may regard the warranty 
as a condition (this is an idea brought 
into the English act from Scotland and 
then copied into the American act) and 
refuse to accept the goods, or if he has 
accepted them he may return them and 
refuse to pay or be otherwise bound by 

122 Chandelor v. Lopus, Cro. Jac. 4. Cf. Ames, 
Lectures on Legal History, 1913, p. 438. It must 
be remembered that we have here a decision 
under specific pleadings. Whether a warranty 
could have been proved if properly pleaded is 
another question. 

13 Uniform Sales Act, Sec. 12. Not in the 


English Act. 
4 Thid., Sec. 15. 
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the contract, or, if he has paid, demand 
his money back. 

Third, if he has suffered damages 
from the breach of warranty (remem- 
ber a ten-cent purchase might con- 
ceivably cause thousands of dollars’ 
worth of damages) he can sue for the 
actual damages reasonably foreseeable; ` 
though far in excess of the purchase 
price. 

Fourth, in a proper case he might de- 
mand specific performance with the aid 
of equity, though in the highly simpli- 
fied illustratign used here it is improb- 
able that a court of equity would see 
any reason for intervening, as the 
remedy at law seems adequate. 

In the face of such a drastic law of 
warranty, it is difficult to understand 
why critics persist in accusing the law 
of washing its hands and piously saying 
caveat emptor. 


FRAUD 


If we add one detail to the misrepre- 
sentation of the seller of the artificial 
silk, namely, what the lawyers call 
scienter—the knowledge that the state- 
ment was false or a reckless disregard of 
its truth or falsity—we have a case of 
fraud. Fraud opens many possibilities 
for redress. There is the tort action 
for deceit. There is a possibility of 
criminal proceedings for obtaining 
money under false pretenses, or what- 
ever the crime happens to be called in 
any particular state. In fact, many 
crimes are built on fraud, false adver- 
tising, misuse of the mails, misbrand- 
ing, or exposing for sale without some 
notice that may be required by statute 
—more likely to be found in the case of 
such foodstuffs as oleomargarine than 
in the case of cloth. Details are statu- 
tory, but the general principle is prac- 
tically wniversal. 

We have spoken so far of protection 
against one danger, that of misrepresen- 
tagion as to quality, intentional or un- 
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intentional. Before paralld.ng this 
with the treatment of other dangers in 
zhe market, let us note soxe of the 
mits of this protection, practical as 
well as theoretic, and accxlental as 
well as inherent. Fraud is herc to de- 
sect and harder still to prove. The law 
wisely refrains from giving i> an exact 
definition, for that would be the signal 
“or tricksters to exercise their mis- 


guided ingenuity.“ When fraud is 


~elied upon for the setting in mation of 
ariminal law, the whole proceduze, par- 
ticularly the mode of proof. becomes 
darkened by the long tradit.on of the 
presumption of innocence. Even in 
civil proceedings, from the very nature 
of the case we must anticipate difficulty 
in uncovering fraud, for it is the essence 
of fraud to conceal fraud. 

Breach of warranty is more easily 
proved. Still, a dispute as te tke qual- 
ity of goods may become tncomfort- 
ably technical. In the trades, it is the 
type of dispute that lends itself most 
readily to arbitration by experts. 

Finally, the cost and the treuble of 
fighting such a case for the small trans- 
actions of the consumer are prokibitive. 
‘The reputable dealer is likely to take 
the stand that the customer is always 
right, and the disreputable dealer is 
likely to escape altogether. 

These defects of admmisiration, 
however, must be set dowr not to a 
lack of law, for they would still exist if 
the dealer’s misrepresentaticn were ten 
times denounced instead of only once. 
Actually, however, we have frumd some 
types of misrepresentation —enounced 
under all the existing variet es of legal 
sanction: they are subject to penalty; 

15 The wisdom of leaving fraud uncefined or 
only loosely defined is shown by -Ge readiness 
with which judges and juries take irto gonsidera- 
tion all the circumstances tend:rg, to show 
whether a particular advertisemen® was or was 
not relied on. As the standard cf honesty in 
advertising improves in a communi y, iz becomes 
easier to establish the point. ” 
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: they give a right of action or set-off in 


civil law; they call for the drastic inter- 
ference of equity in appropriate cases, 
particularly in laying the burden of 
undoing a fraud on its perpetrator; they 
nullify or permit the nullification of 
transactions; and, finally, they fall 
under the ban of preventive justice— 
the fraudulent person may be deprived 
of his license, and his goods will presum- 
ably fail to pass inspection. 


PROTECTION or TITLE 


Parallel to the efforts of the law to 
leep the market free from misrepresen- 
tations as to the quality of goods are its 
efforts to protect the consumer against 
each of the other dangers heretofore 
mentioned. One of these, which has 
been so effectively handled that from 
the greatest it has developed into the 
least of the concerns of the consumer 
in the ordinary market, is the danger 
of having to give up one’s purchase 
because of defective title. The Sales 
Act includes very elaborate warranties 
of title?” But warranties of title alone 
will not give title to a buyer if the seller 
had none, nor will they giv® a good title 
where the seller’s was defective. They 
simply give personal claims against the 
seller under certain conditions to the 
disappointed buyer. If the law ad- 
heres to the simple, logical idea that 
the owner of property or an interest in 
property cannot be deprived of his 
rights by the wrongful act of another, 
it follows that one cannot sell a better 
title than he has. 

In this connection, caveat emptor of a 


16 To realize the progress of preventive law in 
recent years, one has but to contrast the language 
of Mr. Justice Field in Butchers Union Company 
v. Crescent City Co., 111 U.S. 746, 1883, with the 
comprehensive list of business held subject to 
license before the end of the century. The few 
trades and occupations omitted in Cyc, under 
Licenses, 1903, are included in the next edition, 
Corpus Juris, twenty years later. 

17 Uniform Sales Act, Sec. 13. 
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very different kind from that which we 


have discussed in connection with the 
quality of goods has a place in law. 
The maxim in full is Caveat emptor qui 
ignorare non debuit quod jus alienum 
emit: Let a purchaser be careful, for he 
ought not to be ignorant of the extent 
of the other’s interest which he buys. 
But it must be clearly borne in mind 
that this doctrine has nothing to do 
with the question of liability or im- 
munity on the part of the vendor. It 
pertains solely to a clash between the 
innocent purchaser and the equally 
innocent stranger to the sales transaé- 
tion who finds that his title or other 
rights have been ignored. If ,the 
transaction stands, an owner of an 
interest finds himself bereft of his 
property through no fault and with no 
consent on his part. If, on the other 
hand, he is allowed to follow his prop- 
erty into the hands of the innocent 
purchaser, the market is to that extent 
made unsafe for purchasers, and busi- 
ness processes are slowed up and 
stopped for long-drawn-out and futile 
investigations. 

Whatever the course of the law may 
be in this conflict, the outcome gives 
no immunity to the wrongful seller. 
He may be liable to the lawful owner for 
conversion and he may even lose the 
value that he has added to the thing. 
He may be liable to the disappointed 
buyer for fraud or breach of warranty 
of title. He may be answerable to 
the state criminally, and latterly he 
may find himself thwarted by pre- 
ventive measures in the law, such as 
registration provisions. ‘The law hurls 
a dozen caveats at such a vendor that 
are not impinged on in the least by the 
true doctrine of caveat emptor, the title 
doctrine. 


SECURITY OF TRANSACTIONS 


But even in connection with this 


doctrine it is important to watch the 
; ° 
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trend of the law away from security of 
property to the idea of security of 
transactions, and thus towards the 
side of the buyer in the open market. 
It would be oversimplifying the matter ’ 
to say that old law was entirely in favor 
of the notion that no one could sell a 
better title than he owned, hence 
caveat emptor as to title.. On the con- 
trary, old Germanic law yielded the 
doctrine Hand muss Hand wahren. 
In English law, “real” actions as dis- 
tinguished from possessory actions to 
protect one’se interest in things never 
flourished. Throughout the Conti- 
nent, thieves’ markets more or less 
like the English markets overt 
were tolerated from a very early 
period. 

Yet in the main, it is modern busi- 
ness that injects into the law the idea 
of making regular transactions safe 
and final. The idea of negotiability 
originating in commercial paper has 
been extended to include documents of 
title and stock certificates. The de- 
feasible title of a fraudulent purchase 
of ordinary goods becomes indefeasible 
in the hands of a bona fide purchaser 
for value without notice. Agency 
by estoppel becomes the basis of con- 
veying a title where none existed in the 
seller, and in true agency the doctrine 
of apparent scope upholds many a 
transaction that would otherwise fail. 
Registration of documents of title, 
which originated in the law of real 
estate and is being gradually extended 
to various kinds of personal property, 
as we have seen, assures a buyer be- 
yond a certain point that his transac- 
tion will stand regardless of what hid- 
den information the future may reveal 
as to other people’s interests. 

With*® so many concessions to the 
interest*of the buyer even at the ex- 
pense of an innocent stranger, caveat 
emptor, even in the restrieted sense in 
which it applies to title, may be de; 
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scribed as a bit of advice that becomes 
ləss and less pointed as time goes on. 


COMPETITION AS A SAFEGUARD 
TO PRICES 


Several other dangers that beset the 
„consumer in the market have been 
handled with less success thax Las the 
elimination of downright disLonesty— 
perhaps because they are in part zt least 
beyond the direct reach of law. There 
is no lack of efforteon the paz: of law- 
givers to keep prices fair, for =xample, 
but how is this end to we zchieved? 
‘The economic theory of the ‘ast cen- 
tury put much faith in corzpetition. 
The law has reflected this faitz. Com- 
binations unreasonably restraining 
trade were void at common lax. They 
were expected to fall to pieces cf their 
own weight. To this force o> sanction 
of nullity the Sherman Anti-Trust Act 
(1890) and the state laws in the same 
vein added three other moces of at- 
tack: penalties under the criminal law; 
damages, in fact treble damages, in a 
civil action instituted by thə person 
adversely affected; and the d=crze of a 
eourt of equity to order the mischief 
undone. ‘Twenty-five years -ater, pre- 
ventive measures were added to the 
older remedial ones, and the machinery 
of an administrative body, tke Federal, 
‘Trade Commission, was set up to aid 
in the process. 

Faith in these acts can of course be 
no stronger than one’s faith im com- 
petition. This faith was first shaken in 
connection with the “natura. monopo- 
lies.” For railroads and pub-© utilities 
we have gradually substittiec more 
direct methods of preserviig a fair 
consumers’ market, with direct price 
~egulation. Price regulatior in other 
fields was experimented wih“ during 
and after the World War, katt except 
in the housing emergency m=2asures 
and possibly» in extending tL2 eoncep- 
tjon of what businesses arz charged 
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with a public interest, no permanent 


effect was achieved—even the name 
“profiteering” has passed away.!8 The 
National Industrial Recovery Act has 
revived the idea of official price regula- 
tion to take the place of competition. 
But in the absence of any widely 
accepted economic faith to take the 
place of that in competition, courts and 
legislatures still look to the mainte- 
nance of competition as the principal 
price-safeguard for the market. 


PROTECTION AGAINST IMPOSITION 


*There are other difficulties still 
harder to guard against, either because 
of the subtlety of the offense, if any, 
involved or because of the ignorance of 
consumers or their inability, from the 
nature of the case, to know what takes 
place from the beginning of manufac- 
ture until the goods are exposed for 
sale. 

A typical danger is high-powered 
salesmanship—difficult to define and 
more difficult to circumvent, yet clearly 
a menace to the man or woman whose 
sales resistance is limited. Wyoming 
passed an act to make house-to-house 
canvassing of certain products illegal. 
One suspects a lobby of shopkeepers 
rather than consumers behind this. 
The act has not been upheld. On the 
other hand, an act declaring the dis- 
tribution from door to door of unso- 
licited advertising illegal has been 
upheld.2°. The Massachusetts Public 
Utility Commission refuses to license 
security salesmen who use door-to-door 
methods. The effort to avoid an 
unstable market by requiring certifi- 
cates of convenience and necessity 
was probably aimed at in the Okla- 
homa ice law which was held un- 


Cf, “The Revival of Justum Pretium,” 6 
Cornell Law Quarterly 381, 1921. 
19 Town of Green River v. Fuller Brush Co., 65 
Fed. 2d, 112, 1933. 
20 Allen v. McGovern, 169 Atlantic (N. J.) 345. 
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constitutional2! On the face of it? its patent or other trade name, there 


this may look like an anti-consumer 
statute. Where the consumer’s inter- 


est is more clearly at stake, as in the | 


case of trust companies or public 
utilities, the requirement of the certifi- 
` cate of convenience and necessity is 
readily allowed. 


TRADE-MARKS AND TRADE NAMES 


To overcome the ignorance of ‘the 
public, two inconsistent courses have 
been pursued—one upholding and the 
other denouncing trade-marks and 
trade names. On one side we find 
them accorded an increasing measure 
of protection, on the theory that it is a 
fraud upon the public to misusé a 
trade name in such a way as to palm 
off goods as those of another. The 
doctrine has been extended so as to 
protect the public against such palming 
off, even if a technical trade-mark or 
trade name is not involved. It has 
been further developed so as to recog- 
nize the acquired meanings of trade 
symbols and prevent their misuse by 
the owners of the symbols themselves.” 
Dealers’ m&rks have been given a 
place beside manufacturers’ marks. 
Association marks, too, have been ac- 
corded legal recognition. Re-pack- 
agers and processors have been pre- 
vented from using trade names on 
their own assurance that the materials 


are genuine.* Legal force has been. 


given to provisions against refilling 
marked bottles and other containers. 
At the same time, the Sales Act 
perpetrates this monstrous piece of 
cynicism: “‘In the case of a contract to 
sell or a sale of a specified article under 


a New Stale Ice Co. v. Inebman, 285 U. S. 
26%, 1931. 

2 Cf, “Traffic in Trade Symbols,’ Harvard 
Law Review; 26 Bulletin of the U. S. Trade-Mark 
Ass’n, N. J. 223. 

*3 Coty v. Prestonettes, 3 Fed, 2d, 984, 1924; 
Guerlain Perfumery Corporation of Delaware v, 
Klein, 57 Fed. 2d, 724, 1932. 


is no implied warranty as to its fitness 
for any particular purpose.” 2 Never- 
theless, courts have sensibly looked 
upon trade names as descriptions, and 
have accordingly read into the sale of 
goods by trade names an implied 
warranty of merchantability, which * 
nowadays (though not originally) is 
taken to mean that the goods are rep- 
resented to be of standard quality. 
Not satisfied, however, to leave the 
public to its own devices to find out 
the true meaying of a trade name, the 
law has attempted to force, through 
special labeling or registration, at least 
a partial revelation of contents, par- 
ticularly certain contents. The Fed- 
eral Pure Food and Drugs Act and 
those of most states operate on this 
principle. 

Such registration acts are of course 
not self-enforcing, nor if adequately 
enforced are the notices and their 
significance necessarily brought home 
to consumers. Enforcement of such 
laws involves the use of such preventive 
measures as licensing and inspection 
and, to support these, criminal and 
civil court proceedings. Complete and 
adequate inspection of the foodstuffs of 
the United States is a ten times more 
ambitious task than the enforcement of 
prohibition. Yet there are degrees 
of enforcement. It may be possible 
through NRA, or some institution that 
wil eventually take its place, to enlist 
the help of business in the form of self- 
regulation, ‘reminiscent of the guild 
system at its best. For the present, 
the protection of the consumer against 
getting a worthless or even a harmful 
article when he is willing to ask for 
Kleanum instead of soap, or Chewchew 
insteadeof a breakfast cereal, or Sniff- 


* Uniform Sales Act, Sec. 15 (4). 

% Ryan v. Progressive Stores Co., 255 N. Y. 
388, 1931, commented on in 4§ Harvard Law 
Reyew 1416. 
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sniff for a cold, is still inadequate, and 
perhaps must remain so fcr a long 
tme. The problem is essen-ially one 
cf public education rather tar. legis- 
lation. 


GOVERNMENT AID FOR CONSUMERS 


Governmental standardizatior, pref- 
erably the Federal setting up of stand- 
erds, is desirable in a country in which 
business disregards state lines and in 
which national advertising finds a 
ready response among sta sderdized 
consumers who rather like the :dea of 
reading the same literature, cating the 
same breakfast foods, seeing the same 
movies, and wearing the sanz 2lothes 
from. coast to coast. 

At this point we strike a snag in our 
political system. These mstters of 
police regulation are primarily state 
matters. At least it has aerstofore 
been generally conceded that tke Fed- 
eral Government had no au-aority to 
legislate concerning the procaczion or 
sale of goods within the several states. 
Importation from foreign couttries, the 
use of the mails, and shippinz im inter- 
state commerce, on the otær hand, 
nave furnished occasions fa Federal 
control. These branches o? Federal 
power have been vigorously used, but 
their limits must be understosd. If 
the mails are not used, neithe> the fraud 
order nor the criminal aspect cf using 
the mails to defraud come irto the 
picture. If goods, even od and 
drugs, are made and sold witkm a state, 
neither the Federal Trade Commission 
nor the meat inspectors nor the Food 
and Drug Administration has anything 
to do with the case. Theoretizally it 
may be possible to cover som=2 of these 
matters in NRA codes, anc the con- 
stitutional questions may be passed by 
on grounds connected with the emer- 
gency, or because interstate ecommerce 
is affected, oy by reason of t.+e zonsent 
of the trades, or through -orcurrant 
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* tate legislation, or through a combina- 


tion of all these ideas. 

In speaking of Government aid and 
protection to the consumer, it has be- 
come fashionable to point out the fact 
that the Federal Government, as the 
greatest of consumers, is in a position to 
give valuable information to other 
consumers. Furthermore, it has other 
means and other occasions besides 
those of the buyer for the gathering of 
information about the products of 
various manufacturers. It has been 
ccntended that this information is paid 
fer with the people’s money and there- 
fore should be made available for the 
benefit of the people as consumers. 
Any resistance to this idea is at once 
set down to the basest possible motives 
on the part of politicians. Bribery or 
at least a catering to powerful business 
is darkly hinted. Stupidity and per- 
verseness are openly charged. 

The matter is not quite so simple as 
that. The Government as a buyer, 
the Government as a prosecutor, or the 
Government as a legislator gathers 
facts rather spasmodically. To release 
such facts and not the mfllion others 
equally relevant or more relevant to the 
consumer, would not solve the problem. 
The consumer has no requisition officer 
at his elbow to list his needs accurately, 
and his examination or test of goodness 
fells far short of the Government’s 
inspection of what it buys. He buys 
in very different quantities and with 
different purposes. The element of 
style which the Government delib- 
erately overlooks in its Army trucks 
may be the all-important one in his 
family car or even in his business car. 

The suggestion comes down not to 
opening the Government’s findings, as 
they are, to the public, but to establish- 
ing an entirely new bureau, and per- 
haps a larger one than any now in the 
Government, to do what several pri- 


vate bureaus and services have under- 
e 
® 
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taken on a small scale. Such private 
services may eventually fit into the 
legal frame madė through many years 
of struggle by commercial credit agen- 
cies. They may enjoy certain im- 
munities from prosecution for con- 
fidential statements made in good faith, 
and in other ways the confidential 
nature of their relation may be recog- 
nized. Whether they ever attain the 
commanding position in their particu- 
lar field that credit agencies have 
achieved in theirs, and succeed in 
forcing upon manufacturers and sellers 
high standards or more open dealings 
with the public, will of course depend 
largely on other than legislative meas- 
ures. 


Tue CONSUMER'S PRESENT POSITION 


The legal position of the consumer is, 
on the whole, a well-fortified one. His 
persisting dangers and difficulties are 
largely beyond the scope of effective 
legal action—though that scope is 
expanding. On the other hand, the 
pendulum may be swinging back to- 
wards the protection of business (in- 
cluding the farmer and the laborer) at 
the expense of the consumer.?® Roman 

% That there is danger of going too far in the 


“protection” of certain types of buyers supported 
by strong political blocs is illustrated in the case 
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law, it will be recalled, was not so 
favorable to the buyer. It provided 
that if goods were sold too cheap they 
could be reclaimed by the buyer and 
there was no corresponding right in the 
seller. But the transaction really aimed 
at was that of a citizen in distress sell-- 
ing his household goods to an upstart 
foreigner or a money lender. The 
transaction of which our law thinks is 
one between a more or less knowing 
dealer as seller and an ignorant con- 
sumer as buyer. In fact, our Sales Act 
concentrates on such a transaction to 
the exclusion of other types of buyers.?7 
Accordingly, the law has been on the 
consumer’s side to an unprecedented 
degree. In the depression, business 
looks like the side most in need of help, 
but only temporarily. In normal times 
we may expect the relative legal 
condition of the consumer to go on 
improving. 


of Advance-Rumely Thresher Co., Inc. v. Jackson, 
53 S. Ct. 183, 1932. The North Dakota statute 
upheld in that case provided for a warranty of 
fitness of power-driven farm machinery for the 
purchaser’s particular needs, a very liberal 
opportunity to test it out, and the illegality 
of any stipulation to the contrary. 

27 Cf. “The Dealer Purchaser,” 1 Cincinnati 
Law Review $73, 1927; “The Industrial Pur- 
chaser and the Sales Act,” 34 Columbia Law 
Review 262, 1934. 


Nathan Isaacs has been professor of business law in 
the Graduate School of Business Administration of 
Harvard Unwersity since 1923. Heis joint author with 
Lincoln F. Schaub of “ The Law in Business Problems” 


(1921) and is a frequent contributor to the legal peri- 


odicals. 


Education and the Consumer 


By Dewey H. PALMER and FREDERICK J. SCHLINK 


: HE idea that a healthy, wise, and 
working consumer—th: person 
who eats the food, wears the clothes, 
and uses the appliances produced by 
modern industry—is an indspensable 
unit in our industrial-commez:ciel com- 
alex has not entered the minds of edu- 
zators and is only nowebeimg sensed 
by a very few of the more advanced 
and realistic thinkers among th2 econ- 
omists. Students are, of comrse, con- 
sumers and for the most part play no 
other rôle in the economic order; yet 
educators have never, if one may judge 
“by their activities and the pzoducts of 
their labors, had any concept of the 
student other than as a perscn who 
must at some future date take his or 
her place in society as a prc ducer, or, 
if unlucky, as a cog in a proclucers’ or 
distributors’ mechanized cemmercial 
world. 


EDUCATION FOR BUSINESS SUCCESS 


Consistent with such views, and as 
an incentive to students to get more 
education, the schools have constantly 
held up the goal of an independent en- 
terpriser’s or successful emp-.oyer’s life 
as the crowning end and aciievement 
of learning. The retired but well- 
heeled life of the Palm Beach œ New- 
port capitalist is, in the average stu- 
dent’s mind, more desirable than 
attempting the interesting but often 
financially and socially dangercus task 
of resolving some of our major eco- 
nomic or social ills. 

While the schools may nat promise 
such quick returns for a litte Effort as 
does. Alexander Hamilton Irstitute, 
with its ħgh universit>-pzofessor 


sponsorship, which gffers a “new 


course and service for men who want 
to become independent in the next five 
years,” yet the majority of the courses 
offered in arithmetic, accounting, and 
sales management, and some courses 
in economics and engineering, only 
train increasing numbers of individ- 
uals as processors, advertisers, and 
sellers of goods and securities, who 
will desire and take in private and per- 
song! profits as great as the market will 
bear. The young person who cannot 
select tooth powder intelligently or 
even know whether it serves any 
useful function whatever, who cannot 
refrain from urging his parents to pur- 
chase the latest model radio or pseudo- 
streamlined car (80 miles per hour on 
the straightaway!) is taught either di- 
rectly or by implication to look for- 
ward to the time when he may be a 
successful department store owner, a 
division manager of sales, a real estate 
or insurance personage, a contact man 
for the power trust, or a chief executive 
engineer in some great telephone or 
electrical company. 

Only a few years ago,.much ado was 
made about the need to offer practi- 
cal trade courses in the elementary and 
high schools. The skills which such 
work developed were all to the good, 
but here again the emphasis was 
placed on imcreasing one’s money- 
making ability as a worker, or more 
often one’s usefulness to an employer, 
and not at all on developing consumer 
skills that would tend to increase the 
purchase value of the worker’s dollar 
after it was earned. Manual training 
schools have taught boys how to make 
unneeded candlesticks, taborets, and 
hammered copper letter openers, but 
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none of them has ever so much as men- 


tioned the satisfaction and savings re- 
sulting from compounding supplies of 
daily need that would otherwise have 
to be bought—shoe dressing, writing 
ink, or floor and automobile polish. 
The least one might expect from a 
woodwork shop course would be a care- 
ful study of woods and finishes and the 
construction of different kinds of fur- 
niture, to enable a person to recognize 


and avoid shoddy materials and cheap - 


construction, and, when the time to 
set up a home arrived, to purchase 
their opposite as nearly as the pocket- 
book should permit. 


e 
ADVERTISING IN THH SCHOOLS 


The public schools, particularly the 
elementary and high schools, have been 
fertile ground for the insinuation and 
dissemination of advertising and sales 
propaganda for all kinds of branded 
goods. Printers’ Ink Monthly! re- 
cently divulged—for the trade only— 
the whole sordid story of how adver- 
tisers are planting “educational” ma- 
terialinclagsrooms. Read someofit: 2 


The twenty-three odd million elemen- 
tary school children in this country, super- 
vised by about 700,000 teachers, jointly 
present a vast specialized market. This 
is a field which may be approached with 
an educational advertising and selling plan 
by the offering of “enrichment material” 
to the teachers and their classes... . 
[“ Enrichment material” is a favorite pro- 


gressive-pedagogy term under which any’ 


activity not useful to the child or the com- 
munity can be seemingly justified or ex- 
plained.| 

In reaching this cumulative market, 
many advertisers have partially paid for 
advertising space used in teachers’ publi- 
cations by requesting payment for [the 
advertisers’ teaching] material. In fact, 
in some instances the money so taken in 


1 Aug. 1933, p. 34. 
2 The italicized sentences are the authors’ com- 


ments. 
e 
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has exceeded the cost of the advertising 
space. 


Examples are then given which show 
how willingly and completely the 
schools have accepted the advertisers’ 
“enrichment material”’: 


The Hills Brothers Company, New 
York, worked the Dromedary Date mes- 
sage into an effective color poster... . 
This was readily accepted by the teacher. 
. . . The sending of 4 cents in stamps by 
2,900 teachers, as a result of one advertise- 
ment, is evidence of the appropriateness 
of the offer. 9. . [and the gullibility and 
poor educational qualzfications of the 
teachers, we must add.| 

Lever Brothers’ advertismg in educa- 
tional magazines shows a picture of the 
Lifebuoy Wash-up Chart. The heading 
of the advertisement reads: “Free Wash- 
up Chart and School-size Lifebuoy for 
Every Pupil... Over 200,000 teachers, 
over 9,000,000 children have taken part in 
these Clean Hands campaigns with all the 
sport of playing a game.” . . . The teacher 
awards a star at the end of each week, for 
a perfect record. ... [The award to Lever 
Brothers is a more practical and substantial 
one, and less commingled with idealism.] 

One full-page advertisement by Lambert 
pulled 76,000 coupons requesting 2,500,000 
outline drawings of three children gargling 
with Listerine. These drawings are col- 
ored ... and then carried home so that 
the parents may see them. 


Others whose “gifts” of charts, 
booklets, or products have been grate- 
fully received by thousands of teach- 
ers are Hires’ Root Beer, Cream of 
Wheat, Palmolive Soap, Waterman 
Fountain Pens, Worcester Salt, Her- 
shey Chocolate, Wander Ovaltine— 
but the list is limitless. - Annual paint- 
up and clean-up campaigns are now 
taken as a matter of course, with thou- 
sands *of school children taking the 
lead, c8mpeting for prizes in order that 
associations of paint manufacturers 
may have the pleasure ef seeing the 
sale of their products increased. 
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Teachers of home economies are 
especially to blame for the huge 
amounts of so-called free ac ve-tising 
material that are going iato the 
schools. Look through the advertis- 
ing section of any issue of such publica- 
„tions as the Journal of Heme Eco- 
nomics and Practical Home ecanom- 
acs, and note the free material offered 
there for the slight trouble o? clipping 
an advertisement or sendirg a few 
cents. Teachers admit usin= a great 
mount of such material, and if any 
doubts arise in their miads 3s to the 
possible effect on the consummg habits 
of their pupils, they simply r2call that 
they themselves have been ted to use 
such “enrichment material” -zeely, by 
professors of their art in teachers’ col- 
leges and state universities. 

One advertising organizaticn aperat- 
ing under the title of Home Makers’ 
Educational Service does no-aing but 
supply home economics teacers with 
“free” goods, “free” charts sad pam- 
phlets, and a “free” monthly billetin. 
For this service it charges a commis- 
sion to its real clientele—the manufac- 
turers of patent medicines, soo: beer, 
baking powder, and so forth. 

It will be a sorry day for business 
if publicly owned enterprises ever go 
on a cost accounting basis, as 30 many 
business men urge. Free preniums to 
chool children would not be so profita- 
ble if the advertiser had to carry his 
share of the school system =verhead 
by direct payments instead xf by the 
Inexpensive but seemingly generous 
little acts which now serve the purpose, 
sans cost accounting! 


TYPEWRITERS FOR ScHOO~ USE 


One of the most recent studies in 
the educational art to receive wde ac- 
claim was based on the alleged ificrease 
in proficiency in reading, spe_ing, and 
composition when grade-scL3ol chil- 
dgen were furnished typew~ters for 


@ 
school use. 
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The background and sub- . 
sequent “findings” are best told by 
Advertising Age: 


As the first step in a plan to sell type- 
writers for elementary school equipment 
and thus make the knowledge of type- 
writing more or less compulsory, the four 
largest typewriter companies organized 
the Typewriter Educational Research 
Bureau [note the public-service sounding 
name| two years ago, retaining Dr. Ben D. 
Wood, of Columbia University, and Dr. 
Frank N. Freeman, University of Chicago 
[note the dignified and impressive institu- 
tignal scenery] to make “An Experimental 
Study of the Educational Influences of the 
Typewriter in the Elementary School 
Classroom.” ‘Their report, published this 
week by the Macmillan Company, reveals 
that the use of the typewriter in elemen- 
tary schools has important educational 
advantages. 

Shortly after the investigators began 
work it became apparent their report 
would be of the character the sponsors of 
the research hoped for, but that sales to 
schools would be retarded under present 
conditions.” l 


The educational section of The New 
York Times of January 2191934 ran a 
picture of first, second, and third-grade 
children of Horace Mann School at 
Teachers College, Columbia Univer- 
sity, using typewritérs and a new type- 
writer textbook (“Ted and Polly ”)— 
all the result of the study made by Dr. 
Wood and Dr. Freeman in which 
“some 15,000 children in fifty schools 
in various parts of the country par- 
ticipated.” Educational research in 
the grand manner, indeed! No men- 
tion is made, in the newspaper ac- 
count, of the business interests back- 
ing this project. One may wonder 
how long it will be before the manu- 
facturers of fountain pens get together 
and hire two equally eminent edu- 
cators to prove that children using 
nothing but fountain pens to express 


oJ uly 23,1932. Italics ours. 
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their ideas-~any ideas—-develop cer- 


tain skills that are invaluable and un- 
attainable by any other mode of re- 
cording their thoughts, It might 
come out that way, and rapid and legi- 
ble penmanship may be a valuable 
accomplishment till typewriters and 
typewriter ribbons are sold at pen- 
and-ink prices. 

Educational researches have a way 
of neglecting such a-‘basic and indis- 
pensable economic factor as high 
school pupils’ purchasing power in 
terms of typewriters. Educators are 
bent on making a name for themselves 
in what is flatteringly called educa- 
tional research; and for their congent- 
ment’s sake they had better remain 
oblivious to the fact that great and 
increasing numbers of schools are clos- 
ing, owing to a drastic curtailment of 
educational funds, and that not even 
one new typewriter can be purchased 
by the students or by the whole school. 
If much more of this sort of educa- 
tional research is to be done, the 
teacher training institutions will do 
well to stagt over with some new staffs 
and some old-fashioned ideas. 


UsELESS Screntirrc TEACHING 


In the main, science taught in the 
school system is innocuous, and pretty 
insignificant in its values. Except as 
it builds up a body of facts, some of 
which may be useful in helping one to 
hold a job, or in enjoying the abstract 
and economically harmless considera- 
tion of the fortuitous concourse of 
atoms and worlds, it is totally devoid 
of any purpose, social or otherwise. 
It is amazing to us in Consumers’ Re- 
search, who have been in correspond- 
ence and in personal contact with 
some hundreds of science teachers in 
high schools and colleges, to discover 
how few teachers of science know any- 
thing about the methods of science: its 
function as an overturner of authority 
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and tradition, and its impersonality 
and disinterestedness and unconcern 
for business interests or attitudes; or 
the rôle it has played as both the lib-: 
erator and the destroyer of mankind. 

Science is not an automatic, con- 
structive force, as the god-finders. 
among its more eminent devotees 
would make out. We may have and 
do have a science, so-called, of produc- 
tion, with technological displacement 
of workers, sciences of distribution, 
marketing psychology, war, and poi- 
soning, which either in fact or through 
their potentialities are quite certainly 
carrying us to greater economic and 
social unbalance, and may bring us 
to complete social chaos as some of 
them have surely brought us to a cata- 
strophic economic breakdown. 

We might have had courses in bi- 
ology, chemistry, physics, engineering, 
economics, and education which were 
closely integrated with the whole con- 
cept and trend of the social sciences, 
and if we had begun this course twenty 
years ago, we could have avoided 
many of our major social ills resulting 
from overspecialization, overspending, 
displacement of workers, and excessive 
debt burden. If consumers had re- 
ceived the practical technical training 
necessary to enable them to judge the 
qualities of complex goods, they could 
never have been persuaded to endure 
the businesslike pressures that are re- 
sponsible for maintaining present 
widespread consumer ignorance, now 
practically a vested right of the auto- 
mobile, radio, and tooth-paste manu- 
facturers. 

For mstance, if science teaching 
were real and geared to the social and 
economic order, no high school boy 
would ever naively assume, after tak- 
ing the required number of hours in 
general science and physics, that oc- 
tane selectors, free-wheeling, and 
streamlining , (as sold), are real or 
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fundamental developments ir tke per- 
fection of motor cars, or tha: “Inter- 
station Tuning Silencer,” “Filtecizer,” 
‘or “Duo-Diode-Triode Detecor” rep- 
rasents the last word or words in the 
tzchnical improvement of the radio. 


COMMERCIAL Bras IN GRabe ` 
ScHOOLS 


What of “progressive education’? 
Must it not give consideratica =o the 
consumer’s problems througk its spe- 
cial and boasted program of sacklized 
education? It has not yet done so, 
and may never do so to any srEntficant 
extent. No doubt much car b= said 
for the increased activity anc interest 
resulting from the child’s partizipation 
in projects built around adult activ- 
ities. But these planned actvities or 
Erojects are directed by adults, and 
many of them show the no-2worthy 
commercial bias which has so thor- 
oughly permeated the older varts of 
the educational system. A “2w such 
projects or teaching units for ~ie lower 
grades, published by the Breau of 
Publications of Teachers College, 
Columbia University, are listed here: 

“Banking ”—in which to answer cor- 
rectly a completion test, the child 
must affirm that a checking account 
provides a safe place to pul money; 
also that banks have better means of 
protection against robberies than we 
have in our homes (which might be 
true if one had never read a L troit or 
New York newspaper, and did not 
consider the inside operations and the 
outside business relationships of bank 
presidents and directors). 

“Saving”’—in which emphasis is 
placed upon the supposed se=unity of 
banking and investing mone}. p 

“The Grocery Store”—where.n the 
activity centers around oper=ting an 
“A. and P. Store” (why not Reuben 
White, Genetal Merchandise; must 
ewen the university advertise the na- 
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‘ional chams?) with little containers 
labeled Fairy, Ivory, Chipso, Lux, and 
so forth. 

“A Fair and a Study of Milk”—in 
which the teacher “hoped that atti- 
tudes of appreciation of the food value 
of milk, and an appreciation of those 
who made it possible for us to have 
milk and milk products were built.” 
Who is to provide us with an appre- 
ciation of the values of potatoes and 
eggs and ripe tomatoes and homemade 
soup, which being less tightly organ- 
ized in a trade sense, do not fare quite 
so well in the educational program? 
Milk, on account of the wealth and 
powgr of the dairy firms and their 
close tie to medical and public health 
services, has always fared especially 
well at the hands of the school system 
and of nutrition teachers. 

“Shoes”—which concerns the 
manufacture of shoes but contains no 
critical discussion of their quality, 
durability, or cost of manufacture, and 
only the briefest and most indefinite 
suggestion that shoes should fit prop- 
erly. å j 

Others of the same series of lesson 
units are “The Radio Enters the Class- 
room,” “The Story of Lighting,” and 
“How the Fishing Industry Helps to 
Satisfy the Needs of Man”—none con- 
taining the obviously needed critical 
analysis of industry’s relation to the 
consumer, and all frankly enamored 
of our aimless and planless and profit- 
bent industrial growth. 


COMMERCIAL Bras In HIGHER 
EDUCATION 


In the upper brackets of the educa- 
tional élite we find, we regret to report, 
no sufficiently hopeful departure from 
the production-mindedness rampant 
in the lower strata. In fact, as the 
time approaches when the fortunate 
few who are permitted to pursue their 
way through our higher institutions of 
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learning enter this exclusive but busi? 


nesslike academic world, one notes 
that increasing attention is given in 
their upbringing to the demands of 
those who direct our commercial or 
industrial society. Have not Harvard 
and Chicago and California and the 
rest very special and impressive 
courses in business science leading to 
learned degrees, and the closest of as- 
sociations with Rotary and Kiwanis? 
Is it purposive blindness or just the 
blind leading the blind when the col- 
leges avoid or neglect the most elemen- 
tary consumer-education and_afidrd 
their richest and most impressive edu- 
cational harmonies and grants-in-aid 
for those who will sell, even if it be 
Insull stock, to the masses? 

The colleges and universities are do- 
ing no more, and possibly less, than the 
elementary schools and the high 
schools to dispel the ignorance and 
gullibility that surround the purchase 
of even the most simple and daily used 
articles of clothing and food. What 
do the brightest students in the de- 
partments of electrical and mechani- 
cal engineering know about the rela- 
tive merits or demerits, let us say, of 
various brands of electric irons, oil 
burners, gasolme, or building ma- 
terials? What one can tell you the 
proper oil for a clock or a phonograph, 
or why lead is good for paint out of 
doors, and very bad for floors? Not 
one. Many, however, will, after col- 
lege, become masterful sales exponents 
of the superlative features of the appli- 
ances sold by the great electric com- 
panies with which they have accepted 
jobs, or will, as sales engineers, give 
free “technical” advice to all and sun- 
dry on matters of vital moment to 
livelihood and health. The experi- 
ence and advice received in the en- 
gineering laboratories equipped with 
free motors, turbo-generators, con- 
verters, automobile engines, tractors, 
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reapers, combines, manometers, gas 


analysis apparatus, and photo-electric 
cells were not such as to raise any 
questions or doubts as to the superior 
qualities of the products given to the 
colleges but sold to the commonalty. 

A young engineer with a new job 
knows instinctively and without refer- 
ence to test data what electric appli- 
ances are peerless and “standard.” 
Did any one ever see a successful elec- 
tric company’s sales engineer who 
would doubt for a moment that electric 
toasters or damps made by Westing- 
house or General Electric were any- 
thing but the best, or that high price 
always guarantees high quality? The 
technical school prepared him well for 
the part he had to play as a producer’s 
salesman or “tamed” scientist; much 
too well, indeed, in the light of recent 
events, which seem to have shown that 
engineers will in the long run care for 
their own interests best by caring first 
for themselves and the public at whose 
cost they were educated, as consumers. 


ABSTRACT RESEARCH 


Does the student as a consumer re- 
celve anything of worth from college 
science courses? At best, academic 
scientists only avoid the technical 
problems of analyzing and testing con- 
sumers’ goods and busy themselves— 
with a great show of book-and-mono- 
graph learning and abstruseness—with 
abstract investigations; everywhere, 
the more abstract the more meritori- 
ous. The University of California at 
Los Angeles finds it possible to allow 
one of its professors to investigate at 
the public cost “the Locomotion of 
Snakes”; Cornell University sup- 
ported a professor in his investigation 
of “rfearly five hundred specimens of 
skunks,” which resulted in finding that 
as a result of “riotous living” of town 
skunks from garbage pails they were 
Somewhat more corpulent than coyn- 
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try-bred skunks; Smithsonizn Insti- 
tute issued a report telling how “The 
Bee Uses 22 Muscles When Ste Stings 
You.” Time and money can be found 
for thousands of such peripheral in- 
vestigations as the above, ard for 
elaborate and expensive pratəd re- 
“ports upon them, when this œuntry is 
in the throes of the most ternb.e eco- 
nomic depression in its histor; aad ten 
cr fifteen million workers ca mot find 
jobs. s 
The scientists and engineers in our 
state-supported and munigipe! colleges 
end universities do not limit =h2ir ac- 
tivities to abstract research Far 
from it; many (for obvioys airancial 
reasons) have given support to the 
general process of making ther school 
z busy and booming replica of -h+ busi- 
ness world. Most of the less akstract 
end more practical members cf uni- 
versity faculties, especially in the 
larger centers, are consulteats and 
carry on very remunerative wark for 
industries while posing in the elass- 
room and to the public as disitterested 
authorities on vitamins, soxp, ciga- 
rettes, and the nutritional ~a.ue of 
bran, milk, carbonated beverages, or 
bananas. The higher and mare re- 
raote university authorities are quite 
evidently doing nothing more then lift- 
ing their eyebrows over such matters, 
cr else why would the advertisement 
cf Old Gold cigarettes as the coolest 
cf all those tested by a prcfessor of 
physics at New York University, or 
the very recent newspaper edvertise- 
‘ment “Victorious Columbia Fcotball 
Team Trains on White Rose Tea” be 
tolerated? 


ATTITUDE OF ECONOMISTS 
A very few economists have spoken 
tp, but only “in principle,’ fr the 
rights of the consumer in the 2zonomic 
arder. For the most part, as with the 
teşt minds in science, the economists 
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fare interested only in reporting, with 


apparent disinterestedness, phenom- 
ena Jong since receded into history 
(old depressions for example, and the 
significance of foreign exports in the 
post-Civil War period), in writing the 
history of their science and the biogra- 
phies of their predecessors, and in re- 
viewing with sly and decorous humor 
the monographs of their institutional 
colleagues. While events catastrophic 
to the consumer’s interests are taking 
place under the very noses of the econ- 
omists, they while away the time try- 
ufg to fit the events, like pieces of a 
jig-saw puzzle, into a particular and 
palpably meaningless theory. Only a 
handful out of America and Europe 
have even concerned themselves with 
consumption problems. Mostly they 
work in the fields where the big 
money goes and where important per- 
sonages move: finance, marketing, for- 
eign trade, taxation, and the stock ex- 
change. 

One need only cite the unrealistic 
and feeble actions of the well-wishing 
and hopeful group of college trained 
economists—some of the ablest, in the 
customary sense, that the country 
affords—in attempting to incorporate 
some of their social ideas into the 
NRA. They advise, if and when 
called upon; they at times beg to be 
heard—while the business groups de- 
mand and achieve the settmg up of 
price-fixing schemes adapted to the in- 
come needs of their industry as they 
see them, and further see to it that 
wage rates as well meet with their ap- 
proval; while they use every tactic 
known to the professional lobbyist to 
see that their interests are not jeopard- 
ized or, as seems now to be the case, 
so to strengthen their position as to 
make prices and profits skyrocket be- 
yond all possibility of consumers’ pay- 
ing the bills. 

But “hire-learning” not only re- 
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mains aloof from giving any assistance 


to the much despoiled buyer of goods; 
it actually supports, through the ag- 
gressive activities of many depart- 
ments of business and commerce, 
numberless definitely antı-consumer 
courses. Departments of adult edu- 
cation, evening schools, and extension 
courses are particular offenders in this 
respect. “Give any course that peo- 
ple will pay for” has surely been the 
guiding principle, with the result that 
we find the curriculums of universities 
and colleges (not trade schools, where 
the work would be more at home) 
loaded down with courses in business: 
business economics, corporate finance, 
salesmanship, marketing, business psy- 
chology, busmess English—even for- 
eign business correspondence for sales 
executives. 

Most of such courses have no place 
in a rational program of general public 
education; that is, consumer educa- 
tion. They must be eliminated en- 
tirely if students are to leave school 
with any clear-cut notion about the 
position they must take in the rapidly 
rising conflict between consumers 
vainly seeking for goods of reasonable 
quality and durability at minimal 
prices, and producers driving success- 
fully for a larger and larger share of 
the depressed and dwindling social 
income. 


EDUCATION FOR ConsUMPTIVE ENDS 


The era of expanding production is 
rapidly drawing to a close. Here and 
there new business ventures will rise 
to prominence and then subside, only 
because our present economic system 
cannot support the waste that goes 
into costly and planless speculation. 
At the moment there is a rising tide of 
interest and a growing murmur of dis- 
satisfaction at the hopeless position 
into which the ultimate consumer has 
been forced by ruthless drives of com- 


° 195 


petitive salesmanship and planless pro- 
duction and marketing. 

One need hardly expect that the 
public schools of themselves will take 
up the cudgels in the consumer’s be- 
half, but, as in similar social revolu- 
tions, consumers themselves will in. 
time force consideration of their rights 
in public education. When that day 
arrives, science classes will find that 
testing electric toasters, vacuum clean- 
ers, can openers, household rubber, 
leather, and paper articles, and ana- 
lyzing soap, cosmetics, shoe pastes, pre- 
pared flours, and baking powders is an 
integral part of their work; and lo! the 
educators will discover that the prin- 
ciples and methods of science are not 
only being tauight more certainly and 
more effectively, but that interest in 
the sciences—which are now definitely 
fighting for existence in many schools, 
against the bastard sciences and 
pseudo-sciences of the market place— 
will increase manyfold. Fundamental 
and valuable household and trade and 
consumption skills will be revived, and 
the amateur in this and that will come 
into his own and acquire the respect 
hitherto given the boy who “learned 
to play the saxophone in his own home 
in 10 easy lessons by mail.” In the 
home, stamp collecting, the accumula- 
tion of glass and ivory trinkets on the 
mantelpiece, and new forms of bridge 
will give way to small work benches 
and chemistry laboratories where 
tooth powder, ink, and floor polish are 
compounded and made to replace in- 
ferior and costly commercial products, 
and where commercial products are an- 
alyzed and made to give an accounting 
of themselves, both technically and 
economically—a synthesis never yet 
achieved or attempted by the schools. 


Rising DEMANDS OF CONSUMERS 
It is to be hoped that’ economists, 
stūüdents of law, sociolagists, and edi= 
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eators will take a keener ir-erest in 
studying and participating n the 
consumer movement; in the =ctivities 
of pressure groups to obtain con- 
sumer protective legislation. im the 
utilization of the boycott ageirst dis- 
honest and recalcitrant industry to 
hasten the coming capitulat. on of the 
‘xovernment to the forces demand- 
“ng for consumers a place n the 
sun and in legislative halls and in 
the Government’s laboratorizs for 
toods, drugs, and househclhd appli- 
ances. . $ 

Something even more furdamental 
must be got under way in tle cifficult 
task of educating a long -efuddled 
public about the complex anc often 
extremely intricate goods which they 
must use and work with. Teachers 
of economics must become fam-har, at 
least in a broad sense, with the techni- 
cal nature of consumers’ goods and 
with the doctrine of value as neasured 
in terms both of production and of 
cost of production rather tham in terms 
of what products will bring ether on 
the so-called free market zr on the 
price-controlled market set up by the 
seller with the aid of price-fixing or 
“stabilizing” agreements o1 of quasi- 
monopolies due to advert&inz pres- 
sure. 

Also, it is just as important, if not 
more so, that teachers of ergmeering 
and the other technologies impart a 
thorough and realistic knowledge— 
gained through intimate eccntact—of 
the social movements of thex day, par- 
ticularly those relating to consump- 
tion: It behooves academic profes- 
sors of engineering to get over their 
complacent assumption thz: the eco- 
nomic corner is just about te be turned 
and that all will again be well! for the 
universities’ investments—zublic util- 
ity and other stocks—anc. for their 
graduating ‘students in their hope of 
obtaining jobs. : 
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WHOSE Interests SHALL Br SERVED? 


Finally, it seems to us that the time 
is now ripe to eliminate all those 
courses which wholly or in part nega- 
tive or hamper the furtherance of the 
consumer’s rights and interests, This 
means that the schools must, if they 
are to serve the common weal for 
which they are supported, throw off 
the dominating influence of chambers 
of commerce, rotary clubs, and school 
boards made up of business execu- 
tives, and get back to the job of lead- 
ing in needed social changes, and of 
determining their direction out of wis- 
dorg and not out of prejudice or tradi- 
tion or academic inhibition or eco- 
nomic pressure. 

The public schools have never con- 
sciously decided or even raised for dis- 
cussion the question of whom they 
intend to serve—business enterpris- 
ers or the numerous laity of consumers. 
As a result of their efforts to maintain 
an ostensibly middle-ground position, 
and, in cases of doubt, to side with the 
business-must-be-furthereg theory of 
public policy, they now find them- 
selves in a time of institutional, educa- 
tional, and personal crisis without 
staunch and militant supporters 
among the great group which has con- 
stituted their nominal clientele. Even 
the business men who have profited 
most and most consistently from the 
schools’ operations have, to the edu- 
cators’ naive astonishment, been the 
first and most vociferous to demand 
sharp economies and curtailments in 
the schools’ programs, and to talk in 
most unpleasant fashion of the tax- 
eating pedagogues and school func- 
tionaries who thrive at the citizens’ 
expense. po 

Consumers will, we hope, some day 
support an enlarged and strengthened 
educational program and policy; but 
ong may be sure they will not do so, or 
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come to the aid of the hard-pressed 


high school and college faculties, un- 
til university presidents, professors, 
school boards, principals, and teachers 


of the rank and file decide on whose 
side they wish to cast their lot, and 
whose welfare, the public’s or that of 
trade, they are determined to serve. 


b 
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Gruenperc, S. M. and B. C. Parents, 
Children and Money. Pp. xii,=1€. New 
York: The Viking Press, 1933. 1.75. 


What every child learns is thet here is 
a mysterious, precious, all-pervacing thing 
called money that affects him in an endless 
variety of ways. It determines ow far his 
desires will be gratified or frustrated; it 1s 
used by his parents as an agency of control 
and discipline; it serves as a reasure of 
‘values, personal and social; and -aastery of 
zhe art of its use is held up as = token of 
achievement and success in Jater ife. 

What every parent knows is that prob- 
zems of money rise to complica: end vex 
ais relations to his child; that some of 
these problems, such as those of a!lowances, 
spending, saving, earning, lendime, end bor- 
vowing, involve critical phases c: taese re- 
Jationships; while their implications color 
many of the daily minuti& of fanily life. 

' What every student of child problems 
appreciates is that questions of {nance con- 
stitute an important part of the child’s 
training, and that the ways in +hich they 


_are worked out influence the cxuld’s char- 


acter, philosophy, values, and cer ception of 
himself and his rôle in the grovp to which 
he belongs. 

All these and other subjects are treated 
in this volume. The authors have done an 
important job and have done it wel. The 
book shows an excellent appreciation of 
what goes on in the minds of both parent 
and child; it is concrete and speci‘ic, with 
illustrative cases that are helpt<l and per- 
tinent; it is well written, out of a back- 
ground of experience and matcrrity. The 
volume really is what its cover arnounce- 
ment claims—‘“a guide for parzats, teach- 
ers and social workers on the or-entation of 
children in relation to money.” : 

It is surprising that this bozk was not 
written before; it is fortunate that it was 
written finally by the Gruenberszs. 

° James H. S Bcssarp 
e University of Pennsylvania ° 


Paar, Kirsy. Individualism and Social- 
ism. Pp. 367. New York: Farrar & 
Rinehart, 1983. $2.50. 


This is “an ethical survey of economic 
and political forces.” It deals first with 
the theory of individualism, the contrast 
between the individualist’s opposition to 
government aid for the underprivileged and 
his clamor for government aid for himself, 
and the detrimental results of individual- 
ism, ‘Then it offers a socialist program of 
deliverance, a critique of communist strat- 
egy, and an examination of the menace of 
fascism. 

The author is a leading representative of 
social-gospel religion, with a reputation 
chiefly in the field of international relations. 
In none of his activity does he aim to work 
much with original sources or original 
thoughts. This book in particular is de- 
signed as a convenient reference book for the 
general reader and for “ teachers, clergymen, 
and other educators.” But every paragraph 
testifies how indefatigably and successfully 
he has done the job of popularization which 
he has set for himself; and even infrequent 
contact with the educational hinterland of 
American society ought to convince any one 
of the importance of that job. 

Of course, the author is no disinterested 
popularizer. But a crusader’s description 
need not be poor description. This cru- 
sader indulges in no indiscriminate tirade; 
on several oceasions he scrupulously points 
out that the failure of business men to pay 
a living wage is usually due in large meas- 
ure to forces beyond their individual con- 
trol. And his analysis constantly serves to 
illustrate the general principle that signifi- 
cant description often depends on a critical 
approach—as m his damning out-of-their- 
own-mouths indictment of the hypocrisy of 
individualists. 

Furthermore, description is not the 
whole of life; things sorely need improve- 
ment. Toward economic improvement, 
Kirby Page does not contribute detailed 
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economic analysis; but neither is he content 


with offering a pious formula. His service 
lies in the middle ground; he presents semi- 
detailed plans. They are not neat plans, 
because he recognizes that the complexity 
of life turns neatness into fallacy. But 
they ought to help humanitarians to become 
more realistic, reformers more discriminat- 
ing, and economists more purposeful. 
Patrick Murpuy MALIN 
Swarthmore College 


BrameLD, THeoporEB. A Philosophic Ap- 
proach to Communism. Pp.xi,242. Chi- 
cago: University of Chicago Press, 1933. 
$2.50. ry 


The status of the individual in a Commu- 
nistic society has long been the subject of 
academic discussions. On the basis of his 
laborious investigations, Dr. Brameld con- 
cludes that Lenin has carried on the essen- 
tial philosophic views of his predecessors, 
Marx and Engels. The great leader of the 
Russian Revolution clearly recognizes the 
anatomy of the individual under Commu- 
nism, as is suggested by his frequent use of 
such terms as conscience, reason, personal- 
ity, and leadership. All these reveal the ad- 
mission of an essential individualism under 
Communism. But Lenin “also recognizes 
faithfully that the world is a vastly inter- 
related system proceeding from stage to 
stage of history by a mechanism of cosmic 
logic within which man serves as a material 
unit.” (P. 116.) 

Thus, in a Communistic society the indi- 
vidual acquiesces but also engages in direc- 
tive activity. In other words, according to 
the analysis of the author, Communism is 
more than a fatalistic philosophy of acqui- 
escence, a blind adherence to dialectic ma- 
terialism. It is characterized rather by the 
interaction of the individual and the world 
about him, not completely subjective nor 
completely dominated by an impersonal 
materialistic existence. 

If the use of pedantic and high-sounding 
phraseology served as a stamp of erudition, 
the author would merit a very high scholarly 
ranking. Yet it is questionable whether a 
great deal is contributed to human enlight- 
enment by numerous effusions such as: “It 
[Communism] can, therefore, achieve a kind 
of synthesis of Utilitarian atomism ith 
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Utilitarian socialism; of Feuerbachian indi- 
vidualism with Feuerbachian materialism: 
and, as scientific dialectic, of Hegelian sub- 
jectivism with Hegelian organicism.” (P. 
191.) The treatise is replete with similar 
high-sounding and awe-inspiring “isms,” 
which detract from, rather than add to, the 
clarity of the philosophical discourse. 
Karu ScHouz 


University of Pennsylvania 


Suapson, Grorce(Translator). Emile Dur- 
kheim on the Division of Labor in Society. 
Pp. xliv, 439. New York: The Macmillan 
Company, 1933. $3.50. 


This translation of De la division du tra- 
vail social will be of interest to English- 
reading sociologists and economists as well 
as political scientists. Primitive society, 
through individual similitudes and repres- 
sive law, possesses mechanical solidarity. 
In advanced society, the individual becomes 
more autonomous but also, paradoxically, 
more dependent upon the social group 
through a moral, which is presented as 
something more than a purely economic di- 
vision of labor; rastitutive law, such as con- 
tract law, replaces the repressive type and 
fosters a greater individual liberty; there re- 
sults an organic solidarity, but there is still 
an externality, a social conscience above the 
total of individual consciences. This social 
harmony is occasionally marred by pathol- 
ogy, as in industrial crises resulting from 
insufficient regulation of capital-labor rela- 
tions, In class warfare, and in insufficient 
functional activity of each worker; but these 
are exceptions to the moral, organic solidar- 
ity. The extension of such division of labor 
similarly makes for internationalism. 

This is the core of the theory. Mr. Simp- 
son’s translation is apparently painstaking, 
if liberal, and his introductory “estimate” 
isuseful. His criticism of Durkheim’s philo- 
sophical approach, his questioning of a social 
realism which insists upon social external- 
ity and upon a possibly false analogy be- 
tween the natural and the social sciences, 
his dislike of an extension of emphasis upon 
features of primitive society to those of 
modern which sets society over and above 
the individual—these aspects of his critique 
are well reasoned. But when he insists that 
Durkheim did not distinguish between di- 
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vision of labor into handicrafts aad division 
of labor in manufactures, wher he scores 
Durkheim for not accepting Marxism, and 
when he himself excoriates privete 2apital- 
ism as the cause of national dis-armonies, 
of social injustice, of international tariff re- 
prisals, and of wars, he is possibl~ inzonsist- 
ent with his own objection to Dursheim’s 
social realism, and he is certainly fortuitous 
and superficial, for here he does mol reason 
his point but rather casts loose “rom both 
Durkheim and philosophy, seemingly to 
parade a personal bélief indeperdently ac- 
quired. Yet this brief transgression will 
not greatly lessen the Engligh reader’s ap- 
dreciation for his translation, especially 
since economic and social thourht has in 
zeneral suffered from the isolation of its 
streams by language barriers. 
Joan Dov aLDsON 
George Washington Universit 


Davis, Horace B. Labor and =tez!. Pp. 
804. New York: Internatiorel Publish- 
ers, 1933. $2.00. 


This most recent volume in tre series of 
similar titles issued by the Labcr Eesearch 
Association reflects five years’ stady by Mr. 
Davis of its problem, and a faicly lengthy 
period of work as a laborer ix American 
steel mills, 

Various chapters of the book deal with 
such topics as the number, the ge, and the 
race of steel workers; accidents end occupa- 
tional diseases; wages and living stendards; 
the contradictory phenomena of tco much 
work in the form of long hours end “ speed- 
up,” and too little work in unesap!oyment 
and part-time employment; the ‘feadal do- 
main of steel” as shown in company towns, 
company unions, company eduzation, wel- 
fare, and the labor spy system; the history 
of unionism in the industry; th= nature of 
the steel trust and its profits. ` 

The tone of Mr. Davis’s work is quite in 
conformity with what readers have.come to 
expect in Labor Research Assocfat.on pub- 
lications. No opportunity is lest to place 
steel company officials and poiciés in the 
worst possible light; the same is Irfe of the 
Amalgamated Association of Ircn, Steel and 
Tin Workers. , The “steel work=c’s point of 
view.” from which the author “sttempts,.to 
give a new perspective onthe industry” is 
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invariably that of workers farthest tó the 


“left”; militant mass action by the workers 
is thoroughly approved; Mr. William L. 
Foster appears as a combination god and 
Moses. The unfortunate result will prob- 
ably be to give Mr. Davis’s critics all too 
many quotations with which to attack him. 
That the labor policy of the industry in 
general has been callous, autocratic, and 
downright brutal in many respects, that the 
Amalgamated Association has been alter- 
nately arrogant and supine, if not cowardly, 
was pretty well established before our au- 
thor provided some additional evidence. 
No very extensive amount of editing would 
efiable the study to carry conviction to a 
much wider circle of readers than its pres- 
ent form will permit. 
° CHARLES A. GULICK, JR. 
University of California at Berkeley 


Warrney, Simon N. Trade Associations 
and Industrial Control. Pp. x, 287. 
New York: Central Book Company, 
1934. 


Among the many new books evoked by 
the NRA is Trade Associations and Indus- 
trial Control by Dr. Simon N. Whitney, 
formerly of the Economics Department at 
Yale, and Attorney, Anti-trust Division, 
Department of Justice. It gives a sketchy 
treatment of the aims of the Recovery Act 
and of trusts, utilities, and economic plan- 
ning, all in a few pages, and offers some “re- 


` flections” on stabilization which are mostly 


summaries of familiar negative arguments. 
The author favors abolition of the NRA 
and believes most economists agree with 
him. He disclaims originality and adds 
that “by good fortune, the need today is 
not for originality.” The codes themselves 
and the actual workings of the NRA are 
notexamined. Theclosest approach to con- 
tribution is m the summary of earlier ex- 
periences of trade associations in industrial 
control. ‘The style is that of an attorney’s 
brief. The book is useful, scarcely to the 
professional economist, to whom it will 
seem superficial; possibly to the layman 
seeking arguments against NRA; certainly 
to the wholesome cause of freedom of ex- 
pression of “the opposition.” 
; JoHN DONALDSON 
George Washington University 
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INTERNATIONAL Lasor Orrice. Employ- 
ment Exchanges: Studies and Reports, 
Series C, No. 18. Pp. iv, 231. Geneva, 
1933. Boston: World Peace Foundation, 
40 Mount Vernon Street. $1.25. 


The International Labor Office offers here 
another result of its comprehensive inter- 
national and comparative research. The 
purpose of this study is to present a world 
picture of the law and technique of public 
employment bureaus. Theadoption by the 
Labor Conference in 1919 of a convention 
which provided inter alia that governments 
should establish systems of. public employ- 
ment agencies makes this survey peculiarly 
pertinent. This convention has been rati- 
fied generally in Europe and by some states 
in other parts of the world. In 1933, like- 
wise, 2 convention was adopted which looks 
to the abolition of fee-charging employment 
agencies conducted with a view to profit. 
The study is interesting from a theoretical 
point of view, since it seeks to place the 
function of the placement office in an or- 
ganic context of industrial evolution. Such 
agencies are seen as a means by which the 
economic and human factors may be in 
part adjusted in terms of the mobility of 
the demand and the supply of labor. 

A careful gomparative picture is drawn of 
public employment exchanges, particularly 
in Western Europe. The study considers 
the general organization of such offices, the 
problem of placement in relation to special- 
ization by occupation and sex, the question 
of occupational changes, labor clearing, the 
broad question’‘of international placing, and 
the development of the statistical technique 
of employment systems. The completeness 
and accuracy of the report should make it 
of value to those engaged in placement ad- 
ministration, whether public or private, as 
well as those who are students of labor ques- 
tions. A suggestive bibliography is given at 
the conclusion of the study. 

Francis G. WILSON 

University of Washington 


TayLor, Mavrice. The Social Cost of In- 
dustrial Insurance. Pp. xxvii, 421. New 
York: Alfred A. Knopf, 1933. $3.25. 


Dr. Taylor’s fine study of industrial in- 
surance has two claims to lasting fame. It 


is the most carefully detailed treafment 


. balance. 
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that has yet appeared in this country. It 
is (and this is equally important) the work 
of a practical scholar, neither a pro nor a ` 
con, whose background of social service 
work in Boston has taught him to look for 
the meaning behind the machinery and the 
statistics. The machinery is described with 
care and authority, the statistics are all” 
here, the scattered sources noted, But the 
refreshing, the heartening features of the 
book, after all the trade puffs on the one 
hand (many masquerading as scientific 
work) and the diatribes of the “socially 
minded” on the other, are its sanity and 
As early as any one can do it, I 
consider Dr. Taylor has presented us with 
the whole story of American industrial in- 
surance. 

Dr. Taylor’s principal conclusion is di- 
rect, specific, and to one who has read care- 
fully through his chapters; at first startling. 
“The gross inadequacy of the protection 
and its exorbitant cost, social as well as 
financial, stamp the effort as practically fu- 
tile.” The conclusion is startling because it 
presents unexpectedly a social contrast of 
great importancé—the contrast of an insti- 
tution which considered by itself is rather 
an efficient working machine, and the wide 
margin of its failure to meet the need for 
which it exists. Dr. Taylor has remarkably 
few recommendations for reform in the ad- 
ministration of the business. To some of 
them the companies have rendered lip serv- 
ice for decades; none are radical. But in- 
dustrial insurance fails to provide economic 
security for the great masses of poor. Space 
prevents citation here of figures on lapse and 
cost, or on the burden of industrial premi- 
ums on families dependent even in normal 
times. It is ridiculous to urge insurance for 
thrift when people have nothing to save: 
when 11 to 19 per cent of relief moneys paid 
are needed to support mdustrial policies. 
Even in depression the average dependent 
family carries over $1,000 in insurance. 
But Dr. Taylor—illustrating his balance— 
does not propose to tear industrial insur- 
ance completely out of the family budget, 
even in 1934, Under present conditions the 
best procedure is to adjust the insurance to 
give maximum protection te provide “life” 
as distinguished from savings or endowment 
insurance. He’ does propose that in the 
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future “the Government should act as the 
insurer.” Ordinary insurance s not for 
the great majority, industrial insurance falls 
short of its great possibilities. The con- 
clusion, granted the premises, is inevitable. 


C. A. KULP 


University of Pennsylvania 


Frencu, Parrerson H. The éutemobile 
Compensation Plan. Pp. 262 New 
York: Columbia University Eres3, 1933. 
$3.50. 

Broadly speaking? this is the lawyer’s 
proof that what most lawyers say cannot be 
done can be done. It breaks lezal ground 
on its subject, as the pioneering report of 
the Committee to Study Compensazion for 
Automobile Accidents several yeers ago 
broke ground on the factual sid2. This is 
not to say that Dr. French’s book :s short 
on facts. It is a matter of emphasis, deter- 
mined in advance and effectively carried 
out, The statistics in the present work— 
ample for their purpose—are cited, particu- 
larly in the first chapter, to show zhe defects 
end the burden of our current system of at- 
tempting to handle automobile accidents. 
The most striking fact in the twice-told tale 
of delay, uncertainty, and failure to indem- 
nify is that if the automobile plan were 
extended to include all claims involving per- 
sonal injury and property damage n New 
York State “it would remove from the 
courts 73 per cent of the negligenze cusiness 
end 49 per cent of the law actions” For 
such a condition no system of compulsory 
automobile liability is a solutior. 

All this of course is reminiscent. of the 
cort of thing this country wert through 
{twenty and twenty-five years ago when 
compensation for industrial acedeuts was 
first proposed. Like workmen’s corapensa- 
tion, automobile compensation is planned 
to substitute for the chances and. uncertain- 
ties of legal suit based on proof of personal 
negligence, an administrative shozt-c.1t in in- 
dustrial accident cases. Instead of a judge 
and jury and a cloud of lay witnesses har- 
assed by technical rules of evidefce and 
res adjudicatas and other mysteriet of the 
courts, there would be an informa., brief, 
end intelligible, hearing before = specialist 
in administrative law, the referee. ‘The ay- 
tomobile would be accepted as -he serious 
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social risk it is, and——with certain necessary 


exceptions—its mere ownership would im- 
pose an obligation to pay indemnity to per- 
sons injured through its use. Compensation 
would be determined by loss of earning 
power plus medical and hospital expense. 
Certainly there would no longer be a chance 
for a whopping verdict if the defendant 
seemed worth it and the jury soft. There 
would likewise be no injuries entirely un- 
paid, if insurance also were made compul- 
sory. The essence of automobile as of 
workmen’s compensation would be quick 
and rough justice. 

No one is so naive as to expect that auto- 
mniobile compensation would be more nearly 
perfect than is compensation for industrial 
injury. The problems would be perhaps 
everf greater, the sacrifice demanded from 
individuals of their “rights” more extreme 
in more instances. It is the peculiar con- 
tribution of this work to analyze closely 
these legal objections, constitutional and 
other. For the layman, unconvinced but 
intimidated by the thundering profundities 
passed down from a lofty judiciary, this 
makes refreshing reading. He now has ex- 
plained to him what he has only dimly ap- 
prehended: that there are two sides even 
for lawyers on the sacred doctrines of the 
supremacy of the law (the cofrts have the 
last say) and the separation of powers (ju- 
dicial powers must not be given to an exec- 
utive or administrative body). As for the 
direct constitutional question, he is not sur- 
prised to find that the “ due process” clause 
is the principal hurdle, and that the best 
way of jumping it is by use of police power. 
Remembering the White cases in workmen’s 
compensation, he smiles to read that the 
doctrine of the police power is a constantly 
widening doctrine, and that at least three 
members of the present Supreme Court 
may be counted on to back it against “due 
process.” 

Scrupulously as he avoids taking sides, 
the impression is implicit that Dr. French 
considers automobile compensation quite 
worth trying. But his greatest service re- 
mains his scholarly legal answer to all the 
legal reasons we have heard that prove it 
impossible. 

C. A. Kup 


University of Pennsylvania 
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Cray, Cassrus M. The Mainstay of Ameri-ẹ have been greatly improved by editing and 


can Individualism. Pp. xiii, 269. New 
York: The, Macmillan Company, 1934. 
$2.50. 


Following the provocative study by the 
Secretary of Agriculture, Henry A. Wallace, 
America Must Choose, Cassius M. Clay’s 
survey of the farm question presents a 
wealth of material in support of Wallace’s 
conclusion that our ultimate farm goal 
should be the development of an interna- 
tional market. It will be recalled that the 
Secretary would readjust the tariff by “a 
careful examination of every product. pro- 
duced in the United States or imported, and 
determine which of our monopolistic and 
inefficient industries we are willing to expose 
to real foreign competition. This problem 
should be approached from the poiyt of 
view of a long-term national plan which we 
are willing to follow for at least twenty to 
thirty years, even if some of our friends 
get hurt and howl continuously to high 
heaven.” ‘This is the phase stressed by Mr. 
Clay. 

“Our inconsistent foreign investment 
and trade policies since the World War,” 
Mr. Clay tells us bluntly, “have been a 
ghastly blunder.” Mr. Clay makes short 
shrift of tariffs on agricultural products and 
credits to systain farm price levels. “A 
fundamental lesson of the postwar years,” 
says Mr. Clay, “is the economic interde- 
pendence of nations.” With these words he 
turns his back on the persuasive fallacies 
of nationalists. “ Without lowering of our 
tariff and a more intelligent policy on the 
part of creditor nations, the international 
gold standard, as it was known prior to 
1914 cannot exist.” 

Mr. Clay’s volume, beida being a brief 
for internationalism, is valuable in that he 
again stresses the fact that on our 6,500,000 
farms are the last survivors of American 
individualism. Here we have the only 
large property owning group in the United 
States that are tied to our social and eco- 
nomic institutions. Stability in the gov- 
ernment demands that this group be safe- 
guarded and strengthened. 

Mr. Clay’s* book suffers from lack of 
organization. An intimate and wide 
knowledge of the agricultural question is 
loosely put together. This volume could 


arrangement. 
BERNHARD OsTROLENK 
New York City 


Hoyt, Homer. One Hundred Years of 
Land Values in Chicago. Pp. xxxii, 519. 
Chicago: University of Chicago Press, | 
1933. $5.00. 


The romantic growth of Chicago is 
vividly portrayed in this interesting his- 
torical narrative. The periods of wild land 
speculation in Chicage and the subsequent 
collapses are revealed as more or less typi- 
cal of our spasmodic national development 
during the pa$t one hundred years. The 
first Chicago land boom of 1836 was fol- 
lowed by the depression of 1887—41, when 
land values crumbled to 15 per cent of their 
former speculative prices. Subsequent 
waves of speculative enthusiasm served to 
stimulate the phenomenal growth of the 
Mid-Western metropolis on the shore of 
Lake Michigan. 

But while vast fortunes were made in 
land speculation during boom periods, 
many fortunes dyindled into insignificance 
or were completely wiped out during later 
periods of price collapse and deflation. 
While exclusive residential sections arose 
on the wealth acquired from successful land 
speculation, slums and poverty were gener- 
ated by the lost fortunes and the blighted 
hopes of those who were left holding the 
empty bag. 

This impressive dramatic spectacle 1s ad- 
mirably portrayed by Mr. Hoyt in One 
Hundred Years of Land Values in Chicago. 
But the work is more than a mere dramatic 
historical recitation. It is a scientific in- 
vestigation into the complex array of forces 
which have contributed to make Chicago 
the.city that it is today. The large num- 
ber of maps and tables give evidence of a 
vast amount of research which has accom- 
panied this penetrating study. More than 
two hundred illustrations and tables are 
included in the text and the appendix. 
They hglp to make the treatise invaluable 
as a general reference work on methods and 
procedure in analyzing historic trends in 
urban land values. 

l Karr ScuoLz 
*University of Pennsylvania è 
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CHAPMAN, Joun Wur. Railroad Mergers. etion of individual railroads as proposed by 


Pp. xii, 157. New York: Simmons- 
Boardman Publishing Compsay 1934. 
$3.00. 


The intense interest of railroad men, in- 
¥estors, shippers, and the geneal public 
in the problems of railroad consoldation 
, cr unification creates a need for a volume 
which brings together in conver ert form 
the many conflicting points of view and the 
principal plans that have been popzsed to 
effect railroad mergers. 

Mr. Chapman is g financial expert and 
security analyst, and he has pregared his 
interesting volume primarily Fom_ this 
point of view, although the poirts of view 
cf other groups interested in the improve- 
ment of railroad transportation sre not 
iznored. 

Five chapters discuss the hiscormal de- 
velopment of railroad mergers merger 
problems under the Transportetieon Act 
cf 1920; the special problems xf holding 
companies; short and weak railads; mi- 
nority stockholders’ interests, avd the re- 
capture of excess earnings; th> progress 
toward consolidation between 1920 and 
1933; and the operating “advan:ages, and 
the financial aspects of future mergers. 

A concluding chapter discusses tie pro- 
cedural and legislative problem: of merg- 
ers yet to be, and outlines the much dis- 
cussed Prince-Barringer plan cí merging 
the railroads of the United Statəs into 
seven systems, with several zroups of 
jointly owned lines and termral roads, 
and a half dozen, minor switching and 
terminal roads unassigned. Most of the 
unassigned roads are industrial plant fa- 
cilities. Mr. Chapman states in conclu- 
sion, in discussing the attitude 3f the Ad- 
ministration toward railroad tnification: 
“Some observers consider it like 7 that the 
Administration may even go furzaer to the 
extent of taking a definite posit on in sup- 
port of the F. H. Prince-Barra-ger plan, 
revised as of September 1, 1933 fo? merg- 
ing our railroads.” This conelvsion must, 
of course, be interpreted i in the ight of re- 
cent developments. 

In seven appendices the auth: Presents 
data bearing upon the total mileage of the 
railroads of the world under private and 
state ownership and operation; the alloce- 


various plans of consolidation; the report 
of the National Transportation Committee 
in 1933 on consolidations; and the text of 
the Emergency Railroad Transportation 
Act of 1933. The whole volume, including 
the appendices, forms a compact and con- 
venient reference for those seeking data 
upon this live and disturbing transporta- 
tion and financial problem—mergers. | 
G. Loyo Wirson 
University of Pennsylvania 
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Aacser, E. E. Banking and the New Deal. 
Pp. 238. New York: American Insti- 
tute of Banking, 1933. $1.50. 


"This book is obviously written as a text 
for classes conducted by the American In- 
stitute of Banking. It deals in a lucid but 
(naturally) somewhat colorless style with 
the major objectives of the New Deal. 
The degree to which the author has suc- 
ceeded in keeping from being opinionate is 
quite remarkable, especially in the discus- 
sion of the Federal Securities Act and the 
situation confronting savings banks. If 
the New Deal should result in a planned 
economic order, in which the banker would 
not be guided by the profit motive but 
would perform a public service function, 
then banking “would constitute one of the 
great professions in which the ‘satisfactions 
to the practitioner are found not in money 
return but rather in the elevation of the 
standard and the achievements of the 
career itself.” 

Rosert WEIDENEAMMER 

University of Minnesota - 


Linviey, Ernest K. The Roosevelt Rev- 
olution, First Phase. New York: Viking 
Press, 1933. $2.50. 


Mr. Lindley, who is a Rhodes Scholar 
and a trained newspaper man, has followed 
the career and work of Franklin D. Roose- 
velt since he went to Albany to serve the 
people as Governor of the State of New 
York, and has given us a fresh, journalis- 
tie account of the President’s recovery 
program, popularly known as the “ Roose- 
velt Revolution.” While writing as a 
friend and admirer, he is first and foremost 
a chronicler, and he has supplied what is 
perhaps the best concise account thus far 
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given of one of the most remarkable series * warnings of possible dangers and incon- 


of legislative and administrative moves 
witnessed by this or any other country. 
Those who desire a fresh, first-hand state- 
ment of these events will find that this 
book will fill the need. 

Mr. Lindley frankly calls his contribu- 
tion “the first phase” and tentative, and 
he equally frankly admits the possibility 
of error and “reserves the right to amend 
it and enlarge it as errors and new facts” 
come to his knowledge; all of which is re- 
freshing, for the average journalist, in dis- 
cussing such questions as are herein con- 
sidered, is likely to be dogmatic and either 
over-enthusiastic or hypercritical. Mp. 
Lindley does not claim to speak with the 
voice of authority. He writes as a friendly 
observer who wants to see the Roosevelt 
Revolution succeed—but he realizes that it 
has a hard and im all likelihood a long road 
to go. His concluding words may afford 
a clear insight into the spirit m which he 
has written: “If the Roosevelt Revolution 
fails, it will go down into history as a 
magnificent failure. If it succeeds, it 
wil be a remarkable manifestation of the 
capacity of democratic government to 
solve the problems of the new industrial 
age.” 
Geinton. Rocers Wooprurr 
Philadelphia 


SCHUMPETER, JOSEPH, and others. The 
Economics of the Recovery Program. 
Pp. xii, 188. New York: Whittlesey 
House, 1934. $1.50. 


Among the almost innumerable books 
appearing currently dealing with the 
American recovery program, this set of 
brief essays by seven Harvard economists 
is one of the more thoughtful. Its con- 
clusions are against the economic sound- 
ness of that program, and indeed it par- 
takes of the close, if not closed, reasoning 
of the “unreconstructed” classical school 
of thought. But it is concise and schol- 
arly, and largely avoids the superficial 
propaganda of the violent attacks some- 
times directed against the New Deal. It 
will be weledmed by conservatives and 
skeptics, and may be profitably read by 
the New-Dealers themselves, who may find 
in it at least a few fairly well restrained 


sistencies in their scheme. 

Mr. Schumpeter’s chapter on “Depres- . 
sions,” curiously enough, seems hasty and 
one of the least convincing. Mr. Cham- 
berlin’s treatment of “Purchasing Power” 
is interesting and some of his truths are 
obvious; but his implications regarding the 
difficulties of really increasing such power 
are at least open to debate, nor does he 
allow for some of the finer points of neo- 
classicism itself with regard to this ques- 
tion. Mr. Brown’s “Helping Labor” is 
not entirely consistent, since he admits that 
collective bargaining can benefit labor. 
Mr. Harris’s “Higher Prices” is longer 
than other chapters, and in some respects 
less cogent, but it is also less extreme, as 
might perhaps be expected from the fact 
that any school of thought must have some 
place for monetary policy; here scarcely 
any one could argue for “no policy,” and 
“which policy” becomes a matter for 
somewhat arbitrary choice. Mr. Leontief’s 
“Helping the Farmer” again contains some 
obvious truths, which, however, do not al- 
ways supply too obvious a demolition of 
all the objectives of the agricultural pro- 
gram. Mr. Taylor’s reasoning in “Eco- 
nomics vs. Politics” is not always too clear; 
he deals more with economics than with 
government, and supports the “old school” 
case of the preceding chapters. 

While superficial attacks upon the 
American experiment are as useless as 
“wild ballyhoo” in its favor, that experi- 
ment, with its “broader view,” should un- 
doubtedly profit on occasions by the 
thoughtful, if “narrower view,” criticism 
contained in careful little books like this 
one. 

Joon DONALDSON 

George Washington University 


Pasvousxy, Leo. Current Monetary Is- 
sues. Pp. xiii, 192. Washington: The 
Brookings Institution, 1933. $1.50. 

In this compact little volume the author 
builds upon his paper presented at the 
Academy of World Economics’ round-table 
on “Gold: A World Problem” in 1932 and 
his later brochure written for the Interna- 
tional Chamber of Commerce. He suc- 
cinctly defines the gold standard as an in- 
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ternational institution, and describes its ® theoretical or even practical defects of that 


breakdown after the World War and again, 
particularly, in 1931-33. He ther. moves 
on to trace, chronologically, the diszussions 
zoncerning monetary questions carried on 
by the Preparatory Commission sf Experts 
-n Geneva in late 1932 and earl. 1333, the 
~apid developments in monetary policy in 
Washington in the first half of 1333, the in- 
zeresting but fruitless debates =t tae Lon- 
ton Conference, and the respective mone- 
cary courses subsequently pursed by the 
-eading governments to the ead cf that 
year, As the book appeared in December 
1933, its story ends before the United 
States adopted actual devafuaticn, but in- 
zludes the gold purchase plen of last 
autumn. Pages 135 ef seq. rearoduce 
some principal documents, such zs ‘leclara- 
tions by governments and international 
conferences. The first five chapters are 
largely narrative, but include 3p-endidly 
clear and concise summaries o° the chief 
proposals and arguments set fecth in na- 
tional and international official =uerters in 
the eventful and confused year »vi2wed. 
Criticism is difficult jn view of the 
author’s obvious purpose and scax9e_ With 
the possible exception of the chagiter on the 
sold purchase plan, there is no p.umbing 
of the depths of “pure” monetary theory, 
such as is undertaken, for eranple, by 
Hawtrey or Hayek, to mentioa only two 
zontemporary writers. But zute evi- 
dently this was not the intent. The in- 
ductive appraisal of the gold punchese plan, 
the most incisive feature of the werk, tells 
heavily against both the practieal and the 
theoretical validity of that device, and, by 
implication, the validity of the potential 
scheme for varying the gold cortert of the 
dollar to obtain the supposedly cesirable 
“ compensated” or indeed any >recise re- 
sults in price and therefore in gereral re- 
covery. This raises the questim whether 
some of the same deductive ani irductive 
conclusions, involving as they necessarily 
do certain basic concepts concerring the 
relation of gold to prices, do na: provide a 
zhallenge to the effectiveness 0° tte inter- 
national gold standard to which she author 
apparently wants the world to turn, even 
though in its ‘free form.” Nor dces there 
segm to be much attention gizen to the 
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standard as it prevailed when the break- 
down occurred, 

But it would be unfair to carry the cri- 
tique beyond the undertaking. Indeed, so 
neat and so lucid is this brief treatment of 
actual American and world currency policy 
in a crucial period that all readers will feel 
mdebted to the author. This debt is 
enormously increased by the inherent dis- 
closure of the utter fallacy of the notion 
that each government can profitably, if at 
all, pursue a nationally isolated monetary 
policy; by the implicit demonstration that 
modern currencies cannot even be studied 
intelligently except in their relations to 
each other; and by the indisputable impli- 
cation that in so far as recovery hinges 
upop money it can be approached only 
through some reasonably practicable in- 
ternational currency coérdination. 

Joon DONALDSON 

George Washington University 


ZOLOTAS, SENOPHON: L’étalon-or en théorie 
et en pratique. Pp. 266. Paris: Receuil 
Sirey, 1938. £25. , 

Crark, Victor S. What is Money? Pp. 
vi, 88. New York: Houghton Mifflin 
Company, 1934. $1.00. 

Forrsre, Henry E. The Inflation Folly. 
Pp. 61. Boston: Christopher Publish- 
ing House, 1933. $1.00. 


Among the real advantages of the current 
depression and of the monetary crises that 
have marked its progress in various coun- 
tries, the increased interest in the general 
subject of monetary theory and currency 
policy must be accounted among the great- 
est. For several decades prior to the World 
War, conditions in these fields were so static 
that public apathy was general; and even 
after the war was over, the general impres- 
sion was that all that was necessary was to 
return to a monetary system that had 
worked before the war. That unthinking 
confidence has gone! Nowadays every 
month brings forth a new exposition of the 
principles of money, a scholarly study of 
some phase of those principles, or a new 
theory that seems to its author to solve all 
the problems that beset us. 

For the student of money, the study by 
Professor Zolotas will undoubtedly be the 
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tioned above. For many years economists 
in other parts of the world have been in- 
debted to the faculty of the University of 
Athens for their contributions to the litera- 
ture of the field of finance, and this study of 
the workings of the gold standard since the 
war will increase that debt. The first half 
of the book is devoted to an analysis of the 
pure theory of the gold standard, in both its 
external and its domestic manifestations, 
with appropriate correction of the theoreti- 
cal conclusions to take account of compli- 
cating factors introduced by the existing 
conditions in the various countries that op- 
erated on some form of gold standard. As 
a result of this analysis the author con- 
cludes that “it is possible, through an ap- 
propriate central banking policy, to avoid 
long-term fluctuations in the general price 
level” (p. 136) and also to “moderate 
somewhat those monetary forces that tend 
to aggravate cyclical fluctuations” (p. 148). 
Naturally such a goal would necessitate a 
degree of coöperation between the mone- 
tary authorities of the various countries 
much greater than any that has yet existed, 
but it does not present any serious prob- 
lem from the viewpoint of theory. 

Turning to the latter half of the book, 
the author presents a survey of the gold- 
standard crisis and of the causes for the 
breakdown. Among those primarily re- 
sponsible, he discusses the dangers of the 
gold-exchange standard, the disequilibrium 
between price levels in the several gold- 
standard countries, the “irrational” move- 
ments of both Tong- and short-term capital, 
the lack of sound central banking policies, 
and the throttling of international trade 
by steadily rising tariffs. Each of these 
forces is followed remorselessly through the 
years that led to the abandonment of the 
gold standard by the United States in 1933 
—the last act in the tragedy—but the pic- 
ture does not cause the author to lose hope 
for the future. He sees a possibility of 
restoring gold as an international monetary 
standard in the near future, and of operat- 
ing such a standard satisfactorily, but only 
if the nationg are willing to restore free 
gold movements, greater’ freedom of inter- 
national trade, and a more rational policy 
in regard to the supervision of international 
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capital movements. With these conclu- 
sions there will be little disagreement, but 
Professor Zolotas is to be congratulated on 
having so ably presented his picture of the 
forces that operate in a gold-standard 
world. 

Equal credit is due to Mr. Clark for his 
interesting description of the underlying 
facts regarding money. A monetary theo- 
rist might find little that is new in this 
volume, but he would be delighted by the 
simplicity and the impartiality of the pres- 
entation, while that mythical character, the 
man in the street, should find What is 
Money? an invaluable guide to help him 
through the maze of current discussion. 
Perhaps the thought of the author is best 
summed up by his own quotation from 
Ricardo: “If a state is to prosper, money 
must be anchored to a stable standard and 
its supply must be controlled by the auto- 
matic processes of trade and not by the dic- 
tates of a government” (p. 86). In order 
that they may be corrected in the next edi- 
tion, it should be pointed out, however, 
that (p. 39) Federal Reserve notes and 
Federal Reserve bank notes are confused in 
discussing the Emergency Banking Act of 
1938, and that national banks can issue 
notes up to 100 per cent of the value of 
the bonds deposited since the legislation of 
1900 (p. 28). 

Probably Mr. Foelske would agree with 
many of the ideas expressed in the preced- 
ing books. He is a confirmed individualist, 
who has no sympathy with either “ half- 
baked, underdone, partial socialism” nor 
with full-fledged socialism either. He also 
has an intense respect for the capitalist, and 
insists that the dollar must have intrinsic 
value if it is to serve as a standard of value. 
But Mr. Foelske wishes to go much farther 
than either of his peers. He feels that the 
capitalist is the man who accumulates 
physical goods or tangible gold, and that 
the person who purchases securities or 
mortgages and is willing to receive payment 
in the form of checks is a speculator who 
dabbles,in credit. Such speculators cannot 
complain if the government reduces the 
value of their claims in order to alleviate 
the debt-burden of the nation and hasten 
recovery. “Those who boeght long-time 
cedits, such as mortgage notes, bonds ayd 
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insurance policies, with other credits given » sets frozen by price declines had rendered 


them in payment for services or merchan- 
dise, cannot complain about any injustice 
if the government enacts that secunties be 
reduced” (p. 22). Unfortunately no spe- 
cial provision is made for those who paid 
their insurance premiums in gold coin, nor 
does the author explain how the United 
” States could have conducted business in its 
present volume if every one had insisted on 
handling gold for every transection. In 
his plea for sound money and -he aban- 
donment of inflationary policies 7e will find 
many adherents, but it is to bz regretted 
zhat he has confused the issue by reviving 
zhe hard-money principleseof a previous 
century in a period when they are as im- 
possible of application as the monetary 
policies of the Grand Cham of War:ary. 
F. CYRIL JAMES 
University of Pennsylvania 


Erze, Pauu. The Sterling-Dadlar-Franc 
Tangle. Pp. xii, 207. New York: Mac- 
millan Company, 1933. $1.’65. 

Does inflation presage the collaps2 of civ- 
ilization? “Absurd,” replies Dr. Einzig. 
Even in Germany “‘civilfzation survived” 
(p. 160). Favoring the producitve classes, 
“the lightning-conductor of inf.ation” (p. 
161) may prove its savior, rathar than 
causing revolution. Writing jus: after the 
failure of the World Economic Conference, 
Einzig favors inflation by international 
agreement to devalue and ther stabilize. 
By thus placing currencies “1bcve sus- 
picion,” confidence would be restored, 
leading to increased business activ.ty, and 
in turn to “genuine demand fer the addi- 
tional resources made available” through 
gold revaluation. According-7, prices 
would “inevitably rise” (p. 1&), only to 
fall subsequently and bring a n=w crisis of 
“great severity” (p. 166), unless susiness 
were organized under a “ plannec economy” 
on a national or, better, an irferaational 
scale. 

In discussing reasons for present condi- 
tions, Einzig maintains that th= franc sta- 
bilization rate was “largely responsible” 
(p. ix) for sterling’s downfall. Dcllar col- 
lapse was inevitable, considerima hat the 
world’s centrak banks made whcEsale with- 
drawals like “illiterate” depositors, that 2s- 
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99 per cent of American banks “insolvent” 
(p. 81), and that half the Nation was 
“hopelessly and irredeemably bankrupt” 
(p. 128). Without international agree- 
ment, suspension by the remaining coun- 
tries will occur.“ eventually” (p. 159), even 
though each wishes otherwise, for reasons 
including: Mussolini’s prestige; hope of at- 
tracting international banking business in 
Switzerland and Holland; and public dread 
of “la vie chère” (high cost of living) in 
France and. Belgium. 

In reading this book several terminologi- 
cal aspects must be remembered. Einzig’s 
“stabilization” is of currency in terms of 
gold, to be differentiated from the commod- 
ity-index currencies favored by Cassel and 
Fisher, and from Keynes’s “equilibrium 
price level.” Einzig’s “inflation” is by 
currency devaluation with thereby in- 
creased bank credit; apparently including 
neither the public works method of Keynes 
and Roosevelt, nor Soddy’s plan of issuing 
printing-press money to buy government 
bonds and pay governing expenses until the 
commodity index reaches proper altitude. 
Though unindexed, and undocumented ex- 
cept for three appendices, the penetrating 
analysis of this work should contribute to 
a better understanding of mgnetary prob- 
lems. 

RICHARD A. StapERMAN 

Cincinnati, Ohio 


STALIN, J., et al. From the First to the 
Second Five-Year Plan. Pp. 490. New 
York: International Publishers, 1933. 
$1.50. 


These reports on the progress made in 
the Soviet Union under the first Five-Year 
Plan, presented to the joint Plenum of the 
Central Committee and the Central Con- 
trol Commission of the Communist Party 
in January 1933, are, no doubt, intended 
primarily for home consumption. They 
present in part a rather roseate account of 
achievements in all branches of Soviet eco- 
nomic and cultural activities since the in- 
ception of the first Five-Year Plan in 1928- 
29. The reader is informed*by Stalin that 
“socialist industry has become the sole 
form of industry in the U.S.S.R.” (p. 22), 
and that in the Soviet Union “the workers 
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have long forgotten what unemployment ¢ Soviet Union since the October Revolution. 


is” (p. 89). Any one who dares to doubt 
the repeated assertions of material improve- 
ments of Soviet workers under the first 
Five-Year Plan is branded as among “the 
most bitter enemies of the Soviet govern- 
ment” (p. 43). Consequently, if one is 
inclined to be kindly disposed toward the 
Soviet régime, one simply dare not question 
any of these assertions, 

Undoubtedly the Soviet Union has pro- 
gressed from a fundamentally agrarian to 
an industrial country under the first Five- 
Year Plan. Even if one discounts some of 
the glowing generalizations, one cannot 
help being impressed by the detailed aç- 
count of achievements in various branches 
of the national economy, such as metal- 
lurgy, the fuel industry, electrification, the 
chemical industry, light industry, machine 
construction, transportation, and agricul- 
ture. The progress made in these indus- 
tries under the first Five-Year Plan is ably 
presented in the informative report by 
Kuibyshev, president of the State Planning 
Commission. 

But the reports in this symposium are 
not all boastful and laudatory. They also 
abound in a great deal of genuine self- 
criticism. Premier Molotov admits that 
“despite the fact that we have victoriously 
completed the first Five-Year Plan, we 
have made no progress in the matter of re- 
ducing cost of production in industry as a 
whole” (p. 94); and Grinko, the Commissar 
of Finance, confesses very frankly that 
“there is not as yet a high standard of 
socialist discipline in the work of the ma- 
jority of our business organizations” (p. 
387). It is such straightforward self- 
criticism that helps to make this sympo- 
slum an exceedingly illuminating series of 
documents. 

Karu Scaouz 

University of Pennsylvania 


Dean, Vera Micuetes. Soviet Russia 
1917-1983. World -Affairs Pamphlets, 
No. 2. Pp. 40. New York: Foreign 
Policy Association; Boston: World Peace 
Foundation: 1933. 

Vera Micheles Dean has given the reader 

a brief yet comprehensive summary of 

leading events which have transpired ip the 


Both political and economic features of 
Soviet institutions are described. The ac- 
count of the strueture of the Soviet state is 
followed by a brief characterization of the 
Soviet industrial system. A description of 
the agrarian revolution and the relations of 
the Soviet Union to the capitalist world | 
concludes this informative little pamphlet. 
Students of world economic and political 
affairs will find this clearly presented sum- 
mary a valuable reference handbook on 
the achievements of the Soviet Union from 
1917 to 1933. 

Karu ScrHorz 

University of Pennsylvania 


Sousa, N. The Capitulatory Régime of 
Turkey. Pp. xxii, 378. Baltimore: 
Johns Hopkins Press, 1933. $3.50. 


This is the first full-length monograph 
in English on one of the most interesting 
historical episodes in the relations of East 
and West. Dr. Sousa has here traced the 
evolution of the capitulatory régime, in the 
country of its origin, from its inception to 
its final irrevocable abolition by the uni- 
lateral action of "Turkey. That the doc- 
trine of extraterritoriality should not have 
survived the Great War in any country 
outside of China—where, indeed, it is rap- 
idly disintegrating—is perhaps not surpris- 
ing. The attempt to perpetuate it in all 
the countries in which Occidental states en- 
joyed special privileges is not more so. 
How, therefore, the abolition of these privi- 
leges actually was consummated is an im- 
portant chapter in both international law, 
and diplomacy. 

The abrogation by Turkey of the capitu- 
lations, a by-product of the new régime 
of Kemal, was accomplished by the simple 
process of refusing to recognize their valid- 
ity. By the Treaty of Sèvres, the Allies 
had not only reéstablished them, but ex- 
tended their operation to countries which 
had not previously enjoyed them. Be- 
tween 1920 and 1923 the Turkish Nation- 
alist Gqvernment had come into power and 
unified the country. The volte-face on this 
issue—as on many others—in the Treaty 
of Lausanne indicates the obsolescence of 
the régime in the face of erergetic opposi- 
tin on the part of a vigorous administya- 
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ton. No wonder that the Chices3 Gov- and the work of experts like Eliot Smith 


ernment sent a diplomatic repæseitative 
to Angora to observe the tecrnique of 
ebrogation! The achievement œ Turkish 
national unity on the battlefielcs cf Ana- 
tola was not less important taan diplo- 
matic conversations with disuated sup- 
porters of the old régime. ` 
Pars BRADLEY 
Amherst College. 


LATOURETTE, Kenners S. The Chinese: 
Their History and Culture. 2vols. Pp. 
xii, 505, 389. New York: Ma:millan 
Company, 1934. $7.50. 


It is obviously an impæsibæ task to 
present fully the history and cıiture of a 
people like the Chinese in two vo: ures, and 
the difficulties of the task hav= deterred 
scholars from attempting it since the days 
of the late S. Wells Williams. Ncw that 
the task has been undertaken, & is fitting 
that it should have been done by the holder 
of a chair at Yale. There has been a great 
need for such a work, for whiE tae spe- 
cialist may find fault with detai® aad look 
down upon the scholar who sumrsar.zes the 
work of others and generalizes ugor. it, the 
man who can survey great field= oF learn- 
ing and correlate a mass of kn-wihedge is 
fully as important and necessary as the re- 
search scholar examining mintte details. 
A large amount of information about the 
Chinese has accumulated since tke days 
of Professor Williams. There is an in- 
ereased interest in things Chines through- 
out America, and especially in American 
"universities, where general courses on the 
Orient are offered without adeq.iaze text- 
books or properly trained instruczors. The 
work of Professor Latourette ~ull go far 
zoward meeting the need of a general book 
on Chinese history and culture, and it is 
ainquestionably the best work of ‘ts kind in 
English. 

The opening chapter gives aq excellent 
summary of geographic conditions and 
their effect on the Chinese. Tae second 
deals with the beginnings of C-inzse civ- 
‘lization, including the results if archæo- 
_ogical investigation. Any bo2k dealing 
with Chinese archzology is out of Jate al- 
most before it és published, and the report 
of the excavations at An-yang uade? Li Chi 


on Peiping man are evidently too recent to 
be included.. It is pleasing to notice that 
the work of Japanese archeologists in Man- 
churia is included. The rest of the first 
volume is taken up with a summary of 
Chinese history. One is glad to see that 
the modern contacts with the West are 
placed in proper perspective and do not 
occupy three quarters of the volume. The 
second volume contains chapters on the 
Chinese people, their government, eco- 
nomic life, religion, social organization, 
art, language, literature, and education. 
There is a bibliography at the end of each 
chapter, an index of proper names with 
the Chinese characters, a general index, and 
a large map. There are no footnotes. 

In, such a work there will always be er- 
rors In detail. However, in those chapters 
whose subjects the reviewer knows at first 
hand, the accuracy is surprising. Per- 
haps the least satisfactory section is that 
dealing with the Chinese language, where 
the author does not point out sufficiently 
the great advantages of ideographing 
writing, and the part the language has 
played in stabilizing Chinese culture. The 
reviewer suggests that in future editions it 
might be worth while to have a separate 
chapter on contacts with forejgn countries 
before the modern period. 

The book can be used as a textbook for 
general courses in colleges, and should be 
invaluable to the general cultured reader. 
While Chinese original sources do not ap- 
pear in the bibliographies, this is hardly 
necessary in such a work,’ and Professor 
Latourette has a mastery of the literature 
in French, German, and English concern- 
ing China. Both the author and Yale 
University are to be congratulated upon 
this splendid piece of work. 

J. K. Sarvock 

Philadelphia 


Cressry, Grorce B. Ching’s Geographic 
Foundations. Pp. xvii, 436. New York: 
McGraw-Hill Book Company, 1933. 
$4.00. 

This book by George B. Cressey, chair- 
man of the Department of Geology and 
Geography at Syracuse University, is a 
non-technical and semipopular treatment 
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of the geography of China. The first six 
chapters (157 pages), comprising two fifths 
of the entire book, are given over to a sys- 


tematic analysis of the country as a whole, ° 


its natural assets and handicaps (climate, 
surface configuration, soil, minerals, and 
so forth), and its present-day material de- 
velopment in agriculture, communications, 
trade, and manufacturing. The economic 
strength and weaknesses of the country are 
here set forth. The remaining chapters 
are a treatise on regional differentiation 
within China. The country is divided into 
fifteen geographic regions, and a similar 
number of chapters treat in a somewhat 
more detailed way, with an analysis of the 
natural potentialities for human occupance 
and use, as well as the characteristic fea- 
tures of present-day occupance, of each 
region. A splendid bibliography covering 
both the topical and regional phases of the 
subject occupies twenty-eight pages. 

Cressey’s book brings together for the 
first time in one volume a summary of 
widely scattered geographic and semi-geo- 
graphic material on China, much of which 
has been readily available to only a few 
specialists in the field. This is its principal 
contribution. The author has traveled, 
studied, and taught in China for nearly a 
decade, so that he is able to subject both 
his primary and secondary sources to 
critical analysis and at the same time add 
considerable from his own store of first- 
hand observations and experiences. The 
book is apparently written as much for lay- 
men as for professional geographers. Its 
somewhat popular titles and style of writ- 
ing, as well as its minimizing of rigid geo- 
graphic philosophy and methodology, sug- 
gest that it Is intended as a handbook on 
China rather than as a geographic text- 
book or monograph. In this capacity it is 
a genuine and much needed contribution to 
the field of cultural geography and to the 
allied social sciences as well. 

GLENN T. TREWARTHA 
University of Wisconsin 


Remer, C. F., and Warrm B. PALMER. 
A Study of:.Chinese Boycotts. Pp. xii, 
806. Baltimore: Johns Hopkins Press, 
1933. $2.75. 


This fourth published study under the 
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guspices of the Page School of Interna- 
tional Relations fixes attention upon inter- 
national boycotting as an economic weapon 
of coercion requiring consideration by in- 
ternational organizations like the League 
of Nations. Concentrating upon nine dis- 
tinguishable Chinese boycotts since 1905, 
eight of which were against Japan in whole 
or in part, the authors thoroughly work 
over the inadequate trade statistics of 
China, the monthly returns of Japan’s 
foreign trade, and other materials, in the 
light of local, domestic, and international 
conditions. They find that increasing use 
and effectiveness of the boycott parallels 
Japan’s increasing political and military 
expansion into the Chinese-Asiatic main- 
land. In thus compelling attention to the 
boycott as a powerful factor in interna- 
tional conflict, the Page School and Dr. 

Remer have performed a signal service. 
Advisedly, the authors link China’s in- 
ternational boycotting with the old cus- 
tom of passive but consolidated resistance 
to oppressive or irresponsive officialdom. 
In further supplementing the analysis of 
each boycott, however, by estimates of its 
aims, agencies, methods, and causal effects, 
all in a relatively brief space, the authors 
tackle a problem where statistics are 
lacking, opinion is divergent, previous 
analysis inadequate, Chinese or other 
sources desirable, and therefore brief satis- 
factory treatment impossible. The at- 
tempt seemed necessary, and their hard- 
earned results will pass as the best yet 
achieved. But wherever and whenever 
funds are available, the complexity, the in- 
tangibility, and the importance of such a 
problem warrants more specialized effort, if 

possible with international coöperation. 

Mauros T. Price 

Washington, D. C. 


Tannenpaum, Franx. Whither Latin 
America? Pp. xi, 185. New York: 
Thomas Y. Crowell, 1934. $2.00. 


The reading of a book may do one or 
more of several things for the reader. It 
may give him factual information, or a 
reasoned analysis of some particular sub- 
ject with the conclusions drawn therefrom, 
or perhaps it may raise in his mind a multi- 
tede of questions, largely unanswered, hut 
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answered sufficiently to indicat their great, 
importance to an understancmg of the 
whole field to which they percain. This 
treatise, as suggested by the trle, Whither 
South America, does the latte> tc a note- 
worthy extent, and at the same time pre- 
sents considerable informaticr. about a 
neighboring area that is too [-tle known 
and understood in this country. The 
reader cannot fail to be impresed by the 
multiplicity of unanswered queszians-—eco- 
nomic, racial, social, and politaza——which 
the author indicates are proper subjects 
for further research study. 

As this study clearly raises rater. than 
answers questions, too æaucz 2riticism 
should not be directed at inacequacies in 
analysis or incomplete informetion. Ade- 
quate analysis, for example, of imdustrialism 
with all pertinent facts is noz to be ex- 
pected when an author treats of industrial- 
ism, finance, foreign trade, and other eco- 
nomic aspects of Latin America :n -ess than 
two hundred pages. Neverthelass, the in- 
formed reader 1s somewhat irked at times 
by seemingly definite conclusions predi- 
cated on a too narrow basis of -aformation 
and analysis. This criticism is particu- 
larly valid for the sections on inidustrialism 
and labor. Furthermore, the author re- 
veals a more thorough knowledze of Mex- 
ico and the Caribbean countmes than of 
Argentina, Brazil, and Chile. 

No criticism, however, should be allowed 
to obscure the fact that the kzerature of 
Latin America has received a n=tadle addi- 
tion, or that the primary objective of the 
study, which is to show the need of social 
science research, has beex signally 
achieved. Mention should alse be made of 
the Appendix, for herein the auchor has 
briefly sketched his experience in relation 
to bibliographical sources and other mat- 
ters pertaining to research stuCizs in Latin 
America. As a guide to new rzsearch stu- 
dents, these comments are invaluable, 

Doper M. Fxeres 

University of Michigan 


Tos, H. J. The Terminaticr. & Multi- 
partite Treaties. Pp.ii;321. New York: 
Columbia University Press, 1383. $4.00. 


In this study, the author has analyzed 
one of the most baffling problerzs confroat- 
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ing international legal development. What 
are rules which are and which should be 
applied to the termination of treaties where 


‘more than two states are parties, and in 


cases in which the interests and policies of 
the various parties do not coincide? 

Dr. Tobin analyzes three types of mul- 
tipartite treaty: those in which the rules 
set forth, the rights and obligations in- 
cluded, apply uniformly to all the parties; 
those in which the rights and obligations of 
the parties are different for each; those, of a 
general legislative character, in which some 
rights and obligations are the same, while 
others are different, for the various parties, 
In the first class, unilateral denunciation 
causes no difficulty for the remaining par- 
ties, since their rights and obligations re- 
main intact. In both the other classes, 
however, the question of termination raises 
issues in respect to which no uniformity of 
principle has yet been achieved. 

Termination results from four principal 
causes: war; the close of hostilities and the 
making of peace; notice of one of the 
parties; supersession by another treaty. 
The author notes, “subject to many excep- 
tions, .. . multipartite conventions may 
be said to be generally suspended so far as 
they concern direct relations between bel- 
ligerents, but to remain unaffected where 
neutrals are involved. They are rarely 
terminated.” But the exceptions are nu- 
merous, and in this as in the other situa- 
tions which he analyzes, the author points 
out that uniformity not only has not been 
achieved, but is perhaps unrealizable be- 
cause of the failure of the’ parties to indi- 
cate their intent, or to accept a principle re- 
garding treaty revision. Postwar attempts 
to devise a formula to meet the problem of 
periodic revision, as in Article 19 of the 
Covenant, have not been successful as re- 
gards- political treaties; the greater atten- 
tion and experimentation with respect to 
technical treaties indicates little more than 
that the interests involved are not con- 
sidered by the signatories as so vital. Any 
systematic consideration of the problem of 
treaty termination and revision must await 
a greater sense of security arnong the mem- 
bers of the family of nations. 

Pururs BRADLEY 

Amherst College 
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Horr, W. Srur. Treaties Defeated by 
the Senate. Pp. vi, 328. Baltimore: 
Johns Hopkins Press, 1934. $3.00. 


Here is a subject of perennial interest— 
and of current urgency. Not a session of 
the Congress passes without a major or 
minor treaty crisis or without a debate 
(that may always precipitate a filibuster) 
in which more than one Senator indicts 
executive domination and enlarges upon 
the functions and powers of the Senate in 
the treaty-making process. It is to the 
historical aspects of this “struggle between 
President and Senate over the conduct of 
foreign relations” that Dr. Holt devotes 
himself. : 

After an introductory chapter on the evo- 
lution of the constitutional provisions, he 
proceeds to analyze in chronological se- 
quence the contests between the executive 
and legislative branches from 1789 to 1919. 
The period from 1815 to 1841 he considers 
one of “quiescence,” but during the next 
year or two the conflict between the two 
branches broke out again over the Texas 
treaties. The Johnson administration like- 
wise was one of constant strife; its after- 
math was a period of thirty years during 
which the Senate clearly “dominated” the 
treaty policy of the country. It was perhaps 
a greater achievement than has sometimes 
been recognized that President McKinley 
gained in the ratification of the Treaty of 
Peace with Spain, which was really drafted 
under executive leadership, although three 
of the five Commissioners were Senators. 
The part which Bryan played, however, 
whatever the nrotives which induced him to 
support the treaty and to influence enough 
Democratic Senators to vote for it to secure 
the necessary two-thirds majority, is rec- 
ognized by the author. 

The 1900’s have been replete with Sena- 
torial guillotining of treaties; the climax 
reached in the debates over the Treaty of 
Versailles, with which the author ends his 
study, is today producing its anticlimaxes. 
The problem of how to reconcile opposing 
attitudes and provide the country with 
more workable treaty-making machinery 
is not considered by Dr. Holt. But the 
picture which he draws of partisan inter- 
ests, cross currents of personal and politi- 
cal motives, and individual egotism mas- 
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querading in the somewhat threadbare 
‘habiliments of Senatorial prerogative is an 
instructive one. On the whole, his study is 
admirably thorough; although it covers the 
same ground as Professor Fleming's 
“Treaty Veto of the Senate,” it provides a 
more thorough study of the earlier periods. 
There are some omissions from the bibli- 
ography, such as Professor Curti’s study of 
Bryan, and Dangerfield’s In Defense of the 
Senate. 
Pars BRADLEY 

Amherst College 
Sronz, Junius. Regional Guarantees of 

Minority Rights. Pp. xvi, 313. New 

York: The Macmillan Company, 1933. 

$3.75. 


Dr. Julius Stone has followed up his 
earlier work on International Guarantees 
of Minority Rights by a volume closely 
linked to it, entitled Regional Guarantees 
of Minority Rights, which is a study of the 
special procedure in Upper Silesia, pri- 
marily under the Polish-German Conven- 
tion of 1922. It would be misleading to 
speak of this latter work as a supplement to 
the more general*study, because it stands 
adequately on its own feet; but it is none 
the less true not only that there is con- 
stant reference to the earlier work but also 
that the reader of the former will be in a 
decidedly better position to appreciate the 
latter. 

Despite the richness of the literature on 
minorities and their protection in German 
and other Continental languages, the lit- 
erature in English has up to the present 
been somewhat surprisingly scanty and un- 
enterprising. This second volume by Dr. 
Stone does even more, in a sense, to fill 
the void than his first, since the materials 
from which the more general work was 
constructed are more or less readily avail- 
able, whereas it has been difficult to arrive 
at more than a sketchy notion of the pe- 
culiar solution of the problem reached in 
Upper Silesia. It has long been apparent 
that the local machinery for protection es- 
tablishéd in that region, culminating in 
the Mifed Commission, and the large num- 
ber of cases with which that machinery has 
dealt offered material of key importance 
fer an understanding of the minorities 
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problem, but no adequate analys.s of this, 

material has hitherto been undzrteken. 

The procedure under the Geneva Con- 
vention differs strikingly at sexeral points 
from the usual procedure un3er the mi- 
norities treaties and declaretioas. Not 
only is there a regional international au- 
thority established to deal on te spot with 
cases arising in Upper Silesia, b:t the mem- 
bers of the minority are also expressly rec- 
ognized as having a right of 7etition and 
appeal. Dr. Stone pays higt tribute to 
President Calonder of the Mixed Commis- 
sion as the man to’ whom the s7stem owes 
the greater part of its developrxent. , 

The one criticism that the re~iewer is 
tempted to make of the book & one which 
is presumably illegitimate. D- Stone has 
set himself the task of an essent:ally juristic 
analysis of the procedure in Upper Silesia 
and has kept within the limi:s so estab- 
lished, but one can wish that tks limits had 
been less strictly drawn. The £:ndcamental 
question is, after all, what actual effect 
this system has had on the lives of the 
people of Upper Silesia, German and 
Polish. Have they in fact beca secure in 
their rights, and do the forme of law, so 
adequately analyzed, furnish th actual 
safeguards they were intended. io furnish? 

The usefulness of the wor=, which is 
published under the auspices of =he Bureau 
of International Research, Herverd Uni- 
versity and ‘Radcliffe College, 3 enhanced 
by the inclusion of the text of the Geneva 
Convention and other material. relating to 
its operation. 

RUPERT =MERSON 

Harvard University 


Waues.er-Bennert, Jonn W.(Ed.) Docu- 
ments on International A fairs, 1£82. Pp. 
xii, 437. London: Oxford University 
Press, 1934. $6.50. 


This is the current number ct an annual 
publication of the Royal Institt<e of Inter- 
national Affairs. It continues the docu- 
mentation of reparations and wer debts, 
covering the Lausanne Conference; of war 
debts to the United States, thrcugh the 
Hoover-Roosevelt correspondenze? of dis- 
armament to a different point or th= vicious 
circle; and, most important, her: gather all 
the documents bearing on the Sino-Japa- 
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nese dispute from September 1931 to March 
1933, when a self-outraged Japan withdrew 
from the League of Nations. 

The book is not, as Lord Eustace re- 
marks, a mere compilation of documents. 
Not only are there adequate introductory 
notes and running comments, but the stu- 
dent has the benefit of Mr. Wheeler-Ben- 
nett’s extraordinarily wide range of survey 
on the documentary material of the world, 
and of his flair for selecting just the right 
document or excerpt to answer the question 
which most naturally arises after each se- 
lection is read. 

It is thus possible even to read the book 
as an unusually accurate and trustworthy 
Tecital of the development—lI refrain from 
saying “progress”—-of international rela- 
tions during 1932. 

. H. K. Norton 
New York City 


Jarre, Lovis L. Judicial Aspects of For- 
eign Relations. Pp.viii,278. Cambridge, 
Mass.: Harvard University Press, 1933. 
$3.50. 


No other question of international law 
has provided so complex a network of theo- 
retical issues and practical problems during 
the postwar years as that of the status of 
unrecognized states before courts of law ` 
and the legal consequences arising from 
that status both for intergovernmental and 
for private relations. This question the 
author has set out to explore, with special 
reference to Anglo-American doctrine and 
practice. 

Dr. Jaffe first analyzes the general nature 
of “political questions” before the courts 
in both peace and war relations of states. 
From a rich background of the cases, he 
discloses the “tenderness” of courts in deal- 
ing with any problem which may be raised 
even incidentally in a case before it which 
might involve a decision upon matters dip- 
lomatic. But “the claims of diplomacy are 
not absolute; to question their compulsion 
is not treason.” He thinks it would be ad- 
visable for the courts to be much more 
forthright in dealing with such matters, and 
to demand an explicit avowal of the imme- 
diacy of political consequences from the ex- 
ecutive—as a guide, not an order, to the 


courts. 
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In succeeding chapters, the author deals ẹ tution; (2) the effectiveness of proportional 


with the theory and practice of recognition, 
and the effects of nonrecognition and of rec- 
ognition upon the judicial process. His 
conclusions that the courts have in this 
field limited their own function much more 
strictly than they should, and have failed 
to exercise their own discretion in the set- 
tlement of problems arising in relation to 
unrecognized governments, and that this 
self-limitation not only stultifies their ef- 
fectiveness but is not in accord with their 
own practice in other respects—for instance, 
in prize law, are amply borne out by the 
evidence which he has collected. While 
some readers may not accept his conclusion 
that in this field “realistically correct con- 
ception of the judicial function” would lead 
the courts to exercise their discretion, Dr. 
Jaffe has written a persuasive brief for the 
appellant from current practice. 


Paws BRADLEY 
Amherst College 


Tarr, CaarLes P. City Management: The 
Cincinnati Experiment. Pp. vii, 275. 
New York: Farrar and Rinehart, 1933. 
$2.50. : 


This is an interesting book, not only be- 
cause of what it tells us about the struggle 
for enlighteped and efficient government in 
Cincinnati, hi also because of the author’s 
reflections upon the technique of govern- 
mentalimprovement. The fifth election un- 
der city-manager government was held in 
November 1933 and resulted in another vic- 
tory for those supporting the experiment. 
Mr. Taft is found to be correct in his pre- 
diction that “Cincinnati will be the rare 
city of over 50,000 in the United States on 
December 31 of this year without a deficit; 
its bonded indebtedness has decreased in 
the Jast seven years while it was being re- 
built physically; it has seen that none of its 
citizens starved, and none of its essential 
services to its citizens has been seriously 
curtailed.” And most of these accomplish- 
ments are to be credited to the manager 
governinent inauguratedin 1925. Any book 
which chronicles such achievements is worth 
reading. . 

The success of the Cincinnati experiment 
to date is attributed by Mr. Taft to: (1) 


the home rule provision in the Ohio Consti- 
Ed 
4 


representation in producing truly represent- 
ative and able councils; and (3) the admin- 
istrative ability of the two managers, Col. 
Sherrill and C. A. Dykstra. These factors, 
however, lie more or less on the surface, and 
the author is careful to emphasize the fun- 
damental part played by the work of citi- 
zen’s associations in conducting the charter 
campaign successfully and holding up the 
hands of each successive council. It is in 
the continued activity of these organiza- 
tions that Mr. Taft sees a guarantee of the 
permanence of the new order of things. 
“Our experience would indicate that such a 
movement car never be successful unless it 
develops an independent amateur organiza- 
tion, devoted to the service of local ideals 
and determined to secure good government 
and the merit system in public service. .. . 
The experiment in Cincinnati is unique, be- 
cause there has been developed something 
in the nature of an independent municipal 
political party, having no selfish purpose.” 
This in substance is Mr. Taft’s answer to 
the to-be-expected query, Is this just one 
more reform? 

Students of lotal government should not 
neglect this book. Not only is its intrinsic 
interest great, but it is in a sense a manual 
to guide what the author calls the Davids 
of Civic Improvement against the Goliath 
of the Machine. 

Lane W. LANCASTER 

University of Nebraska 


Green, Wurm Raymwonp. The Theory 
and Practice of Modern Taxation. Pp. 
266. Chicago: Clearing House, Ine., 1933. 
$2.75. 


Based on his experience of fifteen years 
as a member, and five years as chairman, of 
the House Ways and Means Committee, 
Judge William R. Green has given us his 
views on the theory and practice of taxa- 
tion. The discussion of principles follows 
traditional Imes, and although brief, ap- 
pears adequate for the purpose. Primary 
attention is devoted to the practical aspects, 
such a$ difficulties of administration, the re- 
action§ of the taxpayer, and the necessity 
for compromise between conflicting ideals, 
such as simplicity and equity. Although 
brief chapters are given to the property tax 
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and state income taxes, the bulk of space is 
Jevoted to national problems, with more 
zhan one third of the volume gizen over to 
-ncome and profits taxes. 

The discussion in general is marked by 
solerance and freedom from dogmatism. 
The author heartily approves of he present 
zrend toward taxation according to ability, 
as indicated by the widespread use of in- 
zome and inheritance taxes, bit believes 
that the principle is still “largely ignored” 
outside of Great Britain and -he United 
States. He disapproves of the sales tax ex- 
cept in acute emergency, stressing the dif- 
-iculties of administration and the heavy 
Durden placed on the low jncome groups, 
which he believes tends to injuce business 
by reducing demand. Estate and inherit- 
ance taxes, on the other hand, shculd not 
only be continued but expanded, and should 
not be abandoned to the states. Ae he sees 
it, the failure of some states tc levy high 
~ates on estates “is another instance of the 
control exercised over weak legislatures by 
people of wealth” (p. 178). 

Special chapters are devoted to zhe sys- 
zems of Great Britain and France as con- 
zrasted with that of the Uni-ed States. 
` The English system Judge Greer. believes is 
‘not only extremely well administered but 
well devised . . ,” for “it has distributed 
zhe burdens of taxation among -he various 
zroups with exceptional fairness end jus- 
ice.” The French‘system “apreaszs to be 
unscientific and to some exten. ilogical.” 
There the income tax is poorly edminis- 
tered, and seriously in need of revision; the 
astate and inheritance taxes de not yield 
their proportionate share, while tre sales 
tax is unduly complicated. Apparently the 
author believes the United States stands 
second to Great Britain in its approach to 
an ideal system. 

‘The volume, however, includesmuch more 
than a statement of personal opinions and 
zonclusions. The questions of tax-exempt 
securities, taxation of capital gairs, joint 
returns, taxation of corporate surplus, dis- 
crimination between earned ani umearned 
income, publication of returns, the new tax 
on excess profits, legal methods of 5‘ avoid- 
-ng” taxation, and a host of related questions 
are analyzed and suggestions fcr improve- 
ment are offered. 
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On some points there seems to be unnec- 
essary repetition, on others the treatment 
might be more exhaustive; but on the whole, 
the author gives us a well-balanced pic- 
ture of the tax system now in force, and 
the changes that might well be attempted. 

Cuarves P. Warre 

University of Tennessee 


Barnes, GuBerrt Hosss. The Anti-Slavery 
Impulse. Pp.1x,298. New York: D.Ap- 
pleton-Century Company, 1933. $3.50. 


The historical commentator has two ma- 
jor duties to perform. He must record the 
facts, and he must interpret them. To the 
man so inclined, interpretation is such an 
alluring and facile business that it takes a 
strong-minded fellow to keep to the straight 
and narrow way. It is so easy to fashion 
conclusions, so little off the track of schol- 
arly probity to overemphasize what bolsters 
those deductions and to minimize what 
clashes with them! It can actually be done 
without intruding one word of comment, by 
the mere inclusion or omission of data, or 
even by the volume of material presented 
on the one side as compared with that on 
the other. 

All this is by way of explaining my dis- 
trust of the conclusions arrived at by Dr. 
Barnes in his study of The Anti-Slavery Im- 
pulse. I feel that Dr. Barnes $ the kind of 
man that is temperamentally disgusted with 
exhibitionism and has an inherent sympa- 
thy for quiet, patient, self-effacing effort. 
In his preparation for this study he must 
have been revolted by the assertiveness of 
William Lloyd Garrison, by the latter’s im- 
patience at those who aimed at purely prac- 
tical results, and his insatiable fondness for 
thelimelight. Atthesame time, Dr. Barnes 
has evidently been touched by the neglect 
with which history has treated Theodore 
Weld, who gave his life and his transcend- 
ant mental resources to the cause with no 
desire for acclaim. Those twin impulses 
shine throughout this present book. They 
do credit to Dr. Barnes’s sensibilities, but 
they are no help to his repute for sound his- 
torical comment. 

Garrison was a difficult and unlovable 
person. Weld was a singularly attractive 
and saintly one. Yet too often those who 
cannot make friends can make history, 
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while those who are socially delightful are 
practically insignificant. Garrison was so 
persistent an advertiser that in perspective 
we feel him overadvertised.. Weld was so 
selfless that he has been deprived of the full 
credit he deserves. But after due allow- 
ance has been made for all this, the judg- 
ment of history cannot be so completely at 
fault as Dr. Barnes makes it out to be. 

When the author is not riding so hard on 
this high bias, his work is emphatically 
worth while. I have never before seen the 
battle over the right of petition explained 
so clearly and reasonably. There is every 
reason to give close heed to his narrative 
of John Quincy Adams’s career in the 
House of Representatives. He has ap- 
praised shrewdly the links between the 
British and American abolition movements. 

But basically the book suffers from® this 
aura of special pleading, the effort to re- 
animate the neglected Weld and to minify 
the pestiferous Garrison. 


ALPHONSE B. MILLER 
Philadelphia 


BreBneR, Joun Bartierr. The Explorers 
of North America. Pp. xv, 502. New 
York: The Macmillan Company, 1933. 
$3.50. 


The various projects leading to the dis- 
covery and exploration of North America 
were undertaken at so many different times, 
by so many individuals from the several 
maritime nations of Europe, that there ap- 
pears to be inherent difficulty in consider- 
ing their activities in any small compass or 
with any degree of coherence. This diff- 
cult task, however, has been attempted with 
a great measure of success in this volume. 
Mr. Brebner has delved prodigiously among 
the confusing mass of explorers’ reports, let- 
ters, and diaries, and has woven together 
in a related sequence the story of the work 
of Spanish; French, English, Portuguese, 
Dutch, and Russian adventurers. The re- 
sult is a very readable account which brings 
into convenient space the complicated proc- 
ess of unraveling the mysteries of the con- 
tinent. 

One of the author’s most valuable achieve- 
ments is the sense of relationship which he 
produces among seemingly isolated efforts, 
and the result leads to the conelusion that 
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athere was more of unity in the process than 
‘is usually recognized. The book is one of 


a series under English editorship, which, 
when complete, will be a valuable history 
of the insatiable pioneer instinct which has 
ever spurred men on to seek new lands. 
Roy F. Nicnors 
University of Pennsylvania 


Lyon, E. Witson. Louisianain French Di- 
plomacy,1759-1804. Pp.268. Norman, 
Okla.: University of Oklahoma Press, 
1934, $3.00. 


This study presents a clear, connected 
pictyre of French diplomacy with respect 
to Louisiana from 1759 to the final aliena- 
tion of its western portion by sale to the 
United States, The writer has made excel- 
lent use of archival materials in London, 
Paris, and Madrid. The French archives 
in particular have yielded much that is new, 
while the footnotes show no neglect of the 
extensive literature already in print on vari- 
ous aspects of the general subject. 

With the story of the transfer of the col- 
ony by Louis XV to Charles IIT at the close 
of the Seven Years’ War as a background, 
the book narrates the difficulties of the 
Spanish occupation which troubled French 
diplomacy for almost a decade. The Amer- 
ican Revolution turned the attention of 
France to the Mississippi Valley again, and 
the, Spanish colony served as an entrepôt 
for the entry of French as well as Spanish 
aid to the embattled colonists.. After the 
war a desire to reacquire the colony ap- 
peared in French official circles, the way 
being pioneered in 1789 by the minister, 


Moustier, who prepared an interesting 


Mémoire on the advantages to be derived 
from this move. The idea was enthusiasti- 
cally adopted by the Girondins and an at- 
tack on the colony was an important part 
of Citizen Genet’s program. When this 
group fell from power the idea was not re- 
vived until the peace of 1795, and subse- 
quently became a prominent feature of the 
diplomacy of the Directory. Napoleon 
finally succeeded in securing a retrocession 
of the eolony and dreamed of restoring the 
Frencle Empire in America. The difficul- 
ties too great, he turned his attention to 
Europe and the East, and closed out the 
venture to the United Statés. 
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a Lyon brings new detail to light 5 


at many points in the stòry, and his ac- 
count of Napoleon’s motives, hs story of 
the American side of the purchzse; ascrib- 
ing greater credit to Livingsto1, and his 
study of the closing of the’ Port ot New Or- 
leans are especially worth while. The book 
is handsomely printed and has ar index, 
and few typographical errors were noted by 
the reviewer. Some use of the essays in 
New Spain and the West, dedicated z0 H. E. 
Bolton, might have been made at certain 
points to advantage, and the stetement (p. 
258) concerning “tht abundant quotations 
from the French Archives” in deaeribing 
W. R. Shepherd’s article, whier is based 
*vholely on Spanish Archives, shculd be cor- 
rected. The book fills a real need and must 
be read by all interested in the vest area 
acquired by the Louisiana Purch=se 
ARTHUR =. ATTON 
University of Michigan 


3urt,AtrrepLeRoy. The Old -rovince of 

Quebec. Pp.xiii,551. Minneepols: Uni- 

versity of Minnesota Press, 1933. $5.00. 

In this volume Professor Buri hes made 
a real contribution to the history of Canada 
and the British Empire. With keen insight 
and profound scholarship, he has traversed 
again.the critical years in the history of 
Canada from the transfer of the eclony to 
the British flag, to the enactment of the 
Constitutional Act of 1791, whick marks the 
end of the old province of Quekec and the 
beginning of Upper and Lower Canada. 
Because it is based almost enfirely on a 
eritical and exhaustive use of cortemporary 
manuscript materials, the book not only 


fills many important gaps in tke story of 


these crucial years, but takes isste with and 
corrects many of the conclusioas kitherto 
accepted in the general accoun:s end the 
textbooks. 

Beginning with the military régime of 
Murray, in itself a unique perioc in the his- 
tory of military occupations, Prozzssor Burt 
follows the story in great detail, but in 
graphic and interesting style, tirough the 
origins of the Quebec Act, the cris precipi- 
tated by the American Revolut. on-mnd its 
aftermaths, the clash of the Emglish- and 
rench-speaking populations, and the grad- 
ual granting of autonomy in the regions 
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west of Montreal, to the completion of the 
Constitutional Act of 1791. The character 
and the policies of well-known leaders like 
Carleton, Murray, and Haldimand are re- 
examined and re-appraised—somewhat to 
the disadvantage of Carleton’s earlier repu- 
tation—but the thumb-nail sketches of a 
score of lesser lights are perhaps equally im- 
portant. The book is much more than a 
political or constitutional narrative. With 
real skill, the author has worked his way 
through a mass of material that throws new 
light on the social, economic, legal, admin- 
istrative, and cultural aspects of Canadian 
life, and these details are skillfully woven 
into a general background of conditions to 
explain the significant Constitutional evolu- 
tion of the period from 1760 to 1791. For 
the first time, a critical analysis of all the 
attitudes and tactics of the various groups 
concerned with the struggle between the 
British and the French pattern of life, in all 
its ramifications, is available. 

To discuss specific points at which the 
author has made new contributions or taken 
issue with previously accepted interpreta- 
tions is not possible within the limits of this 
review. Suffice it to say that the book de- 
serves critical reading and study by every 
student of Canadian history, of Canadian- 
American relations, and of the evolution of 
British imperial policy, who w@nts a real in- 
tegration of these various phases of the 
story in a well-rounded and complete narra- 
tive. Several illustrations and maps have 
been included, as well as a brief but valu- 
able aiid sala note on the primary 
sources. 

CARL WITTKE 

Ohio State University 


Coucu, W.T. (Ed.). Culture in the South. 
Pp. xiv, 711. Chapel Hill: University of 
North Carolina Press, 1934. $4.00. 

This book is composed of thirty-one chap- 
ters each written by a different author. In 
the main the volume represents the views 
of relatively young Southern scholars on the 
culture of their region. Although three of 
the present writers contributed to the much 
discussed volume, PU Take My Stand, the 
general viewpoint of Culture in the South 
differs materially from that of the earlier 
work. ‘The authors of PU Take My Stand 
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regretted the penetration of industrialism 
and commercialism into the South, regarded 
the net results as unfortunate, and perme- 
ated their writing with a nostalgic yearning 
. for a return of the simple, self-sufficient 
agrarian way of life which they believed 
characterized the Old South. 

With few exceptions, this spirit is absent 
from Culture in the South. Industrialism 
as a permanent fact and on the whole a 
good, is accepted; but the authors believe 
that the introduction of industrialism should 
have been accompanied by a large degree 
of social control. It is not too late to rem- 
edy this defect, for, as Dr. Pipkin says in 
his article on social legislation: “The South 
in her new strength has yet the chance t® 
build her foundations on a conception of 
justice and liberty which has some meaning 
for men and women in the twentieth œen- 
tury. Itis imperative that the South judge 
the excellence of its economic organization 
by the degree to which it contributes to the 
well-being and the happiness of Southern 
men and women and children” (p. 677). 

It is also taken for granted that Southern 
destiny is inextricably interwoven with that 
of the Nation. However, the general tone 
of the volume indicates the feeling that 
Southern intellectuals have had too little 
share in the formulation and the practical 
application of the New Deal. For instance, 
Dr. Murchison, in his penetrating article on 
business, urges that the farm policy of the 
Federal Government so far as the South is 
concerned should be aimed at the reduction 
of tenancy and a diminution of the incen- 
tive to money crops. A wiser policy would 
undertake to see to it that “farming should 
cease to be a hazardous [commercial] enter- 
prise and become a mode of life. The farm- 
house, instead of being a desolate structure 
in the midst of cotton and tobacco fields, 
must become a home which is the center of 
a rather complete economy-——orchards, veg- 
etable gardens, food crops, live stock, and 
poultry” (p. 102). It cannot be said that 
the policy of the Federal Government is 
pointing in this direction, but on the other 
hand is tending to perpetuate the present 
objectionable situation. 

Doubtless this volume will have the effect 
of stimulating a consciousness in the South 
of its shortcomings and make apparent the 
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obligation which rests upon Souther lead- 
ers to formulate 4 regional policy, not sepa- 
rate from but integrated with that of the 
Nation asa whole. This predicates studies 
by Southern scholars not only of regional 
problems but of the impact of national and 
international ones on the life of the South. 
This book serves as an excellent point of 
departure for such a program of research. 

Benz. B. KENDRICK 
The Woman’s College of the University 
of North Carolina 


Breastep, James H. «The Dawn of Con- 
science. Pp.xvii,431. New York: Charles 
Scfibner’s Sons, 1933. $3.00. 


This is one of the rarest of rare books. 
Seldom does one find combined the scholar, 
the humanist, and the literary man. All 
these attributes attach to the author of The - 
Dawn of Conscience. 

Professor Breasted gives a vivid account 
of the development of social and ethical 
thought in ancient Egypt, and of the times 
which stimulated the thinkers of 3000-1000 
B.c, He shows that many of these ideas 
penetrated adjacent cultures, influencing 
especially the Hebrews, as notably in pas- 
sages in Jeremiah, Psalms, and Proverbs. 
The volume contains several beautiful re- 
productions, 

Wuson D. Waris 

University of Minnesota 


ELrLwooD, CuarLes A, Methods in Sociol- 
ogy. Pp. xxxiv, 214. Durham, N. C.: 
Duke University Press, 1933. $1.50. 


The thirteen essays comprising this small 
volume have appeared in various scientific 
journals during the last few years. That 
which gives unity to the series and warrants 
their publication under the title Methods in 
Sociology is that they present a critical sur- 
vey of the problem of interpretation of so- 
cial phenomena from the subjective point 
of view, i.e. in terms of purposes, values, 
and meanings, in contrast with the purely 
objective approach of behaviorists who in- 
sist that the scientific method is confined 
exclusively to mechanistically determined 
phenorgena which are quantitatively veri- 
fiable. The author feels very keenly that 
while the trend of recent years in applying 
the methodology of the natural sciences is 
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of great value wherever the material lends 


itself to exact measurement, cukur> never-° 


theless is of such character tht its true 
meaning can never be adequa-ely under- 
stood if its subjective elements wh.ch can- 
not be so observed are left out =f account. 
Sociology is an autonomous sec:ence, and 
since the methodology of the p-yscal sci- 
ances is Inadequate to explain tk2 phenom- 
ana with which it deals, which are 2seentially 
psychological and cultural, it camnot be 
sound by any single type of prccecure but 
must be free to employ whatev2r methods 
are required. The author belie~=s that so- 
cology is again in real danger ct becoming 
a sterile intellectual pursuit, agz.nst Which 
Lester F. Ward contended in {ts eazlier years. 

Professor Ellwood has no qaarrel with 
“objectivity” in viewing social reality, in 
.zhe sense that no science is possikle until 
“subjectivity” or the personal 2juation is 
eliminated, What he insists upon is that 
desires, wishes, interests, beliefs ard ideas 
are as much a part of social cata as are 
shose factors which are chemico-phvsical in 
sheir determination, and that xot1 types 
of phenomena may be studied chje2tively: 
zhat habit complexes, mental mteraction, 
eross fertilization of culture, and value judg- 
ments are as real in determining sccial be- 
javior as are any stimuli from t-æ physical 
environment, and that many of zhese may 
de studied quantitatively. 2 

The author deplores the tendeacy to de- 
‘reciate theoretical work and to stress mere 
“act finding in present-day socxozy, and 
particularly the danger of erectir g tis view 
tnto an orthodoxy—always an inapediment 
zo progress. The error is in fa se empha- 
sis. No science, of course, cen proceed 
‘without facts, but a mere factuel science is 
a dead science. Advance in scienze 1s made 
through the verification of hypotheses. To 
be sure, we need to be on our guard in the 
social sciences against “pet” -ypotheses 
and “wishful thinking” whict select or 
distort facts, but the impersonal, logical 
zesting of hypotheses by the fazts of ob- 
servation and experience is the ealy means 
of progress in any science. > 

Whatever one’s predilection may pe with 
vegard to either of the schools iato which 
sociologists seem to be divided 1 these is- 
sues of methodelogy, he at leas: should be 
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familiar with the attitudes of both. Pro- 
fessor Ellwood has presented his case clearly 
and fearlessly, and the book should have a 
wide reading among his contemporaries. 
J. P. LICHTENBERGER 
University of Pennsylvania 


Warner, Sam Bass. Crime and Criminal 
Statistics in Boston. Pp. x, 147. Cam- 
bridge, Mass.: Harvard Press, 1934. 
$3.00. 


This is the second volume of the long 
awaited survey of crime in Boston con- 
ducted under the auspices of the Harvard 
Law School. The author, who is professor 
of law in that institution and one of the 
Best-known students of criminal statistics 
in the United States, has undertaken the 
task of surveying the trends of crime in 
Boston in the most recent decades and 
of discussing the theoretical and practical 
problems involved in the collection, the in- 
terpretation, and the publication of erimi- 
nal statistics of various types. The result 
is a monograph of the greatest value and in- 
terest to all who, like him, are concerned 
with the problem. 

There 1s a vein of pessimism running 
through much of the book. While statisti- 
cal data have been employed as a basis for 
conclusions (“the safest conclusion is none 
at all”), Mr. Warner takes cafe to caution 
his readers against these conclusions, since 
he has himself the greatest distrust of the 
police or court statistics he has been com- 
pelled to employ. 

The critique of existing statistics has been 
well done. It is therefore disappointing to 
see all of the constructive ideas of reform 
concentrated on a plan for judicial criminal 
statistics. The first part of Mr. Warner’s 
book suffers, in his own opinion, by the lack 
of statistics which will furnish a good index 
to crimes committed. Such an index is all- 
important for the study of trends of crimes, 
the relation between such trends and other 
social trends, and the evaluation of the ef- 
fectiveness of crime preventive or repressive 
measures. While the author’s ideas on this 
particular problem appear divided and are 
not always consistent, he dpes point out 
that court statistics do not furnish the basis 
of a reliable index of this nature, and, by in- 
ference at least, admits that accurate sta- 
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tistics of crimes known to police agencies 
would do so. In spite, however, of a severe 
critique of the latter statistics as now being 
gathered, he fails entirely to suggest means 
by which such data may in the future be 
gathered in Massachusetts and thus provide 
a solid basis for the student of the next 
generation. 

The author’s hope that the United States 
Bureau of the Census will soon engage in 
the collection of uniform criminal statistics 
from states in a registration area is being 
fulfilled through a plan adopted by that Bu- 
reau a year ago, and in which sixteen states 
have already joined. 

THorsten SELLIN 

University of Pennsylvania $ 


TANNENBAUM, Frank. Osborne of Sing 
Sing. Pp. xii, 336. Chapel Hill, N, C.: 
University of North Carolina Press, 1933. 
$3.00. 


The ideas of Thomas Mott Osborne de- 
rive their force from the character of the 
man. The central thesis of any prison re- 
form program, viz., that prison inmates 
must actively and willingly codperate in 
their rehabilitation, is an old one. No sin- 
gle individual has-contributed more to the 
actual development of the prison system of 
this country than Osborne. Possessing the 
courage and® the zeal of the pioneer, he 
dared to apply his faith. 

Mr. Tannenbaum pictures our unhappy 
penal system as it existed before Osborne’s 
work at Auburn and Sing Sing Prisons. 
The beginnings and progress of the Na- 
tional Welfare .League at Auburn are then 
detailed. The subsequent changes at Au- 
burn and Sing Sing are described. The lat- 
ter part of the volume is concerned with the 
conspiracy and attack against Osborne, the 
story of the notorious indictment, and the 
dismissal of the case. 

At Portsmouth, Osborne lived through an 
experience similar to that of Sing Sing. 
Several of the higher naval officers feared 
for the “ discipline” of the institution. Sev- 
eral investigations were made resulting in 
glowing tributes to Osborne. The retire- 
ment of Osborne as head of the Portsmouth 
Naval Prison in 1920 brought his active ca- 
reer as prison administrator toanend. The 
outstanding vice of the American prison 
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system and the outstanding virtue of the 
prisoners are reflected in two notes Osborne 
wrote after his retirement. He wrote to a 
friend in 1921, “It is no use talking, the 
politicians are too strong for us.” In 1924 
he wrote, “It often surprises me that I have 
faith left in any one; and I haven’t much in 
those who are outside prison walls. The 
men inside I know and understand; and 
their faith and loyalty I have tested to the 
limit.” 

Until politics and prison administration 
are divorced (not to mention radical changes 
in the substantive criminal law), the plans 
of even the pitifully few outstanding ward- 
ens are short-lived. 

A new deal for the inmates of our prisons 
is not possible so long as the cards are 
stacked against them—as they are. Any 
unbiased person who has had some prison 
experience realizes that the majority of 
prison inmates do not differ in any essential 
respect from the majority of men out of 
prison. Inmates are capable of loyalties to 
men and ideas, once given genuine opportu- 
nities to exercise such loyalties. Not one 
of the twenty-one inmates indicted along 
with Osborne soyght to save his own skin, 
having been promised immunity and re- 
lease from prison if he testified against his 
warden. As Osborne stated, “Of all my 
prison experiences I hold this as most amaz- 
ing; that there could not be found among 
that score of ‘hardened criminals’ a single 
man willing to perjure himself in order to 
escape indictment and conviction—and to 
secure release from prison!” 

The reactions of the inmates of Auburn 
and Sing Sing to the responsibilities given 
them by Osborne is of even greater signifi- 
cance than the personality of their leader. 
One’s faith that many prison inmates may 
be aided in orderly fashioning of their lives 
is strengthened by this volume. I do not 
know of any work I would rather recom- 
mend to overcome public prejudice against 
prisoners or against progressive penal prac- 
tice. 

NATHANIEL CANTOR 

University of Buffalo 
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Foster, James H., and ROBERT AXEL. 
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Year Padin December 31,1981. Pp.109. 

Albany: J, B. Lyon Company 1933. 

This study, as the title indratas, is a 
quantitative analysis. It steers severely 
clear of judgments, social or ecncmic; so 
much so that one is surprised to find on 
p. 44: “It is thus apparent thz= the per- 
sonal equation is a contributing fector in 
the interpretation of the causes 2i child de- 
pendency and that the figures -ncer con- 
sideration furnish no index to indicate the 
prevalence of social or economic problems 
in the several counties.” Since the “per- 
sonal equation” receives mere m2at‘on, and 
the causal factors, which “are decidedly 
complex,” receive scant menfion the reader 
is left idly curious concerning th= nature of 
such an index. 

The report contains very complete tables 
and a number of maps and charts showing 
the distribution by counties of -13e utiliza- 
tions of institutional, foster home, ard home 
“acilities, respectively. The appendix con- 
-ains a list of Homes for Ch -dren and 
twenty-four tables summarizing --1e data by 
counties. 

Rosert Rock.FELLOW 
Rhode Island State Coltege 


Martin, Presronta Mann. “rohibiteng 
Poverty. Pp.x,115. New Yek: Farrar 
& Rinehart, 1933. $1.00. 


This brief volume proposes a. functional 
society within which the production cf the 
necessaries of life shall be turne 1 over to a 
conscript army composed of all persons 
aged 18 to 26. After this period of service 
she graduates are left free to the.r own de- 
vices in a virtually unregulated capitalistic 
society, always assured of a livirg from the 
efforts of the conscripts. “The lan is sim- 
vle, having been evolved by a pin. woman 
employing the naive processes of reasoning 
appropriate to her sex.” 

W. WALLACE WEAVER 

University of Pennsylvania 


Husse, H.R. The Illiteracy of t22 Literate. 
Pp. vii, 278. New York: D Appleton- 
Century Company, 1933. $200. 


Much of the material in Profesor Huse’s 
book is familiar to the social p:zchologist. 
The phenomentn of suggestion 2s found in 
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advertising, literature, and oratory has been 
extensively treated. The relation of words 
to thought and to meaning has also received 
some attention. Professor Huse has sum- 
marized the whole subject with rare dis- 
cernment and clarity. His main argument 
is that we are afflicted with a verbomania 
which constantly comes between us and 
reality, and that this is a major cause of 
the infinite misunderstandings that exist in 
the world. For example: 

“Brains may become so clogged with 
words that thought becomes awkward and 
difficult if not impossible. . . . (p. 31). It 
is clear that many leaders in English-speak- 
ing countries never have a wholly rational 
thought. They make decisions constantly, 
often admirable decisions, but their judg- 
ments are based on instinctive feelings, ex- 
ternal appearances, guesses, or “hunches’, 
... (p. 80). Men who can speak a num- 
ber of different tongues are notorious for 
having little to say in any of them... 
(p. 31). Pedants sometimes multiply tech- 
nical terms needlessly on the assumption 
that a new word is equivalent to a new 
idea... . (p. 29). Living in a world of 
words, divorced largely from the correctives 
of experience among mental equals, the 
teacher is likely to confuse words and for- ~- 
mulas with realities. . . .” (p. 183). 

When a professor of Romante Languages 
delivers himself of such sentiments, one has 
the feeling that one of the major rackets of 
the day is about to be betrayed from the 
inside. Social scientists will do well to con- 
sider whether a large part of their endeavors 
does not consist of an attempt to find words 
which correspond to nothing but the re- 
quirements of certain prearranged verbal 
patterns. Professor Huse demands a re- 
definition of literacy to include more than 
mere mechanical reading ability, and an edu- 
cation which will develop a critical attitude 
toward the great users of words. Unfamil- 
jarity with the elements of scientific method 
will be the new definition of illiteracy. 

GEORGE A. LUNDBERG 

Columbia University l 


Kramer, Srerta. The Path to Understand- 
ing. Pp.vii,259. New York: Published 
by the Author, 1933. 

This somewhat repetitious, ungrammati- 
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cal, autobiographical account of the evils of 
disjointed courses, the elective system, and 
the ineffectiveness of collegiate education in 
general, as the author experienced them in 


the earlier years of this century, deals with - 


a theme which has been stressed for years, 
from one angle or another, by such critics 
and experimenters as‘ Meiklejohn, Ayde- 
lotte, and other leading American educa- 
tors. Had it been published nearly thirty 
years ago, when the author says the idea of 
the essential defects in our higher education 
caused something to seem “to snap in my 
brain,” it would have gained more readers. 
This is not to say that the weaknesses 
pointed out have been corrected, but that 
higher education has been more forcefully 
and effectively indicted by others, and their 
indictment has become a commonplace view 
among leaders of the teaching profession. 
The most satisfactory corrective for the old 
defects has still to be discovered. There 


are many who say “Lo, here,” and “Lo, 


there,” but the future of higher education 
still lies hidden in the capacious lap of the 
gods, 
Txomas Woopy 
University of Pennsylvania 


Birrner, W. S., and H. F. Matuory. 
University Teaching by Mail. Pp. 350. 
New York® Macmillan Company, 1933. 


Correspondence instruction by universi- 
ties and colleges in the United States is here 
surveyed by two of its friends. Unlike 
most of the previous pronouncements on 
the subject, this volume is based on a thor- 
ough fact-finding survey covering over two 
years of study. It was directed by the 
American Association for Adult Education. 

The report is significantly frank in its 
presentation of the arguments on both sides 
of the debated question of whether corre- 
spondence study courses have real merit at 
the university level of instruction. A brief 
discussion of the function of university in- 
struction and a historical chapter on the de- 
velopment of correspondence teaching pre- 
cede the main part of the report. Factual 
material is presented as to the number and 
type of students served; their academic 
preparation; the number and subjects of 
courses; the academic rank of teachers of 
correspondence courses, arid so forth. Three 


‘ 


223 


è 
chapters—“ Administrative Problems and 
Policies,” “Standards and Practices,” and 
“Principles of Teaching” —present analyses 
of a large number of case studies. 

The conclusions are definitely favorable 
to correspondence teaching. For example: 
“Those who complete home study courses 
are on the whole a superior group. Corre- 
spondence courses tend to be favorably se- 
lective for academic standards” (page 146). 
Twenty appendices and a chapter of “ Mon- 
ographs on Teaching” provide supporting 
data and opinions. 

°” C. L. DERICK 
New York City 
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